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I. Introduction 

A staff team comprising t-kssrs. Boorman (Head, ASD), Niebuhr and 
Kim (ASD), Abrams (ETRD), McDonald (FAD), and Mrs. Kahoonei (TRE) 
visited Jakarta from August 1-18, 1983 to hold Article IV consultation 
discussions. Ms. Happe , the Fund Resident Representative, assisted 
the team. Several members of the mission remained in Jakarta until 
August 23 to provide technical assistance on matters related to the 
recent financial reform measures. The mission met with the Coordinating 
Minister for the Economy, Finance and Industry and Development Supervi- 
sion; the Ministers of National Development Planning, Finance, Trade, 
and Administrative Reform; the Advi.sor to the Planning Agency; the 
Governor of the Central Bank; and the Presidents of most of the state 
banks. 

Indonesia continues to avail itself of the transitional arrange- 
ments under Article XIV. 

II. Economic Background 

The improved terms of trade in 1979 and 1980 boosted income dramat- 
i~cally, giving rise to sharp increclses in private and government 
spending, especially on public sector investment projects (Chart 1). 
A” accelerati~on oE domestic growth followed, aided by the coincident 
iavorablr performance in agriculture, where rice production increased 
at annual average rates of nearly 10 percent. Notwithstanding the 
increased pace oi activity, inflatIo” moderated from the high levels 
recorded immediately following the devaluation in late 1978 (Table 1 
and Chart 2). This improved price prrformance was aided, in part, 
by the favurable supply response in the agricultural sector, but also 
oy th? spillover of inl‘rcasrd demand to the external sector. L/ 

I/ Inflationary pressures were also reduced by sheltering the 
domestic economy until rarly 1982 from the effects of higher crude oil 
pri.ces on the prices of petroleum products. 



-iable 1. Indonesia: Selected Economic Indicators, lY78-83 

1978 1979 1980 1981 1982 1983 11 

National income 
GDP (in real terms) 
UJP adjusted 2/ - 

Savings/investment 
Gross fixed capital 

formation 
Domestic savings 
Foreign savings 

Prices 
GDP deflator 
CPI 

Terms of trade (1973=100) 

7.7 
7.0 

21.b 21.9 21.8 23.3 23.3 . . . 
18.k 23.9 25.9 21.7 15.9 . . . 
3.0 -2.0 4.1 1.6 7.4 . . . 

11.0 
8.1 

155 

Percentage change 

6.3 9.9 7.9 2.2 
18.7 17.0 6.3 -1.7 

Percent of GNP 

Percentage change 

32.5 29.1 10.1 7.9 
22.0 18.5 12.2 9.5 

231 310 311 308 

1.8 
-2.4 

13.8 
13.6 31 - 

265 

source: Gatta provided by the Indonesian authorities. 

11 Staff estimates. 
21 Adjusted for the impact of changes in the terms of trade. 
r/ July 1983 over year earlier. 

With hindsight, it is possible to identify forces that were being 
set in motion relatively early in this period which would ultimately 
emerge as unsustainable pressure on the external position. Real exports 
(national accounts basis) declined almost continuously after 1978, fall- 
ing by a total of 8 percent over the following three years. Domestic 
expenditure increases, combined with the effect of an appreciating 
rupiah, led to a rapid increase in imports, which rose in real terms 
at a compound average annual rate of over 20 percent from 15179-81. MO r e- 
Over) in late 1981, the terms of trade began to move against Indonesia 
as the effects of the protracted world recession began to be felt more 
severely in commodity markets. In sum, these factors halted the 
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improvement of the current account, and after recording surpluses of 
<2 billion in lY7Y and lY8U (fiscal years), l/ a deficit of nearly , 
$3 billion (3.4 percent of GDP) emerged in lq81/82 (Table 2 and Chart 3). 

Performance during 1982 and early 1983 was aggravated by unfoce- 
seen adverse developments in the domestic economy. Drought reduced 
the growth of rice production to 4 percent in 1982 and is likely to 
reduce it even further in 1983. Production of other important crops, 
including corn, cassava, sweet potatoes, and certain nonfood farm 
products fell sharply on account of adverse weather in 1982, weakening 
buth domestic income and exports. 

Nevertheiess, the single most important element in the deteriora- 
tion of the external position since early 1982 was the sharp drop in 
oil export volumes in 1982 and early 1983 and, finally, the fall in 
oil prices. The performance of the Indonesian economy is still very 
much a function of developments in world oil markets. Production and 
revenues from that sect”r in recent years have accounted for about 
20 percent of GNP, three quarters of gross exports, and almost 7U per- 
cent of government revenue. Oil production declined by about 20 percent 
in 1982/83 to 1.26 million barrels per day and gross oil earnings fell 
by nearly 2il percent (or $2.8 billion). The effects of these develop- 
ments in the oil sector, especially on government revenue and spending, 
combined with the weakening in other sectors noted above, led to a fall 
in the growth of GIJP from an average of 9 percent in 1980 and 1981 to 
only about 2 percent in 1982. 21 

The decline in oil exports, together with further weakness in the 
prices of non-oil export commodities and continued, if much slower, 
growth in imports, contributed t” an increase in the current account 
deficit to $b.9 billion (7.6 percent of tiDP) in 1982183. Capi ta1 inflows 
inc ceased substantially, reflecting primarily larger syndicate borrow- 
ings on commercial terms for project finance. Nevertheless, banking 
system net foreign assets declined by $3.3 billion, with gross official 
reserves bearing the brunt of the decline, falling by $2.4 billion. As 
a result of the increased borrowing and the coincident sharp drop in 
export earnings, the public sector debt service ratio increased rapidly, 
rising from 12.1 percent in 197Y/8U to over 20 percent in 1982183. 

l/ April l-March 31. 
?/ These figures are based on national accounts data using 1973 as a 

ba:e year. The structural change which has occurred in the economy since 
then--represented most dramatically by the sharply increased importance 
of the mining and manufacturing (including LNC) sectors and the decline 
in importance of agriculture--results in some bias in the official 
national accounts data. The authorities are considering rebasing these 
data but have not done so yet. Staff calculations indicate that on the 
basis of more current structural weights there was virtually no growth in 
the economy in 1982. 

-. - 



Table 2. Indonesia: Summary Balance of Payments, 1979/80-1983/84 

(In millions of U.S. dollars) 

1979/80 1980/81 1981/8’? 1982/83 1983 J84 
Staff Est. 

Exports, f .o.b. 17,495 21,786 21,145 18,083 17,853 
Oil L/ 9,979 14,087 14,632 11,790 10,899 
LNG 1,345 2,111 2,343 2,400 2,254 
Non-oil 6,171 5,587 4,170 3,893 4,700 

Oil sector payments -4,349 -5,597 -7,214 -6,999 

Non-oil imports, c.i .f. -3,028 -11,837 -14,561 -15,490 

Servicrs (net) g/. -2,ow -2,343 -2,240 -2,487 

-6,791 

-14,040 

-2,731 

Current account 2,058 2,008 -2,870 -6,893 -5,709 
Oil/LNG (net) 6,975 10,601 9,761 7,191 6,362 
Non-oil sector (net) -4,917 -8,593 -12,631 -14,084 -12,071 

Total recorded capi ta1 (net) 
Official capi ta1 (n-2 t) 

Receipts 
IGGI 
Non-IGCI (project aid) 

Uf which: syndicated 
loans and bonds 

Amortization 
State enterprises (net) 

(Prrtamina 6 Garuda) 
Uirrct investment (net) 
Ut her 

891 
1,998 

1,898 
2,069 

2,690 2,684 
2,237 2,406 

453 278 

3,916 5,348 
2,712 3,772 
3,521 4,727 
2,415 2,646 
1,106 2,081 

5,118 
4,272 l 
5,260 
3,542 

1,718 - 

(140) (146) (857) (1,590) 
-692 -615 -809 -955 

-77 46 658 900 

217 

-1,247 

140 
-357 

311 
3b5 

(977) 21 
-988 

20 .~ 

338 - 
488 

Errors and omissions 822 29 -1,796 0 

Monr tary movements (increase 
in net assets -) 

ASSetS 
Liabilities 

Uf which: 
IIHF 41 

Compiksatory borrowing 

-3,771 

-3,794 
23 

(--) 
c--j 

-3,935 
-3,861 

-74 

142 
404 

-1,383 

337 - 
303 

30 

(--I 
(--I 

3,341 
2,834 

507 

591 - 
. . . 
. . . 

(--) 
(--I 

(71) 
(--I 

(390) 
(1,133) 

Source: Data provided by the Indonesian authorities. 
L/ ExcLudrs crude oil sent abroad for processslng for domestic use. 
71 Kevised to include state enterprise interest payments in current account. 
x/ Does not include $1,133 million of such credits classified as compensatory l 

borrowin; in monetary movements below. 
G/ bSF purchase in 1982/83 and CFF purchase in 1983/S4. 
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111. The Adjustment Program 

1. Policies Ian 19&Z and early 1983 

The authorities began to adjust poli~cies in response to the emerg- 
ing weakness i.n the external sector in early 1982. In addition to 
export promotion measures, I/ additional policies to deal with the pro- 
jected deceleration in oil fevenue were announced with the presentation 
uf the 1982/S3 budget. To make the li~mited projected resource increase 
available for development spending, current budgetary expenditures were 
to be held constant in nominal terms, leading to their further decline 
as a share of GDP. Measures Introduced to restrj~ct current spendi~ng 
and subsidies included a 60 percent rinse in domestic petroleum prices 
and a freeze on civil servant salari~es. The ratio of non-oil revenue 
to GDP was to increase through improved tax administration. 

Problems in the oi~l market--reflected in the establishment of an 
OPEC production quota in March 1982 (at 1.3 mbd. for Indonesia) and an 
i.nability to produce at much above that level because of weak demand 
after the quota lapsed in July--soon made the revenue situation even 
worse than forecast. Additional measures were taken during the year, 
including increases Ian subsidized ferti~lizer prices and an increased 
assessment of taxes on the national oil company (Pertamina). Moreover, 
budget expenditure authori.zations for development outlays were held 
si~gnificantly below origi.nal estimates. In the end, however, the 
fiscal deficit wi.dened above planned levels to 5.0 percent of GDP and, 
for the first time ~i.nce oi.1 prices began rising in 1979, there was d 
drawdown of government deposits width the domestic banking system to 
finance part of this deficit (Table 3 and Chart 4). 

The 1983/84 budget was framed against this background. Even on 
the basis of what now appear to have been optimistic assumptions for 
oi.l--an export price of $35/barrrl and a production level of 1.4 mbd.-- 
the revenue outlook for 1963184 was more stringent than had been the 
case when the budget of the prevLous year was being formulated. To 
al low some i.ncreasr Ian development spendi~ng , current expenditures were 
to be held at near the level of the previous two years. To accomplish 
this. food substdies were to remain negligible, petroleum subsidies 
were to be further reduced through an additional 52 percent rise in 
the domestic price of oil products, and wages of civil servants were 
to remain frozen for the second year. In addition, domestic financing 
of the defi~ci t was to be eliminated, although foreign financing would 
i ncreasr. 

I! See “Indonesia: Recent Economic Developmefits,” (SM/83/85, 
5lTQfS3). 
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Table 3. Indonesia: Summary of Central Government 
Operations, 1979/80-1983184 

(In billions of rupiahs) 

l 

Staff 
Budget Projections 

1979/80 1980/81 1981182 1982/83 1983184 1983184 

Tax revenue 6,886 
Of which: oil (4,636) 

Nontax revenue 187 
Cl-ants 136 
Total revenue and 

glX”tS 7,209 

Current expenditure 4,372 
Capital expenditure and 

net lending 11 3,437 
Adjustment to expenditure / -1.028 
Total expenditure and net 

lending 6,781 

Surplus/deficit (-) 428 
(percent of GDP) (1.3) 

10,568 11,982 11,465 13,322 13,955 
(7,677) (8,733) (7,653) (8,869) (9,550) 

316 336 436 502 502 
122 99 55 46 65 

11,006 

6,361 

5,040 
-1,402 

9,999 

1,no7 
(2.3) 

Financing 
Domestic 

Monetary authorities 
Commercial banks 

Foreign 

-428 
-1,175 

-1,007 
-1,822 

(-966) (-1,490) 
(-209) (-332) 

747 815 

Memorandum items: 
Foreign project expendi- 

ture (millions of dollars): 
Included above 1,955 
Total public sector L/ 2,073 

1,996 3,080 4,152 . . . 4,452 
2,380 4,079 5,400 7,854 4,837 

12,417 

7,609 

5,850 
311 

8,128 9,156 
. . . 532 

13,770 

-1,353 
(-2.5) 

11,956 

7,498 

6,333 
1,110 

14,941 

-?,985 
(-5.0) 

13,870 14,512 

7,748 8,904 

. . . 18,592 

. . . -4,080a 

. . . (-5.9) 

D 2,985 . . . 4,080 
-35 918 . . . -41 

(-184) (707) . . . . . . 
(149) (211) . . . . . . 

1,388 2,067 . . . 4,121 

source : Data provided by the Indonesian authorities; and Fund staff estimates. 

1! “Development Expenditure” as defined by the authorities adjusted for certain com- 
ponents classified as current expenditure by the staff. 

2/ This adjustment is understood to relate, for the most part, to capital expenditure 
and net lending. It reflects differences between expenditure authorizations for the 
current year and actual expenditures (which also include expenditures out of previous 
years 1 authorizations) and off-budget lending activities. 

3/ Includes all foreign project expenditures of Pertamina and Caruda. Expenditure and 
net lending of central government includes only those project expenditures of Pertamina 
and Garuda which are financed through on-lending of foreign borrowing by the Central 
Government. 
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Uther financial policies were also tightened somewhat during the 
COU~YS~ of 1982 and early 1983 in an effort to slow the expansion of 
domrstic liqudity and halt the deterioration in the external sector 
(Table 4). Liquidity expansion, which had averaged over 30 percent per 
annum in tile previous three years, declined to an annual rate of 23 prr- 
cent during April/September 1982 and further to 7 percent during October 
IYtl?/I~larch 1983 A/ (Chart 5). While reflecting a sharp decline in net 
foreign assets--partly resulting from a flight of capital toward the end 
of the period--depressed domestic economic conditions and some tightening 
of credit conditions during 19&L/83 contributed to this deceleration in 
milnrtary growth. 

nle authorities also employed a greater degree of flexibility in 
the management of the exchange rate during 1982. The rate of Kp b25/US$l 
which had been set in November 1978 had been adjusted only to Rp 650/lJS$l 
by mid-1982, representing an appreciation over the period since late 1978 
of 13 percent and 46 percent in nominal effective and real effective 
terms, respectively (Chart 6). L)uring the remainder of 1982 and the 
first two months of 1983, however, the exchange rate was adjusted grad- 
ually to about Kp 7UO/US$l. This adjustment, along with some weakening 
of the U.S. dollar vis-a-vis other major currencies, had the effect of 
halting the real appreciation of the rupiah and bringing about some 
reversal in the loss of competitiveness. Nevertheless, the adjustment 
left the rupiah about 40 percent above the level in real effective terms 
tLat bad been established in November 1978. 

The measures described above had an important impact on the economy 
and on the external position. The growth of imports slowed substantially 
and inflation moderated further, despite the large increases in certain 
administered prices and the depreciation of the rupiah. However, these 
measures were overtaken by the impact of the protracted world recession, 
which continued to depress non-oil exports and added to the impact of 
conservation efforts in depressing the demand for crude oil. Hy early 
lYY3, crude oil production had fallen to 1.14 mbd., almost 30 percent 
below the average level recorded during 1978-81, indicating an even 
more dramatic reduction in exports. l-nese developments threatened to 
increase the current account deficit further. In light oi the decline 
in reserves and the increase in the debt service ratio and the uncertain- 
ties concerning access to commercial borrowing on world markets, such 
a deficit, even in the short run, would have been difficult to finance. 
Growing perceptions of the worsening conditions aggravated the situation 
by eilcouraging large capi ta1 outflows. 

2. Adjustment measures of lY83 

hollowing the I’rrsidrnridl elections in i.Lrcll and rhr installa- 
ril~.n of the new Cabiret, further action was taken to dedl with ttlesr 

l/ Excluding the impact on total liquidity of the March 30, 19113 
devaluation. 



Table 4. Indonesia: Indicators of Monetary lkvelopments, 1979-83 

(In bi~llions of rupiah) 

1979 
End-March 

1980 lY81 

Kevalua 
tion 

March Adjust- August 
1982 1983 ment 11 1983 - 

Monetary developments 
Net foreign assets 

Of which: Monetary 
authori ties 

Uomest ic credit 
Government, net 
Public enterprises 
Private sector 

Total liquldlty 
Narrow money (perceutagr 

change) 
C&as i-money (percentage 

change) 

Interest rates 41 
Kate on 12-month deposit 

At state banks 
At private banks 

1,477 4,u17 

(1,206) (2,580) 
4,739 4,366 
(-918) (-2,098) 

(2,851) (3,101) 
(2,tlUb) (3,363) 

4,155 5,802 

(32.8) (35.6) 

(16.4) (48.0) 

6.308 6,273 6,227 1,838 

(4,137) (3,534) (3,217) (957) 
4,383 6,886 10,681 182 

(-3,918) (-4,021) (-3,261) C-112) 
(3,640) (4,323) (4,704) (146) 
(4,661) (6,584) (9,238) (148) 

7,906 10,151 12,247 620 

(37.3) (29.9) (8.9) . . . 

(34.2) (25.4) (25.8) 21 . . . 

9.0 9.0 9.0 9.0 9.0 . . . 
17.2 19.5 20.0 19.3 19.3 . . . 

6,928 

(3,234) 
10,771 

(-3,909) 

(5,180) 
(9,5OU) 

13,780 

(18.9) ?/ 

(55.4) 2121 

18.0 51 
19.6 z/ 

source : Data provided by the Indonesian authorities. 
L/ Keflects adjustment for the devaluation of rupiah by 27.6 percent on March 30, 1983. 
21 Annual rate of increase during April through August. 
z/ Based on level of quasi-money at end-March 1983 adjusted to exclude the Impact of the 

devaluation on foreign exchange denominated deposits. 
41 Average interest rate at selected banks during last month of period. 
x/ Interest rates prevailing at the end of July. 

l 
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conditions. On March 30, 1983 the rupiah was devalued by a further 
28 percent to Kp Y7U/Uzj$l. 1” early May, plans were announced to reduce 
drastically public sector investment expenditures from planned levels 
over the next several years, with the intention of shifting the savings 
in local currency to rmpLoyment-generating activities. chl June 1, a 
substantial reform of the financial sector was introduced. The author 
ities noted that the aims of these measures were to reduce pressure on 
external resources; to encourage non-oil exports and import substitution 
in the medium term; to more fully exploit prospects for increased employ- 
ment in a” environment of slower growth; and to increase the mobilization 
of domestic savings through the financial system. 

a. The devaluation 

The adjustment of the exchange rate on March 30, 1983 is estimated 
to have restored competitiveness of the traded goods sector to about the 
level prevailing immediately following the previous devaluation in 
November 1978. In the five months following the devaluation, consumer 
prices have risen by about 6 percent; at the wholesale level, prices 
went up by 1Y percent in the first two months following the devaluation, 
with increases in traded goods prices accounting for four fifths of the 
rise. The passthrough to nontraded goods prices appears to be limited, 
p,srtly because of the substantial slack in the domestic economy, partly 
because of the phased passthrough of the required increases in certain 
administered prices, and partly because of the example set by wage re- 
straint in the public sector. i-loreover , the adjustment in the exchange 
rate appears to have been convincing. Bank Indonesia was a net purchaser 
of firreign exchange immediately following the devaluation until mid-July, 
reflecting a substantial inflow of capital. Since mid-July, a patter” 
of “et sales of foreign exchange roughly commensurate with the balance 
of payments forecast for lY83/84 seems to have been re-established. The 
adjustment of the exchange rate seems also to have helped relieve in- 
ventory problems in certain manufacturing industries, such as textiles, 
by encouraging increased exports. 

b. Review and rephasing of public sector project spending 

The rephasing of the public sector investment program was under- 
taken to c~~nserve foreign exchange resources in light of the weaker 
prospects for the balance of payments and to halt the sharp rise in the 
Public sector debt service ratio. The rrphasing promises to have a sub- 
stantial impact on reducing imports and moderating overseas borrowing. 
Projects atfectrd include both t11ose financed through the Central Govrrn- 
lmrnt budget as well as those executed by public enterprises with approved 
foreign burrowing. l/ The authorities reviewed 125 projects in various 
stages ot planning and execution. Foreign exchange expenditures which 
had been authorised for such projects totalled over $21 billion; the 

11 All foreign borrowing by public enterprises must be approved by 
the Elinistrv of k’inancr. 
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cancellation, postponement and rephasing of projects reduced such sprnd- 
ing to $10.9 billion, against which payments of nearly $3.7 billion 
had already been disbursed by end-March 19B3 (Table 5). 

Projects affected ranged from the virtually complete Cilicap, 
Balikpapan, and Dumai refineries--for which only minor changes were made 
in the supporting facilities to be completed by Pertamina--to projects 
such as highway construction, power plants, telecommunications, defense, 
coal mines, and alumina facilities ,which were still in the planning or 
design stages and which were cancelled or indefinitely postponed. Some 
projects were to be redesigned to employ domestically-produced goods 
(inter-island vessels and port equipment, for example); others were to 
be offered to the private sector for implementation. The scope and 
extent of the revisions to the Investment program are evident in Table 5. 
Foreign exchange savings expected in 1983/84 alone exceed $3 billion; 
savings in subsequent years will amtunt to over $7 billion. 

The deceleration of public sector investment expenditures may be 
even larger than indicated by these data which are derived from the t-e- 
phasing exercise. Garuda’s purchase of airplanes was phasing down as 
the size of the fleet had already expanded substantially and major conr 
ponents of Pertamina’s investment in LNG facilities were reaching 
cwple tion. !J 

C. Financial reform measures 

The financial reform measures taken on June 1, represent the most 
significant change in the monetary system in over a decade. Under the 
new sys tern, state banks are free to set most deposit and lending rates; 
the detailed rediscount mechanism has been simplified so as to restrict 
access to only the highest priority sectors; and credit ceilings are to 
be replaced by indirect control over the pace of monetary expansion 
through reserve money management. The authorities hoped that the adop- 
tion of indirect mechanisms for monetary control would alleviate some of 
the adverse side effects associated with the credit ceilings--including 
what had become unduly selective credit allocation schemes. / They 
view the reforms generally as an effective means of encouraging the 
mobilization of dcaestic financial resources and of promoting efficient 
use of investment funds. 

Within the banking system, the state banks are most directly 
affected by the new measures, under which their operations are expected 
to take on more of a commercial orientation. This is expected to be 

1/ See Table 2, Net Capital Inflows on Account of State Enterprises, 
and Table 3, “Memorandum item,” on public sector foreign borrowing. 

&/ Credit ceilings were originally established in 1974 as one means 
to help control the expansionary impact of the sharp increase in oil 
revenues which occurred at that time. 
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Table 5. Indonesia: Project Rephaslng Program 

(In milli~ons of U.S. dollars) 

Project or 
Implement t ng 

Ag-=Y 

Planned Foreign Payments to be Payments to be Made 
Exchange Expenditure Disbursements Made in 1983184 in Subsequent Years 

Before 
_- 

After Made Through Before After Before After - 
rephasing rephasing March 31, 1983 rephasing rephasing rephasl ng rephast ng 

sugar mills, 
smallholder and 

nucleus estates 11 809.9 269.5 69.9 30b.O 132.3 433.8 94.7 - 

Dairy industry, 
plywood, and 

ceme”c plants 11 1,ljq.b 194.6 45.8 424.1 66.2 669.7 82.6 

Fertilizer projects 753.1 738.1 132.9 378.5 363.0 242.2 242.2 

Aircraft, ship 
industry, and 
others 

Coal and alumina 

l - Pertamiu 21 

Garuda 427.0 258.0 

Power, transport, 
navigation, and 
tr1ec0mmunica- 
t ions 5,768.2 2.405.6 249.7 l.bX8.1 752.4 3,830.4 1.398.5 

Other 

Total 

2,UO5.0 805.0 

842.0 477.1 

21,298.2 10,&71.6 

1,701.5 

828.2 

8Y9. a 

324.6 

7,023.7 4.479.3 

393.9 511.3 317.3 

62.0 333.b 177.6 

2,450.2 2,585.5 l,b10.7 

207.0 93.3 51.0 

243.0 

b1.7 257.2 

3.673.1 b,rJ?O.b 

lb4.2 

Lb9.0 

3,803.7 

796.3 

432.6 

1,988.l 

188.6 

Ill.1 

418.5 

12b.7 -- 

1.762.0 

523.1 

10,804.9 

b40.3 

24b.4 

3,423.4 

- 

source: ata provided by rhr Indonesian a,,thorfties. 
I/ Effurts will be made to attract private investment to the prujeccs in these sectors 
-1 Including methanol, aromatic, 

saii kpapan , 
and ethane production facilities, the Cilicap, Dumai, 

and klusl refineries, and other projects. 
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a gradual process, however, as these banks are likely to continue to 
pursue their historic specialization in certain sectors and will remain 
subject to central bank guidance in the supply of the appropriate volume 
of credit to priority sectors. 

The most obvious initial effect of the new monetary measures has 
been the quick alignment of state bank deposit rates with the unregulated 
rates prevailing at private domestic and foreign banks and the sharp 
increase in short maturity deposits at these banks (Table 4 and Chart 7). 
The increase in time and saving deposits may be partly associated with a 
transfer from current accounts but probably also reflects the continued 
inflow of speculative funds that left the country prior to the March 30 
devaluation. Loan rates at state banks have also been adjusted, with 
rates on major categories of investment credits increasing from 13.5 per- 
cent to 18 percent or higher. Several factors indicate that the initial 
increase in interest rates after the June 1 measures were announced may 
have been overdone and deposit rates, at least, have subsequently de- 
clined modestly. The current level of interest rates, which are positive 
in real terms, may be influenced by Bank Indonesia’s fixed fee for swaps 
(forward sales of foreign exchange), which could be holding rates slightly 
above equilibrium levels. 

One result of the new deposit rate structure has been to shorten 
the maturity of bank time deposits. The authorities expressed some con- 
cern that this change, along with the decreased access of banks to central 
bank liquidity credit to fund investment lending and the much higher 
interest rates on such credits at state banks, may affect the adequacy 
of term lending for investment purposes. 

IV. Mediunrterm Prospects 

1. Recent policy measures and external adjustment 

On the basis of relatively cautious assumptions for the world 
economy, the adjustment measures taken by the authorities appear to be 
sufficient to substantially reduce the current account deficit in the 
balance of payments over a relatively short period of time. The current 
account deficit for 19X3/84, which was forecast early in 1983 to be in 
the range of $9-N billion, is now estimated at $5.7 billion under 
current policies. While some of the projected improvement reflects 
better prospects for commodity prices and for world oil market condi- 
tions, the bulk of the SdJustment reflects the impact of the investment 
rephasing exercise on project imports and of the devaluation on other 
imports. Financing the projected deficit should not present a problem. 
I” fact, borrowings sufficient to fund this deficit--with no accumula- 
tion of reserves--have already been arranged. 

Balance of payments forecast beyond 1983184 are fraught with un- 
certainties. There are the obvious concerns about the sustainability 
of the current recovery in the industrial world. The f “11 impact on 
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the economy of the recent policy measures--especially the devaluation 
and the financial reform--will not be known for some time. Eloreover , 
at the time of the consultation discussions, the authorities had not 
yet fully specified the policy outline for the next Five-Year Plan 
to ccxamence in April 1984. There fore , to judge the sufficiency of 
the adjustment program over the medium term, the staff developed a 
scenario incorporating certain assumptions for the external conditions 
likely to confront the economy and postulating as a base-case a policy 
stance reflective of the authorities’ early indications for the new 
Five-Year Plan. The scenario presumes continuous but moderate growth 
in the industrial world. Commodity prices are forecast as in the 
recent WE0 exercise, except for oil, which is assumed to increase only 
to an average level of $3l/barrel in 1985186. 11 A moderate rebound 
in non-oil export volume is assumed and oil production is projected 
to increase from the current level of about 1.4 mbd. to 1.65 mbd. ?I - 

Project imparts are estimated for 1984185 on the basis of data 
supplied by the authorities in connection with the rephasing exercise; 
for 1985/86 and beyond, some rebound in such imports is projected, as 
disbursements against public sector loans are assumed to increase in 
accord with forecast requirements to reach the planned official medium- 
term growth estimate of 5 percent per year. 31 Nonproject imports are 
assumed to increase along a devaluation-adjusted trend, assuming main- 
tenance of the current level of competitiveness. Government expenditure 
other than for project imports, are assumed to expand at about the same 
rate as nominal GDP. Government oil revenue is projected on the price 
and production assumptions noted above. The ratio of domestic revenue 
to CDP is assumed to remain unchanged. 

Balance of payments Projections based on this scenario suggest 
a continued substantial decline in the current account deficit from 
$5.7 billion (7.5 percent of GDP) this year to below $2.5 billion 
(2.5 percent of GDP) in 1985/86 41 (Table 6). Projections beyond 

11 This assumption was made to tailor the scenario closer to the 
vi& of the authorities on the outlook for oil prices. Oil prices 
were assumed to increase further to $34.50/barrel in 1987188. 

21 Current production capacity, proven reserves, and a continued 
high level of exploration and development activity are considered by 
most observers to make this level of production feasible beyond the 
scenario period. Substitution of alternative energy sources for oil, 
aided by increased domestic petroleum prices, is also projected to 
reduce the growth of domestic consumption of oil products, sustaining 
exports at near the levels recorded during 1979-81. 

31 These projections for project imports are staff estimates; 
detailed official projections for the next Five-Year Plan (beginning 
April 1984) have not yet been finalised. 

41 At the oil production and export levels assumed for 1985186, a 
variation in crude oil prices of Sl/barrel would alter the oil export 
projections by About $450 million; a production shortfall of 0.05 mbd. 
would reduce export receipts by about $560 million. 
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Table 6. Public Sector Debt and Debt Service Payments 
on External Debt, 1982/83-1987/88 l/ - 

(In millions of U.S. dollars) 

1982183 1983184 1984185 1985186 1986187 1987188 

From existing pipeline as of end- 
1982183 21 

Gross disbursements 
Debt service payments 

Multilateral loans 
bilateral loans 
Nationalisation debt 
Private banks and supplier 

credits and other 31 - 
Amortisation 
Interest 

Disbursements and debt service from 
new commitments 41 

Gross disbursements 
Debt service payments 
Amortisation 
Interest 

Totals and summary data 

Total disbursements 
Amortisation 
Interest 
Total debt outstanding 

Memorandum items: 
Current account deficit 
Debt service/GDP (percent) 
Debt/GDP (percent) 
Debt service/net exports of goods 

and services (percent) 
Exports of goods and services (gross) 
Exports of goods and services (net) 

5,469 4,838 2,246 
2,485 2,673 3,221 

256 359 460 
334 467 596 

9 9 9 

1,886 1,838 2,156 
1,303 1,353 1,680 
1,182 1,320 1,541 

-- 
-- 

5,469 
1.303 
1;182 

21,213 

6,893 5,709 3,155 
2.8 3.5 4.4 

23.5 35.4 38.1 

20.2 22.3 23.1 
19,294 18,761 20,794 
12,295 11,970 14,998 

2,264 2,354 
-- 245 
-- -- 
-- 245 

7,102 4,600 
1,353 1,680 
1,320 1,786 

26,962 29,882 

1,298 932 905 
3,394 3,754 3,777 

506 618 715 
615 725 837 

9 9 9 

2,264 2,402 2,216 
1,799 2,211 2,319 
1,595 1,543 1,458 

3,702 4,568 
517 1,091 

44 312 
473 779 

5,095 
1,589 

4gw 1,096 

5,000 5,500 6,000 
1,843 2,523 2,812 
2,068 2,322 2,554 

33,039 36,016 39,204 

2,154 2,590 3,002 
4.5 5.0 5.1 

38.2 37.7 37.3 

21.9 25.0 25.5 
24,842 26,889 29,142 
17,882 19,406 21,061 

- 

source: Data provided by the Indonesian authorities. 
l! Excludes nonbank, non-government short-, medium-, and long-term debt to banks esti- 

mated to be $5.8 billion at end 1982/83. 
21 Includes drawing, charges, and repurchases associated with IMF buffer stock facility. 
21 LNG-related debt included; this debt is nonguaranteed, project related. 
41 Includes drawing, charges, and repurchases relating to CFF purchase. 

0 
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19o>/oo indicate a modest incrrasr in the current account deficit in 
lb. 5. dollar terms more or less in line with the assumed increase in 
public sector project imports. As a share of GDP, the current account 
deficit would rise slightly from the level projected for 19X5/86. 

The evolution of the balance of payments outlined above would 
substantidlly slow the deterioration of the public sector debt service 
ratio but would not be expected to reverse it. After nearly doubling 
over the past four years to a projected 22 percent in 1983184, the 
ratio is expected to increase suoewhat further in 1984185 and then to 
decline to about this year’s level in the following year. 11 Over 
subsequent years, however, the ratio would increase soruewhat if dis- 
bursements for public sector investment projects are programmed to 
increase slightly in real terms as assumed in the staff’s scenario. 

L. Growth prospects and policies 

Growth in 1983184 is expected to exceed last year’s rate of 
2.2 percent by only a small margin. Some rebound in the oil sector is 
likely, but thu rest of the economy, including the agricultural sector, 
remains weak. The public sector is expected to contribute little to 
growth, and there could be some adverse effect on private investment of 
the rrphasing of the public sector investment program. Inflation is 
r:ipzcted to moderate as the impact of the devaluation dissipates; weak 
domestic demand and wage restraint are expected to hold down domestic 
pr ic e inc redses . The domestic employment situation is likely to 
deteriorate somewhat further in this environment. 

The authorities stressed that the economy is undergoing a transi- 
tion from one driven by rapidly increasing project spending by the 

‘i;x,vcrnmrnt and public enterprises, supported by increasing oil revenues 
‘:ind subject to no immediate foreign exchange constraint, to one in 
.;hich the public sector cannot be expected to be a dominant source of 
:Gruwth and foreign exchange has become far more scarce. The scenario 
reviewed in the previous section reflects that view. That scenario 
,absumes little growth in real public sector project imports from the 
reduced level resulting from the rephasing exercise and an approximately 
cvnstant share of go\‘ernment spending and domestic revenue in GDP. It 
.~lxr prrsumrs mdnagement of the exchange rate to avoid d loss of comw- 
titivrness and success of current policies in boosting non-oil exports. 
‘rh. ,:rbt service F,rofile ti ‘- loch emerges from thit scenario suggests 
little scope for increasing investment through foreign borrowing 
:,bxjvr the lrvrls dssumrd in that exercise. 

!i In this exercise, LlbOK has been assumed to average 10 percent 
,1: :: ; i : ‘-1.. ‘( I?,,, t,,e,> ,d;:lj,:::. to Y p;-t-cent in IYBhlg7 and to 8 percent 
/ II , ‘:I,;, /;t: . 
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The growth rate assumed in that scenario--5 percent per annum--is 
the authorities' estimated rate of growth for the period covered by 
the next Five-Year Plan. In addition to success in increasing non-oil 
exports, achievement of that rate of growth and the indicated path of 
external adjustment will require two fundamental changes in the economy: 
increased mobilization of domestic savings to provide the resources for 
the implied level of investment; and a substantially increased role for 
the private sector. lhe Government is addressing both of these require- 
ments in its current policies and in framing the next Five-Year Plan. 
The financial reforms introduced in June were aimed at providing a 
larger flow of investible resources for the private sector and for 
public enterprises and, at the same time, improving the efficiency of 
the “se of those resources through greater commercialization of the 
operations of the state banks. Increased savings will also be required 
in the budget to permit a continued expansion of development expenditures. 
To achieve this, the authorities intend to continue the austerity in 
current expenditures that has characterized the last two budgets. More- 
over, substantial reform of the domestic tax system is to be introduced 
in early 1984 in order to increase domestic tax revenue. The staff 
understands that the reform will involve simplification of the structure 
of both personal and corporate income taxes and a replacement of the 
current system of sales taxes by a broad based value-added tax. The 
changes will be supported by administrative reforms and the introduction 
of a computer-based information system. The authorities expect the 
simplicity and certainty of the proposed system, by facilitating assess- 
ment and encouraging compliance, to increase significantly the yield of 
non-oil taxes relative to GDP. nowever, they do not expect that the 
revenue benefits will be fully reallzed until the late 1980s. 

The authorities are addressing the second requirement through their 
continued efforts to promote both domestic and foreign private investment 
and to create a business climate more conducive to private sector acti-, 
vity. For this purpose, a review 15 being conducted of all reporting 
requirements, rules, regulations, levies, and administrative requirements 
imposed on the private sector by government agencies. This reform 
effort has been given priority by the Cabinet and has already resulted 
in the elimination of some local levies and reporting requirements. 

v. current Policies 

1. Fiscal policy 

The budgetary outlook for 1983184 discussed in Section III was 
fundamentally altered by developments in the oil market, the devaluation, 
and the rephasing of the investment program (Table 3). The price of 
oil is now expected to average only S29.50lbarrel during 1983184 and 
production is likely to be somewhat lower than expected. These changes 
in the prospects for the oil sector have reduced projected dollar receipts 



- 17 - 

from that sector by an estimated 23 percent relative to the budget 
estimates. However, the impact of the devaluation on oil revenue more 
tilan offset this decline in foreign exchange receipts, boosting esti- 
mted (rupiah) revenue by almost 8 percent from the budget figure. 
While many adjustments were made to the original non-oil revenue esti- 
mates as a result of the devaluation and other developments since 
presentation of the budget in early 1983, these changes are almost 
wholly offsetting, and the increase in oil revenue is reflected fully 
in increased total receipts. 

Expenditure estimates have also been substantially revised. Esclud- 
ing increases tar (foreign) interest payments and increased subsidies 
on petroleum (due to the devaluation) and on food (due, in part, to the 
devaluation), current expenditures are estimated to increase by about 
5 percent from the budgeted level. This increase reflects, primarily, 
the impact of the one-month wage bonus given to public sector employers 
tu offset the impact of the devaluation on inflation. Mu reover , i t 
suggests a decline in other current expenditures in real terms relative 
to that planned in the original budget, leaving such expnditures at 
about the same real level as in 1982183. The authorities have instructed 
departments not to exceed original rupiah authorizations despite the 
prospects for larger-than-projected price increases stemming primarily 
from the devaluation. 

Development spending authorisations were budgeted to increase by 
LO percent in 1983184, including a 42 percent increase in foreign- 
financed rxpenditurrs and a 21 percent increase in locally-financed 
expenditures. Staff estimates of a somewhat broader measure of capital 
spending and net lending suggest that an increase of more than one 
third was in prospect when the budget was formulated. 11 Revised 
estimates made since the devaluation and the rephasing-of the public 
sector investment program indicate that capital spending and net lending 
will increase by almost 30 percent in nominal rupiah terms over the 
level in 1982183. Absent the rephasing effort, the increase would have 
been more than bU percent. The change in the investment program has 
reduced planned foreign-financed project expenditures in the budget 
by over $2 billion tu about LO percent above their level in 1982/83. 
Kupiah-financed development expenditures will remain at about the 
s.ime level as projected in the budget, suggesting some increase in 
real terms over last year’s level. 

I/ The statt estiwte adjusts otficial budgetary data to take account 

tit-crrtdin rxtrabudgztary expenditure and transfers financed through 
f,>reisn burrowing (derived from creditor data) and, for years before 
IYU/W) adjusts for ttw diffrrrncr between budget authorisations and 

clisli expenditure (wtlicll includes spending against both the current year’s 
authorizations and +,:ailibt unusrd authorizations from previous years). 

7’1~ staff drfinitio.1 of capital spending excludes some items (subsidies 
011 fcrtilizers, drtensr rxk’E.nditurr. and current transfers to rntrr- 
plisrs) whicil the aurhorities classify as development expenditure. 
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These revisions to the current year budget suggest that the fiscal 
deficit will increase to 5.9 percent of GDP from 5.U percent in 1982183. 
Staff estimates suggest, however, that this fiscal stance will provide 
little impulse to domestic demand, the increase in the deficit relative 
to 19&Z/83 resulting from a net increase in public demand for external 
resources reflected in a deterioration in the Government’s foreign 
balance. Furthermore, these figures do not reflect all of the foreign 
project expenditures of Pertamina or Garuda, two of the largest public 
enterprises. The authorities noted the substantial decline in invest- 
ment by these enterprises reflected in balance of payments data as 
Pertamina completes a major phase of the LNG expansion and Garuda 
reduces its aircraft purchases. Incorporating these elements into 
a broader measure of public sector activity suggests that the foreign 
balance will remain roughly unchanged in 1983184 (despite the sharp 
drop in oil tax revenues), due to a substantial drop in total public 
sector foreign project expznditurrs. 11 

1 L. Elonetary policy 

Given the official forecast for the budget and balance of payments, 
the authorities set a target for credit expansion for the current fiscal 
year of 16 percent, implying domestic liquidity expansion of about 
15 percent. This was seen to be consistent with an underlying inflation 
rate of about 10 percent and real growth at about the same rate as last 
year (below 3 percent). As the year has progressed, however, the author- 
ities have come to the view that some slight shift in monetary policy 
would be appropriate. With the apparent progress in the balance of 
payments--assisted by the rephasing of the public sector investment 
prograor-the burden on monetary policy has been sanewhat reduced. MO r e- 
over ) as the price passthrough from the devaluation appears not to have 
ignited inflation, more weight could be given to depressed domestic 
rconoruic conditions in the formulation of credit policy. Under these 
conditions, the authorities indicated that credit expansion at a rate 
slightly faster than 18 percent would be appropriate. lhey emphasized, 
however, that this alone would not revive dolnestic activity; a revival 
in the demand for exports was seen as critical to an improvement in 
the domestic economy. 

It is difficult to judge recent monetary developments on the basis 
of the data available for the first several months of this fiscal year. 
The financial system has been adjusting to significant changes: first, 
to the devaluation and, then, to the reform measures introduced on 
June 1. Outstanding credit to the private sector declined in April 
coincident with a reflow of capital into the country. Pr iva te set to r 

11 This broader measure of government activity is useful to provide 
consistency co the budget data since the percentage of public sector 
foreign expenditure financed through the Central Government has varied 
considerably in recent years. 

l 
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a credi~t expansion over the subsequent few months has been well within 
the limits deemed appropriate by the authorities and SohstSnttSlly 
below the rates recorded prior to the devaluation. Net credit to the 

Government has declined during this period. However, credit to 

public enterprises other than Pertamina and BULOG has expanded rapidly. 
After i~ncreasing by about 30 percent in 1982183, such credit is esti- 
q Steal to have accelerated sharply in the Aprtl/August period. 

The major factor increasing domestic liquidity over the recent 
period has been the substantial increase in net foreign SsSetS in the 
banking system (Table 4). Given the reflows of capital evident Immedt- 
ately following the devaluation, the relatively slow expansion of 
crrdi.t to the private sector, and the sharp increase in (short maturity) 
time deposits to the banking system, this appears to reflect S rebuild- 
ing of domestic money balances following the devaluation. To ta1 llquld- 
ity has expanded St a compound annual rate of about 33 percent Over 
the period April/August, a rate above the target rate set by the author- 
iti~es. l/ - 

The June financial reforms removed the major mechani~sm of control 
over domestic credi~t expansion--credit ceilings--and substanti.Slly 
reduced the potential of central bank rediscounting operations for sup- 
plying the banking system with reserve money. Other policy instruments 
are available--primarily reserve requirements and moral suasion--and a 
major source of liquidity is available to banks through repatrlSt~0” 
of their relatively large holdings of foreign assets. The authorities 
intend to use moral suasion to maintain an adequate level of lending 
to priority sectors. Cloreover, Some guidance is provided to banks to 
accord the external constraint Some priority in their lending operations 
by restricting loans for imp,rt-intensive activities and focussing in- 
stead on export credits and credi.t for more labor-intensive projects. 

The authorities are concerned that the instruments currently St 
their disposal are insufficiently flexible to guide monetary policy 
as closely as they would like. Consideration is being given to the 
institution of a more traditional rediscount mechanism directed toward 
reserve money control and distinct from the central bank’s rediscount 
operations used to influence bank lending to priority Sectors. The 
authoriti~es are also considering isSuance of S central bank note or 
certi~ficate of indebtedness. In the absence of government securities, 2f - 
such an instrument is Seen SS one meanS to develop S capability for opt?” 

market operations by the central bank to more directly influence bank 
liquidity. A nonreservable note is also Seen aS ;a mechanisn for provid- 
ing commercial banks wi.th a domestic alternative to their substantial 
holdings of iorrigrl ASsetS. 11 - 
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3. Exchange rate and reserves policy 

Since the devaluation on March 3U, 1983, the rupiah has gradually 
depreciated against the U.S. dollar from Rp 97O/US$l to Kp 984/U$l 
(about 1.5 percent). Except during August when the strength of the 
dollar peaked, these adjustments have been generally sufficient to 
maintain the level of the rupiah relatively stable in nominal effective 
terms. 

The authorities explained that an indicator basket of currencies 
is used--though not exclusively--to guide day-to-day movements of the 
exchange rate. lhe exchange rate would continue to be managed flexibly 
so as to avoid the situation which developed prior to November 1978 and 
again between 1979 and mid-1982. The loss of competitiveness which 
occurred duriy: those periods is viewed by the authorities as having had 
a detrimental impact on the development of ihdustry and agriculture and 
on exports from those sectors. At the same time, however, the author- 
ities emphasized that the goals for exchange rate policy could change 
with circumstances, leading to adjustments in the rate to a greater or 
lesser degree than indicated by calculations based on a basket of cur- 
rencies. 

L!evelopments in the level of official foreign exchange reserves 
will continue to play a role in exchange rate management. The author- 
ities indicated that official foreign exchange reserves should provide 
at least three months cover for non-oil imports. Official reserves as 
of August 1983 were $4.6 billion, equivalent to 3.9 months of total 
non-oil imports. A” additional $4.6 billion in foreign assets is held 
by cunmercial banks against foreign liabilities of $0.8 billion. 

The authorities would like to see the banks repatriate more of 
their holdin&; of foreign assets. IXlring 1982/83, the central bank in- 
duced repatriation of about $1.5 billion through the establishment of a 
special interest-bearing nonreserve account into which state banks were 
encouraged to deposit the proceeds of sales of foreign exchange to Bank 
Indonesia. No target for repatriation has been set for 1983184, and in 
August 19113 the special deposits were eliminated and merged with regular 
reserve deposits of the banks. Recently, the interest rate payable on 
excess ruplah reserves has been increased (to 13 percent), partly with 
the intention of encouraging a further inflow of foreign assets to 
Bank Indonesia. 

4. External debt 

Total external debt of the public sector rose to over $21 billion 
(24 percent of GDP) at the end of March 1983. A/ Original borrowing 

I/ This amount includes about $1.5 billion of debt on account of the 
LNG expansion facilities. This debt, to be repaid in kind, may not 
always be included in official debt totals because of certain “limited 
recourse” features in the loan agreements. 

l 
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plans for the current year, which would lead to an accumulation of 
gross reserves of nearly jl billion under the current forecast for the 
balance of payments, would raise outstanding public sector debt to 
nearly $27 billion (35 percent of GDP) (Chart 3). L/ While public 
sector debt has expanded rapidly in recent years and the terms on new 
commitments have hardened somewhat, the overall structure of the debt 
is not a matter of immediate concern. Debt at floating market interest 
rates accounts for only 17 percent of the total (including ondisbursed 
debt), and ODA for 35 percent; there is no short-term public debt; 
and tile level of net foreign assets remains relatively high. Moreover, 
while some projects already underway will require commercial borrowing, 
the authorities have indicated their intention to restrict new develop- 
ment projects to the extent practical to those that can be financed 
hy ODA or by official export credits. 

The debt service ratio, which fell rapidly with the commodity 
boom and oil price increases of the late 1970s to below 12 percent in 
198u/81, has since increased to over 20 percent in 1982183 and is pro- 
jected to fluctuate in a range from 22-25 percent over the next five 
years. Uf the increase of 12 percentage points between 1980/81 and 
19rjEf83, about 3.5 percentage points is due to increased debt service 
and the remainder to the sharp decline in exports which has occurred. 
E.xports, however, are not anticipated to regain the 1980181 level until 
lY85/8b. The authorities have indicated that in framing the next Five- 
Year Plan, they intend to limit borrowing so as to prevent a further 
rise in the debt service ratio by exercising continued restraint over 
the public sector investment program. 

There are no official data on nonbank private sector debt. Staff 
estimates place private nonbank debt to overseas banks (both short-term 
and long-term) at nearly $6 billion. ?I Total private sector external 
debt is likely to be larger than these estimates. The authorities 
expressed concern over this situ tion and indicated that they would 
attach some urgency to improving and expanding the monitOring systuns 
for such debt. This factor also played an important part in the decision 
to irame the next Five-Year Plan to prevent further increases in the 
public sector debt service ratio. 

5. Trade policy 

Trade plicy over the recent period has been influenced by four 
major factors: the reported increase in dumping by overseas producers 
as tllr world recession wrdkenrd demand; tlir perceived need to protect 

I/ lluch of the rise in the debt/GDP ratio results from the impact of 
thr devaluation on the rupiah equivalent of outstanding debt. Abstract- 
int: frum thdt effect, the drbt/GUP ratio would rise to 2Y.Y percent. 

;I Staff estimate based on the LEIF Project on international Banking 
St,itistics. 



large domestic investolents until industries have been able to achieve 
an economic scale of operations; the desire to increase domestic pro- 
duction in certain areas with the goal of eventual self-sufficiency; 
and the desire to reduce administrative impediments to trade, especially 
as they affect exports. 

Complaints from domestic producers of sales of imports at prices 
which could not reflect full costs, along with the perceived ineffec- 
tiveness of tariffs in halting such practices, have led to an increase 
in quantitative restrictions on imports. The authorities indicated 
that such restrictions were temporary and were in many cases necessary 
because no formal apparatus has yet been developed to take other effec- 
tive countermeasures against dumping. Partly to deal with this same 
problem, most items may no longer be imported under a general import 
license, but rather must be included within a specific product group 
for which an importer has secured a” import license. The aim of such 
measures is to encourage import sprcialization in particular product 
lines. The authorities explained that, in this way, importers will 
develop longer term relations with suppliers and domestic distributors 
and a longer term interest in the sales and service of the products 
they sell. 1” most cases, no limits are expected to be placed on the 
number of licenses to be granted for a specific product group. 

Protection of the domestic steel industry has increased with the 
granting to tkakatau steel of exclusive import and distribution rights 
over a wide range of steel products. Similarly, Pertamina has been 
given exclusive control over imports and domestic production of lubri- 
cants. The latter was motivated by the coming onstream of production 
facilities operated by Pertamina sufficient to supply the domestic 
market and by consumer complaints about the quality of lubricants sup- 
plied by other domestic producers. I” all but isolated areas, imports 
of a large number of food items have been limited to two state trading 
companies. Importation of a number of other items has also been 
restricted to selected trading companies. The import levels of these 
items are not restricted but are subject to review (ex post) by the 
Ministry oi Trade. lhe authorities noted that in some cases these 
arrangements are intended to lay the basis for eventual domestic self- 
sufficiency in certain commodities; in other cases, the justification 
is that imports of nonessential items needed to be curtailed as the 
balance of payments had weakened. 

Keasures have also been taken to stimulate exports. In addition 
to revised export credit facilities and the general stimulus from the 
devaluation, the authorities have begun a program to overhaul and 

simplify export procedures. Single-commodity export teams have been 
established to examine the problems faced by exporters with a” eye to 
eliminating unduly burdensome levies, duties, taxes, licensing require- 
ments, and other unnecessary administrative impediments to trade. More 
effective financing and shipping arrangements for exporters will also 
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br recoomiendrd. Notwithstanding this effort, the 1982 decree requiring 
that dLI public sector exprts and imports use lndonesian transport 
facilities, has been retained. The authorities reported that no major 
problems of capacity shortages or otherwise have resulted from this 
measure. 

The counterpurchase requirements established in 1982 have been 
modified to expand the list of eligible export products (including the 
export of labor services). The authorities reported that large trading 
firms and even some international banks have become active in assuming 
responsibility for countrrpurchasr arrangements. 

The authorities noted the difficult conditions imposed in inter- 
national markets by the increasingly protectionist stance taken by 
some industrial countries. Lists of restricted products--subject to 
quotas--have increased and bilateral consultations under international 
agreements, such as the MFA, have sometimes been called for involving 
extremely low values of exports. Some of the measures cake” in the 
domestic market were explained by the authorities as necessary counter- 
measures to this deteriorating environment. 

VI. Staff Appraisal 

l The viability of the trends established in the 
period of rising oil revenue and increasing foreign 

~. 

economy during the 
exchange reserves-- 

especially the acceleration ot public sector project spending and the 
rapid increase in imports was challenged by the onset of the world 
recession in 1981. Tne protracted nature and depth of that recession 
ultimately made these trends unsustainable. The policies introduced 
during 1982, which were dictated by the weakened external environment, 
proved insufficient as oil production fell dramatically and, ultimately, 
crude oil prices declined. At that point, the momentum of development 
spending planned earlier collided with the realities of a far tighter 
e:trrnal resource situation. Under those circumstances, the authorities 
moved decisively to introduce additional adjustment measures to alter 
the trends which had been established and to better align demand in 
the economy with prospective resource availabilities. The measures 
adopted included a 28 percent devaluation of the rupiah, the rephasing 
of the public sector investment program, and reform of the financial 
SYS‘?rU. 

The implementation of these policies appears to have been well 
ru~~~~rd and to have convinced the markets. Cloreover , these measures 
Il.ivr evidently had the desired initial effects on the economy. In 
cumbinacion, the devalue tion, the reduction in planned public sector 
p”;~rcr sycnding, and the somewhat improved prospects tar the world 
rcollomy have halted the loss of international reserves. Under current 
prus.Frcts LOT the world economy, these measures also promise to reduce 
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the current account deficit in the balance of payments and return it 
to a sustainable position over the medium term if the growth of govern- 
ment spending is confined to about the rate of expansion of GDP and 
if monetary policy remains appropriately restrained. The reduced 
financing requirement should also slow substantially the rise in the 
public sector external debt service ratio. Nevertheless, the external 
debt situation will require constant monitoring, including better 
surveillance over private sector borrowing. 

The measures take” represent only the first--though perhaps the 
most difficult and dramatic--moves necessary to successfully manage 
the transition to a new economic environment. That environment dictates 
a more slowly expanding public sector--and, thereby, increased reliance 
on the private sector for growth--and will be characterized by a far 
tighter foreign exchange situation. I” adapting the measures already 
taken to emerging evidence of their impact on the economy, it will be 
important to gear policies to the extent possible within the new con- 
straints toward a restoration of growth. Some rebound in oil production 
and further expansion of WC capacity during this fiscal year should 
help sustain growth in the face of weakness in other sectors, including 
agriculture. Further oil sector gains and a recovery of agriculture 
should bolster growth next year. 

bring the next Five-Year Plan period, however, growth in non-oil 
set tars , especially industry, will have to accelerate to meet the 
authorities’ estimate of 5 percent GDP expansion. In the new environ- 
ment ) this will require a more active private sector, employing a 
higher proportion of dwestic resources, including labor; more buoyant 
growth in domestic tax revenue to provide expanded resources for con- 
tinued--albeit more modest--increases in development spending; a competi- 
tive price structure that provides continuous incentives to use a mix 
of domestic resources and imported capital appropriate to the reduced 
availability of foreign exchange; and maintenance of improved incentives 
for exports. It will also require a stable domestic financial environ- 
ment. The authorities are addressing these requirements in their cur- 
rent policies and in the formulation of the Five-Year Plan to begin 
next April. 

The measures taken in the financial sector should promote increased 
domestic saving and, together with the proposed reform of the tax system, 
should assist the mobilization of domestic resources for investment. 
Successful management of the financial sector, including monetary policy, 
will require improved monitoring of developments in the banking system 
as well as additional instruments for monetary control to supplant 
the credit ceilings abolished in June. The authorities are considering 
the institution of various instruments--including a rediscount mechanism 
and the issuance of a central bank debt instrument--and the staff con- 
curs with the need Ear and appropriateness of these measures. Other 
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issues in thr financial sector need to be addressed as well, includi.ng 
the impact in domrsti~c i~nterest rates of bank Indonesia’s fixed fee 
tur swaps and the potential effect of recent measures on term lending 
by commercial banks. The latter wi~ll require careful monitoring of 
the response of the several components of the financial system to the 
new envi~ronment. 

The tax reform measures proposed are known only in broad outli.nr. 
The changes represent a fundamental revision of the tax system but a 
substantial revenue i~mpact cannot be expected for some ci.me. i4oreover, 
continued improvement in tax administration, on whtch the authorities 
are also actively worki.ng, will be critical to the success of these 
reform measures. Prospects on the tax side and the already high exter- 
nal debt service ratiu suggest the need for continued restraint on 
current budgetary expenditures and a cautious approach to restoring 
projects cancelled or postponed in the recent rephasing exercise. For 
the time being, any restoration of projects--resulting from changes i.n 
prospective financing arrangements, including offers of addittonal aid, 
for example--may requi.re adjustments elsewhere In the investment program 
to keep the overall profile of the program more or less unchanged. A 
further shift Ian the structure of investment--especially in the public 
sector--to more labor and d0mesti.c resource-intensive production tech- 
ni.ques will be necessary in light of the foreign exchange constraint. 
The authorities have already made this shift one of the criteria in 
the rephasing of the publi~c sector investment program. 

The authori~ties continue to encourage private investment through 
tax holidays and other incentives geared to the Government’s development 
objectives. In general, however, the overriding factor in determining 
incentives for private investment, particularly in the industrial sector, 
wi.11 be projected market growth. In this sense, only an export orienta- 
tion is likely to provide adequate incenttves. This will require con- 
stant attention to the factors determining the competitiveness of 
domestic industry, especially the exchange rate. The recent devaluation 
has restored competi~tiveness to the level prevailing immediately after 
the 1978 adjustment and appears to have been of an appropri~ate magnitude 
and convi nci ng . Nevertheless, it will be important to manage the rate 
flexibly with an eye toward developments in relative prices, so as 
to prevent an erosion of competitiveness. Eloreover, in light of the 
structural changes that have occurred and will be required, it will be 
essential to moni~tor carefully developments in the balance of payments 
and in international reserves. 

Tllr potentid impact oi certain of the recently adopted trade 
measures on incentives i.n the private sector and on the efficiency of 
investment is of concern. Prvtrction of upstream industries, especially 
tl,rough quantitati~ve import restri~cti~ons or exclusive import licensing, 
may lead to i~ncreased costs for downstream manufacturers impairing 
their comprti.tiveness i.n export markets and eventually inducing a 
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spread ot protectionism. This could have especially damaging effects 
at 3 time when the industrial sector is just beginning to expand and 
is being looked to as a major source of growth and foreign exchange. 

Reversal of protectionist actions in developed countries which have 
accompanied the recessions in those economies would assist development 
in the industrial sector in Indonesia and provide confidence in the 
longer-term viability and appropriateness of an export-oriented indus- 
trial growtll strategy. 

At the conclusion of the 1982 Article XIV consultation with 
Indonesia, procedures involving the withholding tax on exports (MPO), 
the export t&x, and the additional export tax, were observed to consti- 
tute multiple currency practices, subject to approval under Article VIII, 
Section 3. Since these procedures had been adopted for administrative 
rra*0*s ( and because the authorities stated that they would review the 
procedures with an eye toward eliminating the multiple currency prac- 
tices, temporary approval for their retention was granted through 
April 1, 1984. ‘Ilnlese procedures have not been changed. However, the 
authorities have stated that, under the envisaged tax reform which is 
expected to be introduced in early 1984, these taxes could be eliminated. 
In the meantime, the staff recommends that the Executive Board grant an 
extension of the approval of these multiple currency practices. 

There have been no substantive changes in the operation of the 
export counterpurchase scheme discussed during the 1982 consultation. 
However, the staff was informed that, should the counterpurchase requlre- 
ment not be met, a penalty (equivalent to 50 percent of the amount of 
the import) could be assessed. The authorities noted that this might 
be effected by withholding payment to the foreign exporter. Exchange 
features subject to the Fund’s Article VllI may therefore be involved 
in the coun te rpurchase scheme, and information will continue to be 
sought as to its ongoing operation. The staff encourages the Indonesian 
authorities to dismantle this scheme as soon as possible, noting that 
the recent amendment to penoit assig.nment under the contracts of imports 
by third parties will, in any event, make the scheme largely inefEective 
as a device for export promotion. 

It is recommended that the next Article TV consultation with 
lndonesia be held on the standard 12-month cycle. 

l 
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VII. Proposed Decision 

The following draft decision is proposed for adoption by the 

Executive Board: 

1. The Fund takes this decision relating to Indonesia’s 

exchange measures subject to Article VIII, Section 3, and in 

concluding the Article XIV consultation with Indonesia, in the 

LiLht of the 1983 Article IV consultation with Indonesia con- 

ducted under Decision No. 5392-(77/63), adopted April 29, 1977 

(Surveillance Over Exchange Rate Policies). 

-. ‘The Fund notes that certain export taxes, described in 

S~1/82/233, constitute multiple currency practices. The Fund 

encourages Indonesia to eliminate these multiple currency prac- 

tices and, in the meantime, the Fund grants temporary approval 

-5. for the retention of these practices until December 31, 1984 

or the next Article IV consultation, whichever comes first. 



DaCe of membership: 

StFlt”S: 

Fund holdings of 
Indonesia” rupiahs: 

Holdings of SD&: 

Gold distribution: 2??,515.983 fine ounces in tour distributions. 

Direcr distribution of 
profits from gold sales: uss41.3 million 

Exchange rate system: On November 15, 1978, the peg of the Indonesia” 
rupiab to the U.S. dollar was severed and 
Indonesia instituted a managed float under which 
a basket of trading partner currencies is used 
as one of the indicators ior the determination 
of the exchange rate. llw initial rate estab- 
lished for the rupiah on that date was Rp b25 
per US$l. X-e U.S. dollar is the intervention 
currency. Effective March IO, 1933, the rupiah 
was devalued by 27.6 percent. At the same time, 
Bank Indonesia announced that it would continue 
LO follow a policy of a mana?+ Float. but wuld 
cake into account a smruhar broader set of cur- 
renc‘es than was the case prior to [his devalua- 
tion. The rate established for rhe rupiah as of 
‘larch 31, 1983 was Rp 970 per USS1; subsrqurnrly, 
the rate has varied around Chis value and moved 
to Rp 98” per “SSl on September 30, 1983. 

Exchange practices: 

Technical assistance: 
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Fund Relations with Indonesia 

(As of September 30, 1983) 

APPENDlX 1 

last Article 1” 
co”s”lt.4t‘““: 

February 21, 19b7 

scu 720 million 
SDR 1.009.7 milllo” 
(Consent received) 

SDR 1.145.1 million, or 159.0 percmt of quota 

Use of Fund Credit: 

Facility A.Jl”““t Pet-cent of quota 

BSF SDR 65.1 mn. 9.0 
CFF SDR 360.0 mn. 50.0 

SDR 15.736.389, or 6.59 percent of “et cumula- 
eive allocation of SDR 238.9 million. 

lndonrsia maintains three mulflple currency 
practices arising from collect*“” procedures 
for export taxes. Trmporary approval ior 
retention of these multiple currency practices 
until April 1, 1934 WAS granted at EBM/83/h, 
January 7, 1983. 

1” the past the Fund has provided Indonesia with 
considerable technical assistance in various 
areas. 

SPll82/244 was discussed by the Executive Board 
on January 7, 1983 (EBM/83/b). 
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Bank Relations with Indonesia 11 - 

IBRD and IDA Lending 

(In millions of U.S. dollars) 

IBRD 1 M Total 

Agriculture, lorestry, and fishing 1,330.i 

Energy (includiny power and coal) ?,W3.0 
industry 6W.S 
Transportation 713.U 
tducation 400.4 
Population, health, and nutrition 99.5 
Urban and water supply 278.0 
Other -- 

To ta1 comlai tments 5.935.0 

Kepdyments 225.5 
Debt outstanding (including undisborsed) 5,759.5 
Debt outstanding (disbursed) 1,943.:3 

494.4 

101.0 
111.5 

34.5 
73.a 
13.: 

-- 

53.3 

931.3 

8.8 

9’3.0 
739.3 

2,325.l 
2,104.O 

771.9 
797.5 

473.8 
112.7 

173.0 
53.3 

6,916.3 

234.3 

5,532.5 
2.hX3.1 
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INDONESIA 

Basic Data l/ - 

Area: 2,027 millIon sq. km. 

Population: 153 million 

Rate of growth of population (1982): 2.0 percent 

Gross national product (1982): $87.2 billion 

Gross national product per capita (1982): $570 

Selected aggregates as ratios to GDP 
Gross investment 41 
National savings r/ 
Current account (FOP basis) 
tjiternal debt b/ 
Debt service/net exports 71 - 
Interest payments 
Central Government revenue 
Central tiovernment expenditures 
Central Government overall balance 
Domestic banli financing 
Foreign financi~ng 

National output and prices 
GDP at constant prices 41 
GDP at current prices 4T 
Rice production 41 - 
Crude oil producti.“” 
Consumer prices bl 

Monetary sector b/ - 
i40lEy 
Liquidity (money and quasi~-money) 
i&t doolrsti~c credit 
Net government deposits 
Credit to public enterprises 

and private sector 

1979180 1930181 1931182 1982163 11 1983184 31 

(I” percent) 

2u.9 20.9 22.4 22.6 
22.3 24.7 20.9 15.4 

4.0 2.8 -3.4 -7.6 
26.2 20.5 19.9 23.5 
12.1 10.6 13.1 20.2 

1.5 1.2 1.0 1.3 
22.1 23.9 22.8 20.0 
21.2 22.0 25.5 25.1 

1.3 2.2 -2.5 -5.0 
-3.7 -4.0 -0.1 1.5 

2.3 1.8 2.6 3.5 

(Percentage change) 

6.3 
40.8 

2.0 
-2.5 
20.8 

9.9 7.9 2.2 1.8 
41.9 18.9 10.4 15.6 
12.8 10.5 4.1 . . . 

0.9 -1.8 -19.5 5.5 
17.0 10.2 a.6 13.6 g/ 

35.6 
39.b 
-7.9 

128.5 

14.3 

37.3 29.9 6.9 91 
36.3 28.4 14.5 91 

0.4 57.1 52.5 !il 
86.7 2.b -21.7 91 

28.4 31.4 25.1 91 

. . . 
-7.5 51 

35.4 51 l 
- 22.3 

1.7 

20.9 
26.9 
-5.9 
-0.1 

6.0 

18.9 lO/ll/ 
32.7 llJ/lll 

2.0 1Ullll 
54.5 10/11/ 

13.2 lU/ll/ 

--• 



- 31 - 

1 ndonesia 

8asic Data (concluded) 

External sector 1.21 
Exports, f.o.b: 

Cross oil/LNG sector exports 
Noroil aports 

Non-oil imports 
Terms of trade (deterioration -) 4/ 
Nominal effective exchange rate IT! 
Real effective e~cclkmge rate 131 - 

Balance of payments and reserves 
Exports, f.o.b. 

Oil (gross) 
LX (gross) 
Non-oil/LNG 

Non-uil imports 
Current Account 
Over..4 1 balance 
Gross official reserves b/ 

(In months of next yea;‘s 
non-oil imports) 

17.5 
(10.0) 

(1.3) 
(b.2) 
-Y.O 

2.1 
3.8 
4.9 

(5.0) 
Bankin& system, net foreign assets b/ 7.2 - 

(In months of next year’s 
non-oil imports) (7.3) 

1979/80 19&O/6 1 

(Percentage change) I_. 

54.0 24.5 -2.9 -15.5 -1.3 
53.6 43.1 4.6 -16.4 -7.3 
54.9 -9.5 -25.4 -6.6 20.7 
19.7 31.1 23.0 6.4 -9.4 
49.0 34.2 0.3 -1.0 -14.0 

6.8 -2.3 4.7 -8.1 -32.0 ll/ 
15.b 5.2 8.3 -3.5 -24.8 ii/ 

(In billions of U.S. dollars) 

21.8 21.1 18.1 17.9 
(14.1) (14.6) (11.8) (10.9) 

(2.1) (2.3) (2.4) (2.3) 

(5.6) (4.2) (3.9) (4.7) 
-11.8 -14.6 -15.5 -14.0 

2.0 -2.9 -6.9 -5.7 

3.9 -0.3 -3 .3 0.6 
7.8 6.6 4.3 141 4.6 111141 

(6.4) (5.1) (3.6) (3.9) 
11.2 10.8 7.5 8.0 ll/ 

(9.2) (8.4) (b-4) (6.8) 

APPENDIX III 

T/ Preliminary estimates. 
71 Stdff estimates. 
r/ On the calendar year basis. 
?I Partly reflects the impact of the 28 percent devaluation of the rupiah vis-a-vis 

the-U.S. dollar on i,larcb 3IJ, 1983. 

61 
iI 

by oil 

8/ 
Ul 

lb! 
Lif 

End uf period. 
Net exports ace defined as merchandise exports plus record& service receipts 
set tar payments. 
Throqlr Au~usr 198J. 
Net of valuation changes due to tlir Elarch 30 devaluation. 
Including valuation changes due to the March 30 drvaluation. 
Thruugh August 1983. Elonrtary data dre annual rates of changes over the first 

..~.^ .~~. 

12/ 011 a U.S. dollar basis. 
iTi/ Depreciation is negative. Twelve Inanth percentage change to end of period. Ilo n- 

oi‘i-rx/)Ort weighted. 
141 -Excludes contingency reserves against forward liabilities. 

l - 


