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PL-480: Indonesia

I. Introduction

The purpose of this is paper to examine the PL-480 Title I
program in Indonesia so as to better understand the extent to
which it has contributed to the development process. This
paper concentrates on the pexiod 1982-86 since during this time
significant macroecononic issues confronted Indonesia and
A.I.D. was, in light of increasingly scarce DA resources,
attempting to integrate the PL-480 program more fullv with

other develonuent programs and policy concezns.

The organization of this paper is as follows: Section II
outlines tne macroeconomic situation facing Tndonesia in the
eaxly 1980's and describes the efforts at stabilization and
adjustment which were undertaken bv the GOI. Then the basic
elements of the PL-480 program during that period are descrited
in Section III. This includes the objectives of the progran,
the types and amounts conmodities provided, and the uses
(primarily through self help measures) of local currencies
generated from Title I sales. Finally, Section IV discusses a
variety of policy issues related to the Title I program. These
include whether the Title I program relaxes food ox fcreign
constraints, the apprcpriateness ot the program in light of
Indonesia's macroeconomic adjustment. efforts, and the extent to
which desirable policy changes have been accomplished with

local currency generated by one prograd.

II. Macroeconomic Context:

Indonesia's economy has been subjected to several external

recent vears. These have slowed its development process and
caused the GOI to take a number of steps aimed at stabilizing
the econcmv and beginning the restructing process. The mcst
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important shock resulted from the softening oil market, which
began in 1982 and accelerated in late 1985/early 1986. This
softening led to reductions in both Iadonesia's oil export
price and the quantitv of oil exnorts (due to OPEC quotas) .
F.0.B. oil prices, above $29 per barrel in 1981, declined to
approximately one third that level in the first quarter of
198€. At the same time, o0il production dropped from 1.55 mbd.
in 1982 to 1.23 nmbd. in 1985. Overall, the value of oil
exports declined from $16.5 billion in 1981/82 to $5.2 billion
(est.) in 1986/87.

The Indonesian economy also suffered from the slowdown in the
international economy which occurred in the mid 1980's. This
led to price declires for various non-oil exports such as LNG,
primarv commodities (vegetable oils, tea, aluminum), tin, and
manufactured goods.l Overall, Indonesia's external terms of

trade ceclined 15 percent between 1981-85, while the value of

total exports fell bv Z6 percent.

The third external shock which significantly affected the
Indonesian economv was the depreciation of the U.S. dollar
against other majcr currencies (especially the Japanese yen)
since nid 1985. This generally reduced the purchasing power of
Indonesian exports (by an estimated $100 million in 1986/387),
anc increased the cost of its debt servicing (bv $800 million
in 1986/87).

As expected, the effect of these external shocks on the
Indonesian economy was significant. Annual real GDP growth,
whicn averaged 8 percent between 1970-80, actually declined
between 1981-82, and amounted to only 3.3 percent for 1982-83.
1Howevex, nen-oil export earnings were nrotected to a
significant extent by increases iu the quantities exported
(especially for manufactural goods). In fact, thev were
slightly higher in 1985/86 than in 1980/81.
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The current account deficit grew ranidly so that for 1982/83
and 1683/84 it amounted to 8.5 perceat and 6.1 pexcent of GNP

(more than double comparable figures in the 1970's).

The concensus among the donor comnunity appears to be that the
GOI has generally responded in a timely and appropriate fashicn
to these events. Initial efforts, which began in 1983, have
concentrated on: (a) Stablizing the economy so as to maintain
a marnageable BOP with a minimum cost to short-medium term
growth, and (b) policy reforms armed at efficiency gains
together with greater foreign exchange earnings and domestic

savings from the non-oil sector in the medium to long term.

Stabilizacion has focused mainlvy on curtailing aggregate derand
to a level consistent with reduced resource availability.
Betwean 1923/R8L gnd 1024785 thavra was severe austeritv in the
GOI budret and restraint on nublic investment. For example, as
early as 1982 several large scale, impoxrt intensive, public
investzents were postponed or cancelled, thus producing foreign
exchange saving of over $10 billion, and, development
expenditures were reduced sharplv, especially those not
supported tv external aid. Overall, vhe GOI budget moved fron

a deficic 1n.3 percent of GNP in 1982/83 to a small surplus in

Other neasures which contributed to stabilization were a tupiah
devaluaticn, reductions in government subsides, and
dramaticaily lower imports. Specifically, a 28 percent
devaluation of the rupiah in March 1983 was coupled with
efforts to maintain managed flexibility of the exchange rate
and full convernihility of the rupiah. An additional 31
percent devaluation of the rupiah cccurred in Septerber, 1936,
At the same time, government subsides for petroleum products,
electricitv, and transport werz reduced; and, the valve of

lmports declined by more than 50 percent Setween 1982-86.

zations eiforts appear tc have teen relativelv
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successful. The current account deficit declined from 6.1
percent of GNP in 1983/84 to 2.3 percent of GNP in 1984/85, and
ther to 2.1 percent of GNP in 1985/86 despite a 19 percent fall
in export earnings hetween 1984/85 - 1985/86.2 This deficit
rose to 4.1 percent of GNP for 1986/87 (est.) due to the world
oil market collapse. Meanwhile, positive economic growth was
maintained, albeit at significantly slower rates (GDP increased
by 6.6 peccent and 1.1 percent in 1983/84 and 1984/85

respectively) than had been attained earlier.

A vanity of efforts aimed at longer term structural adjustment
have also been undertaken. These have focused on opening up
the economv, mobilizing domestic resources (largely through tax
reform), diversifving and increasing its export base, reducing
constraints on the efficient allocation of ra2sources and
encouraging oprivate sector investment. The Indonresian econonyv
has historically been relatively inward looking. Many high
cost domestic industiies were protected by a variety of trade
barriers. Efforts have begun to lower these barriers.
Non-tariff bariiers, such as impert quantitv restructions
(gquotas), on many traded industrial items have been replaced
with tarifrs, which will (honefullv) be lowered and unified
over tine. Moreover, the GOI acdopted in Mav 1986 measures
designed tn vrovide internationally p:rices imported imputs to

exXporters.

Indonesia’s dynamic growth in the 1970's and early 1980's was
primarily driven by large increases in energy product exports.
Ia example, the waltve of such exports mcre than tripled between
1974/75 - and 1980/81; and by the early 1980's, they accounted

2This decline was due mostly to a reduction in the value of

oil expcrts. The value of non - o0il exports (primary
comredities, =metals, manufactural goods) remained roughlv
constant during this period, despite a softening export market,
du2 £5 an increase in the guantity of such exports.
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for zoughly 75-80 percent of total exports. However, this
neavy ieliance on a single type of export left Indonesia veryv
vulnerable to externel shocks - a fact amply demonstrated by
the events described above. As a result, the GOI has adopted a
policy aized at »romoting non-oil exports. These include
agricultural commodities, raw materials, and manufactured

products.

Some o the steps taken to encourage non-oil expeorts (and
efficient investaents in general) include simplified investment
procedures, improved export and credit facilities, removal of
regulatoxv ceilings on interest rates and bank credit, reform

£ custems, nost, and shipping procedures, liberalized rules

ign investament, and (as discussed above) initial steps
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to recuce import restriccions.

These efforts anpear to have met with resonable initial

success. Hon - oil exports accounted for over 31 percent of
total exports in 1984/85 and 56 percent in 1985/86 (est.), up
from 213 nercent in 1980/81 desoirte declining commodity prices

in world martkets).

Interestinnlv, manufactured exports were the principal source
of this non - oil export growth. Their value almost quadrupled
between 1230-85, and their share of total exports grew from 2
perceut to 11l percent. This pattern continued after 1985, with
manufactured exports growing by 14 percent between 1985/86 -

1986/87.

ITII. The PL-480 Title I Program

To understand the thrust of the Title T program, it is useful
to place it in the context of recent developments for the
agricultural sector in Indonesia. Thus this section first
provides en overview of that sector in the 198('s and then

W
desciites the stecifics of the Title T program Zor the same
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Agriculture remains the predominant economic activity in
Indonesia for most peonle. It accounted for about 24 percent
of GDP in 1955 (down from approximately 38 percent in 1974),
and fotr 55 percent of total employment in 1982, 1In rural
areas, where 75 percent of the population lives, agriculture 1is
even nore important - providing for 60 percent of emplovment on

Java and 75 percent on the outer islands in-1982.

Agriculture in Indonesia is drminated by the production of

rice, which accounts for about 30 percent of agricultural GDP.
ice production in 1985 was approximately 26.2 million tons,

which was sufficient to meet all domestic needs. This amounted

to more than 40 percent of Indonesia's gross agricultural

output. In fact, rice production has been a major success
storv in Indonesia - increasing at more than 5 percent per year
Serween 1972-8% lue £o borth the adontion of high vield varities

and (to a lesser extent) incieases in the area cultivated.
Yields for othe: staple food crops (corn, cassava, sweet
potatoes, and sova beans), have also grown rapidlv - averaging
3.5 percent per vear since 1970. Such crops acccunt for 20
percent of total agricultural output. Other important
agricultural nutputs are cash creps (rubber, palm oil, coconut,
cane sugar, and spices), and fish products. The agricultural
sector also plavs an important role in Indonesia's foreign
trade. For exarmple, agricultural products (excluding timber)
ir 1985 accounted for more than 37 percent of non-oil exports,
while imports of food made up roughlv 7 percent of non-nil
imports in the same year.
In the 1970's and earlv 1980's, the GOl's agrzicultural policy
focused on achieving rice seltf-sufficiency. As discussed
above, thils was attained roughly by 1985 in large part because
of increased inputs of high vield seeds and fertilizers,
together with technical zssistance to farmers, and a

£

combination of rice price supnorts and innut subsides Zorx

fertilizers, water, and credit”

2 . . . . -
“Demand and supcly nrojec:tions suggest that Indonesia will
probably be able to maintain ics tice self-efliciency tnrcugh
the 1990's, y
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Since 1984, howevexr, the GOI has begun tc emphasize an
agricultural strategyv aimed at reducing subsides and
diversifying into corn, soya, vegetables, livesiock, and
various cash crops (which currently have yields that ere
generally lower than elsewhere is South Asia). This approach
can contribute significantly to rural employment and incomne,
and strengthen Indecnesia's foreign exchange position by either
producing more exports (especially for rubber, coffee,
vegetable oil, and fish products), or by lessening reliance on

inputs.

The quantities and values of agricultural commodities supplied
recently to Indonesia under the PL-480 Title I program are
summarized in Table 1 and data on total Indonesian imports of
the same commodities are presented in Table 2. Between
1976-83, rice was the principal commodity supplied (although
significant quartities of wheat were also provided). This is
consistent with Indonesia's tole as a net rice importer during
that period. The quantities of rice supplied under Title I
accounted for a relatively small fraction of Inconesia's total
rice imports varving between 11.3 percent in 1979 and 19.5
percent in 1978. Since 1984, the principal commodity supplied
through the Title I program nas been wheat, which is not grown
domestically, but rather is being imported in rapidly
increasing amounts, milled domestisally, and then used to meet

/4
the demand for bread products.

The uses of local cur:ency generated by the Title I program
have undergone considerabtle evolution in recent years. Up
through FY 82, the Title I program was the responsibility of
the Embassy Agricultural Attache, and was apparently viewed as

having primarily a political and commercial orientation (see

/
*Title I inputs of wheat have helped to maintain a U.S.

presencz in this internationally cowmpetitive market.
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the mission’s ABS for FY 84). That is, the program was viewed
as a svmbol of U.S. support for the GOI in general, and its
developrent efforts in particular; and, resulting local

currencies were used to augment the GOI Sudget.

ne AID mission assumad direct respousibility for the Title I
progran in FY 53 and began to link it more closely with policy
concerns.5 Specifically, the mission began to cooperate more
closely with the GOI to establish specific, verifiable
self-help measures (SHMs) to be funded by the local currencies
generated by Title I sales. These SHMs were, in general, aimed
at improving the production, distribution, and storage of
agricultural commodities. Specific SHMs bv veer, and the
levels of funding associated with them, are summarized in
Table 3.

There has heen a general trend over time to link these SHMs
more directly with DA funded nioject activities (either as
f5llow con activities, or as direct support of on-going
nrofects), to establish more exact bench marks against which to
evaluate the progress of such SHMs, and to view Title I
activities as an additional wav of involving the mission in

impecrtant »olicv issues.

This trend has culainated in the mission's current proposal to
irtegrate the Title I program with its agriculture and rural
sector policy suppert program. This program's cbjective is to
contribuite to the growth of rural employment and incomes by
addra2ssing constraints on agricultural diversification and
financial market development. Specific policv concerns

include: reduction of pesticide subsides, agricul-ural input

wun
+J

his was likely the result of both an increasing agency
focus on the programming of local currencies and the reductions
in DA wnich the mission experienced during this periosd (with

the resulting need to more effectivelv utilize the limited

tesourses available to it).
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trade reforms, recuctinn of trancportation and licensing costs
associlated with secondary crop processing and trade, and
impreovements in the efficiency of rural capital markets. The
program is to be financed through a combination of DA resources
($43 2illion, converted to local currencv) and a GOI
contridution from Title I local currency of $19 million during
IFYs 1937/88 and 1988/89. Funding will be split between the

Ministiies of Agpriculture arnd Finance.

IV, Policv Isues:

Net benefits of Title 1: Since 1984, the Title I program has

primarilv supplied wheat to Indonesia. This in not gIown
domesticallv; and, the Title I quantities account for a
relativelv small nercentage of annual izports {see Table 2).
foreover, drnestic imports and consumvtion of wheat do not
ear hiegnhlv correlated with Title 7 supplies. All this
gests that the Title T program supplied quantities of a
commodity which would likelw have been inported anvway. Thus
the net effect oI the program is to provide Indonesia with

cre.gn exchange.

Efficiency of foreign exchange: As outlined in Section II,

Indonesia has adopted since 1983 a macroeconomic policy aimed
at stabilizatinn and adjustment. The hallmarks of this policy
include budget austerity, pricing reform/suksidy reducticn,
lessenirg of trade barriers, and diversification of the
econonv. This policy has generally received praise from the
development communitv since it _epresents an attempt to ensure
that increasinglv scarce resources are used more efficiently,
while at the same time laying the ground work for a moze stable
ilong-vun growth. In this context, Title I support of these
economic reform prog:am seems strongly justified, (especially

f it can be used to ercourage continued opening of the
con

i
econoazv) .



Incentive Effects: To analyze the incentive effects of the

Title I program, one should consider the markets which might be
affected tv wheat imports. In Indonesia, wheat and rice are
apt to be (imperfect) substitutes for each other. Products
made from wheat are likely preferred to rice by a certain
categoryv of generally higher income, more urban, consumers for
reasons of status and convenience. Both rice and wheat are
currently sold at world prices. Inputs into rice produiction
are generallv priced efficiently - although pesticides remain
subsidized. Overall, there is no clear reason to expect that
Title I imports produce significant distortions in the
agricultural market. Moreover, the private sector is used to

mill and maiket the imported wheat'.

Uses of local currencies:

a. additionalitv and appronriateness of SHMs:

The extent to which local currencies have been programmed has
increased considerablv. By the mission's own adnmission
(Jakarta 09597), A.I.D. plaved a minor role in the progzramming
of local currencies prior to 1983, Local currencies sizply
supplementec the GOI budget. Thus there was no wav to ensure
"additionalitv'" with respect tc SHMs. Since then, the mission
has workec nuch moxe closelv with the National Planring Boari
(BULOG) to cevelop SHMs. In 198> and 1986, for examole,
mission staff worked with line ministeries to help plan 14 c¢f
17 SHM's. This should help ensure (but does not guarantee) the
"additionalitv" of SHM's.

Virtually ali: SHMs in recent vears have been concentrated in
the rural/agriculcural sectsr. This focus is consistent with

recent (FY 35 and FY 8F) CDSSs, which have stressa2d inter alia

increasing sroductive off farna emp.ovment and st:iengthenis

£20d producticn and resource lanagedpent.,

2 ) .
However, all Zlour mills are swned by relatives of the

President.



Policy dialogue: As discussed above, the mission in recent

years has increasinglv viewed the programming of local
currencies as an important means of accomplishing specific
cbjectives and affecting policv dialogue at the sectoral

level. SHMs have progressed from provicding GOI budget support,
to complementing existing DA-funded projects (some of which had
policy content and some which did not), to being an integral
part of a proposed policv reform program. More generallv, the
Title I program is now viewed bv the mission as providing
access to BULOG, which plavs a key role in agricultural policy

and planning.

The extent to which various SHMs have actually helped achieve
the underlving policv objectives remains unclear. A recent GAO
zepoxt found that bench marks established fox various SHMs have
in some cases been relatively vague and unquantified, thus
making monitoring diffculec. Moreover, the mission had not
established a formal monitoring proceecdure for the SHMs .
Finallv, GOI progress reports wera not alwavs adequate

Sy . . 7
detailed, tirelv, or properlv audited.

Abilitv to plan the use of local currencies: The use of

local currencies to help accomplish policv and cdevelopmental
objectives requires a smooth working relationship between USAID
ancé relevant ministries of the hosr government (which owns -he
funis), and careful planning. Yet planning mav be difficulr in
an environment where allocations of Title I commodities are
subject to relatively sudden and large variations (especially
towards the end of a fiscal vear). This problem has confroacec

.~

the Title 1 »rogram in Indonesia in recent vears.

trere nas not Seer a r1ecent atlZenpt :Io evaluarte

1 ¢ n,
of the Tirle I srogram,.

A

T
.
1o

tio
'

c

rt
I (L
m 'J.

- 0w



Table 1: PL-480 Title I Assistance to Indonesia, 1976-85

Wheat Rice
Y 000MT™ $000 00OMT ~  $000
1976 100.0 15,600 385.4 86,6C0
1977 283.5 32,064 369.9 93,664
1978 182.0 20, €00 350.0 115,100
1979 272.0 37,100 245.0 67,200
1980 112.0 19,800 237.0 81,500
1981 49.2 10,000 77.0 40,000
1982 104.0 17,500 -- --
1983 87.8 15,000 65.4 20,000
1984 142.0 25,000 53.8 15,000
1985 259.0 40,000 -- -~
Totals "1,591.5 737,664 "1,783.5 519,064

*Sources: Annual CPs and FVA/FFP/I
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Table 2: 1Indonesia: Selected Grain Imports, 1976-84

Titie 1 Assistance

Wheatd Rice {in $) as % of lwports

FY 103mT $103 103mr $103 Wheat — Rice
1976 967.3 75,227 1301.2 450,086 20.7 19.2
1977 756.8 40,736 1973.4 678,004 78.7 13.8
1978 795.9 78,619 1841.6 591,505 26.2 19.5
1979 772.3 91,170 1922.0 596,303 40.07 11.3
1980 1486.4 163,426 2011.7 690,424 12.1 11.8
1981 1419.7 152,273 538.3 206,386 6.6 19.4
1982 1488.5 151,561 309.6 103,144 11.5 -

1983 1743.9 334,726 1168.8 384,029 4.5 5.2
1984 1447.8 279,000 414.3 132,064 9.0 11.4

2I1ncludes both wheat and wheat flour.

*Source:



Fiscal Year

1981

1982

1983

1984

1986

1987

3.

5.

Table 3: Indonesia Title 1 Self-Help Measures

Agricultural research

Increased supply of
agricultural inputs

Financial Support of
extension service

Promote secondary crops

Improved marketing for
agricultural commodities

Same as #1. in FY '82
($3.5 1)

increased tole oI women
in developnent ($4.3 M)

Pural electric cooper-
acives (55.4 M)

Irrigation rehabilita-

ion ($7.26 M)

Cooperative warehouses
and kiosks ($5.4 M)

Padat Karya Gaya Ba-.u
(roads, water rssources,
flood dikes ($35M)

Research and community
service development (31M)

S&T for rural development

($1M)

Small and Medium scale
irrigation ($5.6 M)

Expand rural banking
services

Strenghthening capability
of Ministryv of Finance to

undertake policy anaivsis
-15-
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Agricultural education

Irrigation Infrastructure

and O&M.

Improved market and stabili-
zation programs

Improved ground water
irrigation

Cooperative distribution
kiosks ($13.7 M)

Increased role of PVCs in
tural development ($2.4 M)

Same as #3 FY '83 ($5.04 M)

Luwu road maintenance ($§.9 M

plied agricultural researc!

Ap
($0.8 )

Bogor Agricultural Institute

($2M)

Cooperative agribusiness
entervrise development ($4i)

Rural roads ($4.6 M)

Strenghthen capital markets



xports

nports (incl net NFS)
agource Balance

\ Balance

A/GDP

*Source: world HBank

Table 4: Selected BOP Indicators at Current Market Prices, 1975/76 - 1985/86
{($ million)

1975/76 1976/717 1977/78 1978/79 1979/80 1980/81 1981/82 1982/83 1983/84
7,283 9,213 10,861 11,370 18,510 22,885 22,994 18,672 19,817
7,707 9,297 10,686 11,493 13,205 17,589 22,339 19,655 17,011

-424 -84 175 -123 5,305 5,296 424 -3,6067 2,206
-729 -741 -624 -1,109 2,251 -2,207 -2,719 ~-7,134 -4,21Y
n/a n/a n/a ~2.1 2.9 -2.4 -3.3 -8.9 v6. 0

1984/85 198!
20,400 18
17,300 14

3,100 2.
-1,8U0 -1,
_Z.U -



Agriculture

- GDP trom aqricullure
- Percent growth

- GDhP frum factm food
crops

- Prercent growth

Gpp

- Percent growth

- AgriculLural sector
as percent GDP

Table 5: Agriculture and GDP Growth, Constant 1983 Prices, 1978-85

1978

14381,2

83yY.8

58189.9

24,7

885%5.9
5.4

61770.0

b.2

21,8

(Kp. billion)

1980 Lys L 1482
16399,.2 17187 .11 17370.9
6,9 4.4 l.1
Y6b1l.1 10639,1 10736.0
9.1 10,0 l1.U
66674.8 71613.1 71377.2
7.9 7.4 -0.01
24.6 24,0 24,3

**gource: World Bank

17696,2
1.9

11057.4
3.U

73697.6

3.3

24,0

1984

18673,2
5.5

11876,2
7.4

78213.8

6.1

23.9

1945

1917u.,8
2.7

11918,7
u. e

79046,0

1.1

24,3

1986 (est.)

19343.3
.y

8U9413.,1



