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"rRADE: "rHE FU"rURE ENGINE OF GROWTH FOR INDONESIA

Hadl Soesastro, Marl Pangestu,
Janis Y. Togashl, Rldwan A.C. lrawan,

Mohammad Chatlb Basri"

INTRODUCTION

Indonesia's economic performance over the
past twenty-five years has been impressive, with
real gross domestic product (GOP) increasing at
an annual rate of about 6.5 percent each year.
As a result of this robust growth, per capita
income has increased ninefold from only US$75
in the mid-l960s (I.e., at the onset of the New
Order) to US$620 In 1991.

In addition to this growth, the economy has
undergone significant structural changes. The
agricultural sector's contribution to the country's
GOP has declined from more than one-half In the
1960s to 18 percent In recent years. At the same
time, the importance of the manufacturing sector
has increased with its share of GOP rising from
less than 9 percent to more than 20 percent over
the same period. Thus, the source of growth in
the Indonesian economy has shifted from agricul
ture to manufacturing.

AN OVERVIEW OF THE ROLE OF TRADE IN
INDONESIA

International trade has played a vital role In the
growth and development of the Indonesian econ
omy. After the establishment of the New Order in
the mid-l960s, Indonesian exports consisted
largely of primary commodities and raw materials.
With the surge In oil prices in the 1970s and early
1980s, the significance of oil In Indonesia's total
exports skyrocketed, accounting for about three
fourths of total exports. At that time, the trade
regime was characterized by an Inward orienta
tion with development based on an Import
substitution strategy,' a strategy that was pri
marily financed by revenues generated from the
oil boom. Moreover, because of Indonesia's huge
domestic market and abundance of natural re-

sources, the country was able to follow this
Import-substitution strategy for a long period of
time without significant impacts being felt on the
economy's growth.

The low ratios of exports and imports of
goods and services to GOP reflect this relatively
Inward-looking deVelopment strategy (Figure 1).
In the 1960s, these ratios were 7.7 percent for
both exports and Imports, and even as late as
1970, the ratios were 12.8 and 15.8 percent.
However, primarily as a result of the rise In the
price of oil in the early 1970s. the value of Indo
nesia's exports climbed to 22 percent In 1978. By
1980, Indonesia's merchandise exports-the
majority of which was made up of petroleum and
primary commoditles-amounted to more than
30 percent of the country's gross domestic out
put. Imports also Increased over the decade, and
in 1980, the import-to-GOP ratio was 22 percent.
Today, the export and import ratios are slightly
lower, reflecting to some extent the decline In
prices of commodities and petroleum. In 1991,
the ratios of exports and Imports to gross domes
tic output were 25 percent and 20 percent, re
spectively.

The Structural Transformation of
Indonesian Trade

Perhaps most striking In reviewing Indonesia's
trade trends Is the general long-term shift In
exports from oil and primary commodities to
manufactured goods. Exports of manufactured
goods were practically non-existent In Indonesia
in 1970. However, since that time and most
notably In the past decade, the structure of trade
has changed dramatically (Figure 2). Although
minerai fuels continue to dominate Indonesia's
exports as the single most significant item, there
has been substantial growth In exports of manu
factured products. While total merchandise
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R1dwan A.C. Irawan and Mohammad Chatib Basrl are research assistants at CSIS. Janis Y. Togashi Is an editor at the East-West
Center, Hawaii, The views expressed in this report are those of the authors and do not necessarily reflect that of the Center for
Strategic and International Studies, the East-West Center, or USAID.



Figure 1
Ratio of Exports and Imports, Indonesia
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exports over the 1970-1991 period Increased at
an annual rate of 18.0 percent. growth In the
value of manufactured exports over the same
period was explosive at 39.5 percent on an
annual basis.

Because of this phenomenal growth in manu
factured exports, the share of manufactured
goods In Indonesia's total value of merchandise
exports has risen from less than 2 percent
throughout most of the 1970s to 12.9 percent in

1985. Following the reforms In the mlcl-1980s
which emphasiZed export expansion and diversifi
cation, the share of manufactured exports rose
even further. In 1990 and 1991, the share of
manufactured exports was 34.5 percent and 39.8
percent, respectively.

Among manufactured exports. the most
significant are resource-based manufactures
which made up more than 14.1 percent of total
merchandise exports In 1991. Clothing Is the next
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Figure 2
Structure of Indonesian Trade
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largest Industry with an export share of 8.0 per
cent. This is followed by textiles with a share of
6.2 percent. Exports of footwear have made
significant strides in recent years, and in 1991, its
share of total exports was 3.4 percent. The share
of chemicals, which has been 2-3 percent in
recent years, is also significantly higher than
before (in 1975 and 1980, the share of chemicals
was less than 0.4 percent).

Contrary to the shifting structure of exports,
the change in the structure of imports to Indo-
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nasia Is not as dramatic. In 1970, the bulk of Im
ports to Indonesia were manufactured Items, with
nonelectrical machinery (16.8 percent), chemicals
(12.8 percent), textiles (11.8 ,percent), and trans
port equipment (11.6 percent) making up the
largest shares. Imports of primary commodities
(InchJdlng agriCUltural and food products, raw
materials, and basic metals) amounted to about
29 percent.

In the 19908, manufactured products continue
to dominate Indonesian Imports. Nonelectrtcal



Sources: International Monetary Fund, plrectlon ofTrade Statistics (various
years); Republic of China, Ministry of Finance, Department of
Statistics, Monthly Statistics of Exports and Imports, Taiwan
Area. the Repyblic of China (various years).

machinery remains by far the largest Import
product group, making up 27.3 percent of the
country's total merchandise imports. Imports of
chemicals, which had a share of 13.6 percent In
1991, also remain significant. The next three
largest Import shares belong to transport equip
ment (9.2 percent), electrical machinery (8.2
percent), and resource-based manufactures (5.5
percent). Imports of agricultural and food prod
ucts, raw materials, and basic metals in 1991
amounted to a little more than 29 percent.

Direction of Trade
Indonesia's major trading partners have been

and continue to be Japan, the United States. the
countries of the European Community (EC), and
its ASEAN neighbors, particularly Singapore
(Table 1). Together, these countries accounted
for almost 90 and 70 percent of Indonesia's
exports and Imports in 1970. In the following two
decades, Indonesian trade with these countries
Increased In absolute terms although their share
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of total Indonesian exports and Imports declined
slightly. In 1991, the proportion of Indonesian
exports destined for these countries was 73.2
percent while the share of Indonesian Imports
from these countries was 65.3 percent. Neverthe
less, these ratios are relatively high, suggesting
that these countries remain Important trading
partners for Indonesia.

Japan has been and stNI Is the single most
Important trading partner of Indonesia. In 1991,
Japan received more than US$10.7 bUlion of
Indonesia's exports (or 37.1 percent of Indone
sia's total exports). The bulk of exports to Japan
are minerai fuels (67.3 percent), although other
primary commodltles-agrlcultural and food
products. 7.0 percent; raw materials. 7.3 per
cent-are also Important export Items (see
Appendix Table 1). Resource-based manufac
tures were the most important manufactured
exports making up about 10.2 percent of Indone
sia's total exports to Japan.
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Indonesian imports from Japan are also
significant, amounting to US$6.3 billion in 1991 or
24.5 percent of total Indonesian Imports. Most
significant are Japanese imports of nonelectrical
machinery and transport equipment which make
up more than 40 percent and 18 percent, respec
tively, of all of Indonesia's imports from Japan.
Other significant import products from Japan
Include basic metals (11.1 percent), chemicals
(9.9 percent), and electrical machinery (7.2 per
cent).

The United States is Indonesia's second most
important trading partner. Uke Japan, the single
most important export item from Indonesia to the
United States is mineral fuels (22.1 percent) and
the shares of agricultural and food prodUcts and
raw materials are also significant at 11.9 percent
and 14.1 percent, respectively. However, the
structure of manufactured exports from Indonesia
to the United States is more diverse. Indonesian
exports of clothing make up 16.9 percent of total
Indonesian exports to the United States. Other
significant shares are found for resource-based
manufactured goods (11.8 percent) and furniture,
footwear, precision instruments, and other miscel
laneous manufactures (16.4 percent). A small but
rapidly growing export group to the United States
is textiles for which the share has increased from
less than 0.10 percent in the 1970s and early
1980s to more than 2 percent In recent years.

The United States Is also an Important source
country for Indonesian imports. In 1991, the total
value of Imports from the United States was
US$3.4 billion, representing 13.1 percent of
Indonesian Imports from the world. Similar to
Imports from Japan, Indonesian imports from the
United States are concentrated In manufactured
goods with the largest value of Imports in the
nonelectrical machinery sector (28.5 percent).
This is followed by chemicals (15.1 percent),
transport equipment (14.2 percent), and electrical
machinery (9.3 percent). The share of raw materi
als imports from the United States was also
significant at 12.5 percent.

The European Community is another Important
destination for Indonesian exports and source of
Indonesian Imports. As a group, its share of total
Indonesian exports (12.8 percent or US$3.7
billion) and imports (18.2 percent or US$4.7
billion) exceeded that of the United States.
However, the structure of Indonesian exports to
the EC Is markedly different from its exports to
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Japan and the United States with agricultural and
food products making up 23.2 percent of Indone
sia's total exports to these European countries.
Other significant export shares are exhibited In
clothing (22.3 percent), resource-based manufac
tures (13.4 percent), and textiles (12.3 percent).

Indonesian Imports from the European Com
munity, on the other hand, exhibit a similar pat
tern to Its Imports from Japan and the United
States with manufactured items making up the
lion's share. Notable among Indonesian Imports
from the EC are nonelectrical machinery (36.8
percent), chemicals (15.7 percent), electrical
machinery (15.2 percent), and transport equip
ment (11.7 percent).

Indonesia's ASEAN neighbors as a group rank
as the fourth most Important trading partner.
Exports to and Imports from the other five ASEAN
countries amounted to US$3.1 billion and US$2.5
billion in 1991, or 10.5 percent and 9.5 percent of
Indonesia's total exports and Imports, respec
tively, with the world. By far, primary commodl
tles-lndudlng agricultural and food products
(16.7 percent), raw materials (12.0 percent), and
mineral fuels (8.6 percent)-are the most signifi
cant Indonesian exports to ASEAN. However,
several manufactured products exhibited high
shares as well; they include textiles (20.2 percent),
chemicals (9.6 percent), and resource-based
manufactures (8.8 percent).

Indonesia's single largest Import Item from Its
ASEAN neighbors Is minerai fuels (40.8 percent),
reflecting the fact that Singapore Is the center of
petroleum refining in the region. Chemicals (16.4
percent), nonelectrical machinery (12.6 percent),
and agricultural and food products (8.3 percent)
are other Important Imports from the ASEAN
countries to Indonesia (see Box 1: Indonesia's
Trade with its ASEAN Neighbors).

INDONESIA'S TRADE POLICY REGIME

Although Indonesia has a commercial code
that dates back to 1847, the country has no basic
trade law In its books. Proposals that Impact on
trade policy are formulated within the Ministry of
Trade and submitted to the Coordinating Minister
(EKUIN) who discusses the proposals with rele
vant government Institutions. The outcome of
these discussions are implemented as decrees
from the Ministry of Trade. Other than the Mlnls-



Box 1: Indonesia's Trade with b ASEAN Neighbors

Singapore Is by far the most Important trading partner among the ASEAN countries for
Indonesla with exports and Imports of US$2.3 and USS1.70 bUllon In 1991. Of nonmanufactured
goods, raw materials, which comprised more than 80 percent of total Indonesian exports to
Singapore In 1970, accounted for 13.7 percent of total exports In 1991; minerai fuels accounted
for 13.9 percent. The single most Important manufactured export to Singapore Is textiles,
accounting for 23.5 percent. Other significant exports are resource-based manufactures (8.5
percent), chemicals (8.3 percent), and clothing (8.1 percent).

In terms of Indonesian Imports from Singapore, minerai fuels account for the largest
share at 46.1 percent. Manufactured goods also comprise a large share of Imports from
Singapore with the most Important products being chemicals (15.4 percent), nonelectrical
machinery (13.1 percent), and electrical machinery (8.5 percent).

Malaysia and Thailand are Indonesia's next most Important ASEAN trading partners.
For both of these countries, agricultural and food items are the most Important products
accounting for a little more than 30 percent of Indonesia's total exports to these countries.
Minerai fuels account for 10-18 percent. Of manufactured exports, resource-based
manufactures, textiles, chemicals, and basic metals were the most significant. The majority of
Imports from Malaysia were minerai fuels (54.2 percent). In terms of manufactures, nonelectrical
machinery and chemicals were also Important Indonesian Imports from both of these countries.

Indonesia's trade with the Philippines is not as large, and the structure differs somewhat
from the other large ASEAN countries. Chemicals are the most significant export Item,
accounting for 31 percent of total Indonesian exports to this country. At the same time, the
same product group makes up an enormous 78 percent of total Indonesian Imports from the
Philippines.

try of Trade, Indonesia has no permanent advi
sory body to advise the President of Indonesia on
trade matters. However, since 1985, a Deregula
tion Team-whlch consists of representatives
from the Ministry of State for Administration
Reform, the Ministry of Trade, the Ministry of
Industry, and EKUIN-has played a major role In
the formulation of the recent reform packages. In
addition, a Tariff Team and a Technical Team
assess requests for tariff amendments from
Industries.

Historical Overview of Indonesian Trade Policy
and Recent Reforms

Until the mld-1980s, the country's tariff struc·
ture and regulations on exports and Imports were
heavily biased to protect Industries producing for
the domestic market. This strategy was neces
sary In order to support the Indonesian govern-
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ment's development strategy at that time which
was based on Import-substitution Industrialization
(see Box 2: Changes In Polley Direction and
Economic Conditions). Studies have shown that
In the 1970s, the nominal and effective rates of
protection for manufactUring were generally
higher for Indonesia than for any other ASEAN
country.2

In the early and mld-1980s, however, the
Indonesian economy was forced to cope with a
series of external shocks. A decline In the prices
of Indonesia's major exports-includlng oU, gas,
and primary commodltles-ied to a deterioration
In the country's terms of trade. Exacerbating this
problem was the worldwide recession which had
a negative Impact on developed countries' de
mand for Imports, Including Indonesian goods.

The combination resulted In a stagnation In the
growth of Indonesia's economy, and In 1982, real



Box 2: Changes In Policy Direction and Economic Conditions

1967-1972 1982-1985 1986-Present
Rehabilitation and 1973-1981 Initial on Rapid 011

Stabilization 011 Boom Prtce Decline Price Decline

GOP High growth Moderately- Slow growth Slow growth
10% high growth 3-6% 3-6%

Industrtal Initial phase Continued Continued Export-ortented
Polley Import substitution Import substitution IS Industrial growth with

(final goods) Intermediate and deepening: strong promotion
capital goods localization and of non-oll

beginning of export exports
orientation

Trade Beginning of protection Increased protection Increased Decline
Polley (mainly through protection In protection with

high tariffs) through NTBs strong export
promotion

Source: Pangestu, Mart. 1991. Managing Economic Polley Reforms In Indonesia. In Authority and
Academic Scribblers. Sylvia Ostry, ed. San Francisco: International Center for Economic
Growth.

GOP growth registered a dismal 2.2 percent. Stili
another blow to the Indoneslan economy was the
depreciation of the U.S. dollar. Because much of
Indoneslan debt was denominated In yen, the
appreciation of the yen meant a swelling of
Indonesia's debt service repayments. At the
same time, the Inflation rate had begun to reach
double-dIgit levels, peaking at 11.7 percent in
1984.

It soon became apparent to the Indonesian
government that policy adjustments were sorely
needed to cope with the stresses on the econ
omy. In 1983, a series of market-oriented deregu
lation packages designed to Improve economic
efficiency and stimulate economic growth were
introduced. Included In this program was a
devaluation of the rupiah from Rp 703 to Rp 907
to the U.S. dollar or 27.5 percent. In addition,
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credit markets were deregulated through the
abolishment of credit ceUlngs for all banks and a
deregulation of Interest rates.

In early 1984, reforms In the Indonesian tax
structure and In the administration of taxes were
Implemented In an attempt to Increase nonoll tax
revenues.3 later In that year, a value added tax
(VAn on goods and services and a sales tax on
lUXUry goods were Introduced. The 10 percent
VAT covered most products and a number of
services as well.

However, 011 prtces continued to slide and It
became clear that further reforms were required.
In April 1985, a new Import tariff schedule was
Introduced. Ad valorem tariff ceilings were re
duced from 225 percent to 60 percent, and the
number of tariff categories was reduced from 25
to 11. In addition, with Presidential Instruction



(INPRES) No.4, the country's customs, shipping,
and port operations were reorganized to reduce
handling and transport costs for exports and to
simplify the administrative procedures governing
interisland and foreign trade.

However, It Is the reform package of May 1986
that Is most notable In that the reforms instituted
by the package effectively revoked the Import
substitution policies the country had foliowed In
the past. Instead, export Industries were pro
moted through such measures as the exemption
from duty on Imported Inputs by enterprises
exporting at least 85 percent of their output.
Another part of this shift In development strategy
was the promotion of export diversification (I.e.,
growth of nonoll exports) and growth of manu
factured exports, in particular. Among the princi
pal measures taken to facilitate growth of nonoil
exports were (1) the lifting of foreign exchange
controls and requirements for foreign exchange
earnings to be sold to the Bank of Indonesia; and
(2) the broadening of export credit guarantees
and Insurance facilities that were offered at rela
tively low Interest rates through banks and redis
count facilities. It was thus clear that the Indone
sian government had shifted towards an export
oriented growth strategy. Nevertheless, while the
import bias of the protective Indonesian system
had been reduced, it was not done uniformly
across sectors and goods.

In the fall of 1986, the rupiah was once again
devalued by 31 percent against the U.S. dollar,
dropping from Rp 1,134 to Rp 1.644. In addition,
Import procedures for certain Items such as
electrical and electronic products, chemicals,
metal products, equipment machinery, and vehi
cle spare parts were simplified. and Import licen
sing requirements on 329 Items were made less
restrictive. Nominal tariffs on Inputs that were not
domestically produced were also reduced.

The reform of the trade regime continued In
early 1987 with the easing of procedures to
Import raw materials, and the simplification of
administrative procedures affecting such Indus
tries as textiles. steel, motor vehicles, and specific
machinery. A major deregulation of the Import
licensing system affecting 616 Items was also
announced. Devaluations of the rupiah occurred
periodically in the first few months of the year.

Later in that year, additional measures to
reduce the anti-export bias were announced. For
example, export procedures were simplified with
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Minister of Trade Decree No. 331/KPfXlI/87
(enacted In December 1987) which revoked the
requirement for an Exporter Identification Number
(APE) and a Umlted Exporter Identification Num
ber (APET), making only a trading license neces
sary for most enterprises to export goods. In
addition, the minimum export requirement to
qualify for duty-free Imports (as specified In the
May 1986 reforms) was reduced from 85 percent
to 65 percent (except for garment producers).
Other fiscal incentives. such as exemptions on
value added taxes, were also made available to
exporting companies. Nontarlff barriers were
eliminated on 111 Items Including some food and
beverages, electrical products, chemicals, and
heavy equipment, but the bulk of the barriers
lifted Impacted steel and aluminum prodUcts.
Tariffs were reduced on 65 goods, but at the
same time were Increased on 91 Items.

In November 1988, another major liberalization
Import polley was Introduced. The Minister of
Trade Decree No. 375/KpfXl/1988 substituted
nontarlff barriers with tariffs on 301 items and
lowered tariffs on 17 ltems.4 In addition, Import
duties and surcharges on 86 Items essential to
the production of domestic manufactures were
reduced to Improve International competitiveness
of domestic manufacturers. However, at the
same time, import duties and surcharges for other
Items (72 Items In total) were Increased.5

In January 1989, a new system of trade classi
fication was Introduced Whereby specific tariff
rates were converted to ad valorem rates. At the
same time, however, the application of Import
surcharges Increased to compensate domestic
producers for the easing of certain Import licens
Ing restrictions (which Implied a reduction In the
level of protection). In fad, studies have Indi
cated that as a result of the conversion to the
new classification system, the unwelghted average
tariff rate (Inclusive of Import surcharges) actually
Increased from 24 to 27 percent.5

The May 1990 reform package, which as noted
earlier signalled the switch from an Import
substitution strategy to an export-orlented ap
proach, Is notable In terms of Its scope and
extent. A general reduction In nominal tariffs on
2,363 Items was announced and tariffs on 125
Items were eliminated. While the number of
goods subject to tariffs or Import surcharges was
increased, a large part of the increase reflected
the switching from nontarlff barriers to tariffs.7



.•....... :.'.. '
',\ ~

, '

··i~··i.~

','c

Import bans on radio telephones and television
receivers were abolished, and regulations on
imports of pharmaceuticals, vegetables, fruit, fish,
candies, dredging vessels, and steel were eased.

In mid-1991, the deregulation of the trade
regime continued with the Indonesian government
announcing a general reduction of Import tariffs
including the abolition of outright bans on imports
of cold-rolled steel coils. The export quota
system for palm oil and copra was also abolished,
and there was a further reduction in the extent of
nontariff barriers. However, the govemment also
introduced an Import quota system on built-up
commercial vehicles.

More recently, in July 1992, a reduction of
tariffs on 44 Items was announced. Import sur
charges on 81 Items were lowered, and sur
charges on 184 other Items such as steel pipes,
nail wire, and products in 27 food and beverage
categories, 19 tire categories, and 51 metal goods
categories were abolished. Also included In the
July 1992 package was a reduction in the scope
of nontariff barriers, particularly in products such
as batik cloth, agricultural products, minerai
water, metal goods, and electricity transformers.
It has been estimated that with these latest steps
in reducing NTBs, NTBs currently impact only 8
percent of total Imports (as opposed to 43 per
cent in 1986), and the relative proportion of
domestic production protected by NTBs has
declined from 41 percent to 22 percent over the
same period.8 Further, to improve the competi
tiveness of the Indonesian manufactUring sector,
import restrictions on certain intermediate Inputs
that are used In the production of manufactured
goods were made more flexible.

THE CURRENT TRADE SCENARIO

The recent liberalization of the trade regime
appears to have met with a modicum of success
in terms of Improving the export competitiveness
of Indonesian goods and the efficiency and
growth of the Indonesian economy. Average
most-favored-natlon (MFN) tariffs have been
lowered and Indonesia has made significant
strides in diversifying exports away from oil and
agriCUltural commodities and towards manufac
tured goods in the past few years.

However, despite the progress made by the
Indonesian government to reform Its trade frame-
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work, Indonesia Is far from being an open econ
omy. Although the average MFN tariff rate of 22
percent In 1990 does not at first glance appear to
be very high, the Indonesian economy Is charac
terized by a number of Impediments to trade
which serve to effectively shield the domestic
market from foreign competition. A variety of
measures are imposed directly on Imports, and
exports as well, of goods and services.

For Imports, the most apparent Instrument Is
the Indonesian tariff structure. However, there are
numerous other mechanisms at work which
Impede the free flow of goods Into the country.
These Include import surcharges which act like
tariffs, and nontariff barriers such as taxes, tax
and duty exemptions, counterpurchaslng agree
ments, and local content schemes. EXports of
Indoneslan goods also face obstacles in certain
sectors. Export duties and bans, as well as
minimum standard requirements, act to restrict
the ability of exporters to sell their goods abroact.
StUI other measures, such as Input subsidies,
Indirectly affect Indonesian trade. Clearty, the
complexity of the Indonesian trade regime will not
be recognized by a mere Inspection of the coun
try's tariff structure. To this end, the more de
tailed discussion of the various Impediments to
trade which follows can be helpful.

Tariffs and Import Surcharges
With the exception of the preferential treatment

given to Its ASEAN neighbors for prodUcts that
qualify under the ASEAN Preferential Trading
Arrangement, tariffs are applied to all Imports on
an MFN basis; that Is, the Imposition of a tariff
does not depend on the source of the Imports.
Moreover, all tariffs are presently ad valorem
rates, which thereby Increases the transparency of
the Indonesian tariff regime. Alternate tariffs,
seasonal tariffs, or variable levies on Imported
goods which are measures that have been used
by other countries have not been employed In this
country.

Since the mld-l980s, the average tariff rate
has declined steadily with each successive reform
package (Table 2). From 37 percent prior to
1985, the average tariff rate fell to 27 percent In
1985 and 24 percent In 1988. In January 1989,
when Indonesia switched from the CCCN Nomen
clature of classifying Imports and exports to the
Harmonized Commodity Description and Coding
System (HS)', the average tariff jumped back to



Table 2 Changes In the Tariff Schedule Since 1985

Pre-l985 1985 1988 1989 1990 1991 July 1992

Average tariff rate (%)

Unwelghted 37 27 24 27 22 20 22

Weighted
by Import value 22 13 15 12 11 10 9
by domestic product 29 19 18 19 17 15 13

Index of dispersion· 62 108 90 93 89 83 83

Note: a. Index of dispersion Is defined as the coefficient of variation (I.e.• standard deviation over
the mean) of the unwelghted average tariff plus the surcharge.

Source: Confidential report by the Wor1d Bank. May 25. 1993.

Table 3 Nominal Aates of Protection (NPA) In the Manufacturing Sector Before and
After the May 1990 Aeform

Sectors NAP Before NAP After

Food, beverages. and tobacco 20.0 19.4
Textiles, clothing. and footwear 22.8 13.3
Wood products -8.1 -8.8
Paper products 13.4 13.1
Chemicals 12.5 12.1
au and gas 0.0 0.0
Nonmetallic products 22.0 17.6
Basic metals 6.8 6.8
Engineering 38.7 36.7
Other manufacturing 29.3 27.1

Nonoll manufacturing 17.9 16.0

Source: Ministry of Industry.
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27 percent. The dispersion of tariffs, which was
already high to begin with, also increased with the
conversion to the HS scheme. However, with the
May 1990 reform package, the average tariff rate
fell once again to 22 percent and within manufac
turing, the decline in nominal tariffs was most
marked in the textiles, clothing, and footwear
sectors, as well as nonmetallic products (Table 3).
Following the June 1991 and JUly 1992 reforms
the average tariff rate declined further to 20
percent while the dispersion of tariffs also fell.

Presently, only about 9 percent of Indonesia's
tariff lines are bound under the General Agree
ment on Trade and Tariffs (GATT). While this may
suggest that Indonesia's trade regime is relatively
protected, the bound rates exceed the current
duties levied 10 by a significant margin for almost
all products. 11 That is, the actual protection
afforded by tariffs is. in fact. much lower than the
rates the Indonesian government has committed
itself to uDder the GAIT.

However, in addition to tariffs, the Indonesian
government also imposes import surcharges on
goods imported into the country. These sur·
charges are ad valorem rates of duty that affect
the price of imports in the same way as do tariffs
in that the surcharges raise the price of imports
and allow domestic producers of import
substitutes some protection from import competi
tion. Import surcharges were originally intended
by the Indonesian government to be a less per
manent means of raising tariffs to compensate
domestic producers for reductions In protection
resulting from the relaxation and/or removal of
import licensing controls,12 or to temporarily
protect domestic infant Industries from fluctua
tions in world prices. Although the surcharges
were to be in place for no longer than one year
(with extensions allowed for special cases
deemed to have a valid reason), the Indonesian
government did not always strictly enforce this
time limit. Last year. however, as part of the July
1992 reform package. import surcharges were
abolished on a large number of items. As a
result, only about 3 percent of all tariff items are
now SUbject to these surcharges.

While the ASEAN PTA scheme reduces tariffs
imposed on Indonesia's Imports from its ASEAN
neighbors. the P4BM program waives the pay
ment of tariffs and surcharges on raw materials,
intermediate inputs. and machinery used In the
production of exports. 13 In 1990, more than
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one-third of total nonoil Imports were covered by
the P4BM scheme. The manufacturing Industries
that have made use of this scheme include foot
wear. rubber and plastic products, electronics and
electrical machinery, processed foods. chemicals,
fabricated metal products, wood products, and
iron and steel products. Some industries in the
agricultural sector-partlcularly the fishing indus
try and rubber plantatlons-have also taken
advantage of this scheme.

Nontariff Barriers (NTBs) to Imports:
The Hidden Obstacles

In addition to tariffs and import surcharges.
other measures serve to protect domestic Indus
tries from foreign competition. A clear example of
such a nontartff barrier Is the Indonesian Import
licensing scheme which has acted to regulate
imports into the country for much of Indonesia's
history. (The various types of licenses that are
employed In this scheme are described In Bax 3:
Indonesia's Trade Ucenslng System.) In certain
cases, the import licensing scheme resulted In a
virtual monopoly market for a prodUct. whOe In
other cases. the scheme effectively led to an
implicit quota for imports of a good. where the
level of the quota was determined Informally
between the government and the license holder.

However, the reform packages In the past
seven years have reduced the restrictiveness of
the Import licensing system (Table 4). From 43
percent In mld-19B6, the value of imports subject
to Import licensing steadily declined to only 15
percent following the May 1990 reform package In
which a number of goods were reclassified from
the more restrictive categories to the general
Importer category (IU or IU+). Today. only 13
percent of total Imports are subject to licensing,
and a majority of all tartff Items can be Imported
by a licensed general Importer (I.e., someone with
a IU or IU+ license) without restriction. All other
Items that are catalogued In the Restricted Goods
Ust can only be imported by holders of the
license under which the commodity Is classified.
In certain sectors such as cement and fertUIzers.
Impediments to Increased Imports remain despite
the relaxation of licensing regUlations.

In addition to the Informal quotas that arose
from the licensing scheme. quantitative restric
tions on Imports have been employed by Indone
sia In a number of sectors. Most apparent Is the
quota on batik Imports. the object of which Is to



Box 3: Indonesia's Trade Ucensing System

The different licenses Issued by the Indonesian government Include the general
importer license (IU or IU +), importer-trader (IT) license. the producer-importer (PI) license,
the importer-producer (IP) license. and the sole agent (AT) license.

General Importer licenses are issued to firms wishing to import items that do not
require specific licenses or are not listed in the Restricted Goods List.

IT licenses are held by six state-owned trading companies-PT Kerta Nlaga. PT
Pantja Niaga, PT Mega Eltra, PT Tjipa Nlaga, PT Dharma Nlaga, and PT Sarinah. These
licenses effectively provide these companies with monopoly power in the import of a number
of finished products, Including apparel and accessories, and alcoholic and nonalcoholic
beverages.

Producer-importers, i.e., PI license holders, are allowed to import goods which
compete with their own output. Examples of organizations holding PI licenses include
(1) BULOG. the government organization in charge of the domestic production and marketing
of basic foodstuffs; (2) Krakatau Steel, the state-owned enterprise producing steel products;
(3) Dahana, a state-owned company which produces explosives; and (4) Pertamlna, the
state-owned enterprise which produces petroleum and gas products.

Importer-producer (IP) licenses are issued to firms wishing to import items that are
used In their production processes but which are not available domestically. IP licenses are
concentrated in the iron and steel and electrical machinery industries.

Sole agents who hold AT licenses are national distributors appointed by the
government of Indonesia. Typically, enterprises in this category are national companies that
are appointed as overseas principals to Import, promote, distribute, and carry out after-sales
service of certain goods throughout Indonesia. Thus, owners of AT licenses are in effect
monopolists of their products in the Indonesian market.

preserve and protect the Indonesian batik Indus
tries. In addition, Indonesia explicitly prohibits
imports of certain products such as transport
equipment, certain printed matter, rice. specific
pesticides and salts, and pharmaceuticals. The
rationale for the import bans are to protect the
domestic assembly or processing Industries (this
is the basic reasoning behind the bans on trans
port equipment), to protect national security and
culture (the rationale for rice), and to protect the
community's health (the ban on pesticides).

In addition to the tariffs, import surcharges,
and informal and formal quotas and bans, local
content schemes which require that a certain
amount of components In the production of a
good be sourced from domestic suppliers act as
nontariff barriers to trade. In Indonesia. compo-
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nents that are not on a Master Ust,l. I.e., deleted
components, must be sourced locally. This
program has been applied In the production of
motor vehicles. electrical equipment and home
appliances, agricultural machinery, and machine
tools.

In line with its recent move towards trade
liberalization. however. the Indonesian govern
ment has eased some of the local content re
quirements. For example, assemblers are now
able to import certain previously restricted com
ponents. In addition, the methods by which
domestic assemblers can fulfill local content
requirements have been made more flexible by
allowing the assembler to choose which local
components to substitute in production provided
the overall local content requirement is met. StIli



Table 4 Impact of Reform Packages on Import Licensing Coverage Since 1986

Mld·1986 End·1987 End·1988 Early 1990 May 1990 June 1991 July 1992

% of CCCN items 32 22 16 na na na na
% of HS items na na na 17 14 10 5
% of import value 43 25 21 17 15 13 13
% of total production 41 38 29 28 25 22 22

value

Main items
% of domestic production
coverage of NTBs:

Manufacturing 68 58 45 38 33 32 31
Agriculture 54 53 41 40 38 30 30
Mining and minerals· 0.2 0.2 0.2 0.24 0.24 0.2 0.2

Notes: na = not available.
a. Includes oil and gas.

Source: Confidential report by the World Bank, May 25, 1993.

another indication of the Indonesian govemment's
seriousness in addressing this issue is that no
new local content schemes have been instituted
in the past six years.

A related regulation affecting imports Is the
existence of mixing requirements, particularly in
the dairy industry. According to this scheme, milk
processing firms must purchase one unit of
locally produced milk for every two units of
imported milk. HI This mixing requirement, which
has been strictly enforced by the Ministry of
Trade, implies relatively high protection of the
domestic dairy industry.

Stili another ImPediment to the free flow of
trade is the set of regulations concemlng govem
ment procurement and purchases. Indonesian
legislation on govemment procurement requires
that goods and services from domestic entities be
used whenever possible. For contracts of Rp 20
million or less, domestic suppliers recorded on a
List of Capable Suppliers are awarded the con
tracts. Contracts In excess of Rp 20 million but
less than 500 million must go out for bid, but In
most cases, only domestic suppliers are invited to
participate in the bidding process. Only for
contracts in excess of Rp 500 million are foreign
suppliers eligible. and only on the condition that
the supplier agree to purchase certain amounts of
Indonesia's nonoil and nongas exports. i.e., a
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counterpurchase. The value of the counter
purchase must be equal to the value of the
contract, less the value of Indonesian labor and
services input. and duties and taxes paid. In
addition, the counterpurchase must be over and
above the level of Indonesian exports that would
have been purchased by the foreign firm had the
contract not been awarded. Indonesian exports
benefiting from this scheme have customarily
been In traditional products such as rubber.
coffee. tea. cocoa, palm oil, aluminum, coal,
pepper, shrimp, palm oil, and textiles. More
recently, counterpurchase arrangements have
been used to promote Indonesian exports of
aircraft components. 111

Stili other instruments that act as nontarlff
barriers to trade are special excise taxes and
technical and safety standards. Although an
excise tax is levied on certain products--ln
particular, sugar, specific artificial sweeteners, and
clgarettes--only for cigarettes do the excise
duties discriminate against imported goods. In
addition, an extensive system of technical and
safety and health standards Impact on imports of
fertilizers, pesticides, and Insecticides; most
agricultural products; livestock; cosmetics and
toiletries; and pharmaceuticals. There are a few
cases in Which Indonesian regUlations result in
administrative delays and special registration. 17



Table 5 Production Coverage of NTBs Before and After the May 1990 Reform

Production Contribution to
(Rp Min) Production Coverage of NTBs Average Coverage

Description 1987 Weight Before After Before After

Food crops 15,823,832 0.15 64.65 64.65 9.75 9.75
Estate and other crops 6,210,371 0.06 25.72 25.72 1.52 1.52
Livestock 5,318,252 0.05 7.31 7.31 0.37 0.37
Forestry 2,111,200 0.02 0 0 0.00 0.00
Fishing 2,526,958 0.02 23.03 0 0.55 0.00
Mining and quarrying 17,394,195 0.17 0.04 0.04 0.01 0.01
Food, beverages,

and tobacco 18,012,942 0.17 62.94 61.58 10.80 10.57
Textiles, clothing

and footwear 4,382,364 0.04 8.02 6.52 0.33 0.27
Wood products 3,657,082 0.03 0.04 0.04 .00 .00
Paper prodUcts 1,041,986 0.01 37.55 37.11 0.37 0.37
Chemicals 3,307,054 0.03 5.52 2.59 0.17 0.08
011 and gas 12,581,002 0.12 0.52 0.52 0.06 0.06
Nonmetallic products 4,006,827 0.04 19.48 1.78 0.74 0.07
Basic metals 2,393,572 0.02 17.21 5.74 0.39 0.13
Engineering 5,904,602 0.06 49.19 36.33 2.n 2.04
Other manufactUring 302,199 .00 2.97 2.97 0.01 0.01

Total 104,974,438 1.00 27.85 25.24 27.85 25.24

Agriculture 31,990,613 0.30 40 38.18 12.19 11.64
Mining, quarrying,

and 011 17,394,195 0.29 0.24 0.24 0.07 0.07
Manufacturing 55,589,630 0.41 38.06 33.05 15.60 13.55

Total 104,974,438 1.00 27.85 25.24 27.85 25.24

Source: Confidential report by the World Bank, May 25, 1993.

However, In most cases, the standards of Indone
sia are less stringent than international standards
and hence do not pose too great an Impediment.

In summary, the reforms have reduced the
extent and coverage of N"rBs In Indonesian trade.
Following the May 1990 reform package, for
example, the average coverage of NTBs declined
from 28 percent to 25 percent overall, and from
38 percent to 33 percent for manufacturing
(Table 5). Although more recent estimates of the
impacts of the June 1991 and July 1992 reforms
on the effects of NTBs are not yet available, it is
noteworthy that there has been an extensive
reduction in the use of Import licenses and
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quotas to manage Indonesian imports. Most
notable are the reduced coverage of NTBs In
livestock and fishing. 111

Measures Affecting Exports
Not only Is the Indonesian trading system

characterized by barriers to imports of goods, but
measures also exist that affect Indonesian ex
ports. These measures Include export finance,
export bans, licensing arrangements, quotas, and
taxes. In most cases, the use of export restric
tions reflects the government's attempts to in
crease exports of nonoil goods, conserve scarce
resources, encourage greater domestic value-



added especially for natural resouree-based
products, and preserve the environment.

Unlike most developing countries, Indonesia
does not offer export subsidies. Instead, export
credits are now provided by commercial banks at
interest rates determined by the banks them
selves. 19 However, exporters received some
benefits through the Export Credit Insurance
Guarantee Scheme which is funded by the gov
ernment, and which protects exporters against
nonpayment from overseas importers.

In addition, special bonded zones In Indonesia
have been established with the goal of promoting
exports. Firms that export at least 85 percent of
their output may locate their operations In these
zones; the benefits to a firm locating in one of
these areas include duty-free imports of goods
that are re-exported after processing and ware
housing.

While there are incentives for exporters, at the
same time, exports of a number of specific
products-most notably, forest products such as
logs and rattan, animal and marine prodUcts, and
low value-added manufactured goods--are
explicitly prohibited by the Indonesian govern
ment. In addition, for a substantial number of
Indonesian goods, a license Is required In order
to export the good from the country. Goods that
are subject to such licensing restrictions Include
(1) goods which are subject to International
import or production quotas and (2) goods which
can only be exported once domestic require
ments have been met. Goods In the first category
include such products as textiles (Which Is cov
ered by the Multifiber Agreement), petroleum 011
(which Is governed by Indonesia's commitment to
OPEC of which It Is a member), and tapioca and
tin (Which Is govemed by Indonesia's participation
in international commodity agreements). Goods
in the second category Include such Items as rice
and wheat flour, as well as fertilizers.

As In the case of imports, quotas on exports
are not clearly specified in a formal framework
and information on the extent and sectors to
which export quotas are applied is not readily
available. In most cases, quotas are informally
applied as part of the export licensing system.

Some products are subject to export taxes
which are generally ad valorem rates ranging from
5 to 30 percent (the exception is certain wood
products which have specific export tax rates).
The tax is assessed on the f.o.b. price of the

15

export. Products SUbject to these taxes are
generally agricultural goods such as pepper, palm
nuts, chinchona bark, natural cork, and animal
hides and skins.

To improve the reputation of Indonesian
products, the government has a set of minimum
standards for a number of exportables. However,
there are no cases where the Indoneslan stan
dards are more stringent than the standards
applied Internationally. Hence, the quality stan
dards for exports are not deemed to be a mea
sure restricting exports.

Other Measures Affecting Production
and Trade

Stili other measures that Impact on trade and
production of goods are subsidies provided by
the government for inputs of certain prodUcts. In
Indonesia, Input subsidies are most notable In the
agricultural sector. For example, there are subsi
dies on fertilizers and crop seeds, loans can be
obtained at concesslonal rates by rural producers,
and farmers are provided Irrigation facilities at less
than the true cost of operating the facilities.

The subsidy on fertllizers-which reflects
the government's goal of achieving food self
sufficiency, particularly In rice--dlffers depending
upon the type of fertDlzer. Because different
crops utilize different fertUlzers, the benefits of the
fertilizer subsidies differ across crops.20 Since
1988, however, the level of fertilizer subsidies has
been reduced.21

The subsidy on crop seeds Is similar to the
subsidy for fertilizers with farmers and seed
suppliers sharing the bSneflts of the SUbsidy.
Again there Is no Information regarding how the
benefits of the subsidy are shared.

Stili another benefit accruing to farmers Is the
benefit arising from access to Irrigation facilities at
below cost.22 The value of the benefits across
different farmers Is unclear for a number of rea
sons. First, different crops have different water
reqUirements; hence farmers cultivating crops that
require large amounts of water would benefit
more than farmers cultivating less water-Intensive
produce. Second, the operation and maintenance
of many Irrigation systems rest with provincial
governments. Some of these provincial govern
ments charge service fees for using the water,
while others do not. Moreover, the fees are



Table 6 Changes in the Coverage of Import Restrictions with the Recent Reforms

Import coverage
Number of Items of NTBs (%) Average tariff on NTBs

Type of
Restrictions Before After Before After Before After

IT license 1,038 732 6.3 3.8 44 34
Health 40 115 0.6 0.7 10 36
BULOG 31 31 2.4 2.5 9 9
Ban 26 52 0.0 0.7 156 126
IP license 40 79 1.6 1.2 9 11
PI license 251 130 3.0 2.5 27 17
AT license 197 149 3.5 3.6 55 52

Total 1,623 1,288 17.4 15.0

Note: - = not applicable.

Source: Confidential report by the World Bank, May 15, 1993.

generally low and do not come near to recovering
the full costs.

Input subsidies for natural gas also imply
benefits to users of natural gas, most notably, the
fertilizer and steel Industries. The price of the
natural gas, and hence the amount of the subsidy,
is determined on a proJect-by-proJect basis.

Because domestic prices of petroleum and
fuel products are usually set below world prices,
all users of these products in effect receive a
subsidy on their use. As a result, the competi
tiveness of Industries that Intensively use petro
leum and fuel products as Inputs Is Improved.
The largest subsidies are on kerosene and diesel
fuels.

In addition to the input subsidies, fertilizer
manufacturers also receive a price for their output
that is well above the world price. The
margin between the price paid to the fertilizer
manufacturer-whlch Is determined by the
government-and the world price varies
between manufacturers. For example, it has
been estimated that producers of urea re
ceived between 15.0 and 40.0 above world prices,
while producers of triple superphosphate and am
monium sulphate received up to two times the
world price.23
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Other controls on domestic production, mar
keting. and pricing affect agricultural products
such as sugar, soybeans, and rice. For example,
farmers of these commodities are In some cases
given direct production targets. In general,
domestic prices of these agriCUltural commodities
are higher than the world market prices.

The Combined Effects of Tariffs and
Nontariff Barriers

With the reforms In Indonesian trade policy in
recent years, the ease with which Imports can be
brought Into the country and the export competi
tiveness of Indonesian goods have improved.
Indonesia's average MFN tariff rate Is low relative
to that of other developing countries and the
coverage of the licensing scheme has decreased
(Table 6). At the same time, the Impacts of
certain nontariff barriers have increased In terms
of number of Items and import value. This is
partiCUlarly true in the case of health regulations
and outright bans on specific products.

Numerous studies have attempted to quantify
the "true" or "effective" protection that Is received
by the various sectors in the Indonesian econ·
omy, taking Into account not only the existing
tariff structure but also the framework within
which trade takes place. In estimating the effec-



tive protection, the Impacts of tariffs on the inputs
of a product, as well as the tariff on the product
itself, are incorporated In the analysls.24 In addi
tion, the quantitative impacts of NTBs are also
assessed In the calculations. Studies of the
Indonesian trade environment in 1987, 1989, and
1990 Indicate that the effective levels of protection
have declined as a whole for the Indonesian
economy (Appendix Table 2), and have typically
been lower than that of other developing coun
tries. However, while the general level of protec
tion has decreased since the mid-1980s, the bias
against export-competing sectors and the agricul
tural sector continues with effective levels of
protection for these sectors being low or negative.
At the same time, despite the reduction in nominal
tariffs, certain sectors continue to be very highly
protected due to strict licensing controls or quota
arrangements. Most notable is the continued high
protection of the motorcycles and motor vehicles
sectors, and the dairy and wheat sectors.

TRADE-RELATED INVESTMENTIN INDONESIA

As part of its shift away from an import
substitution approach to an export-oriented
industrial strategy-and In particular, exports of
nonoil and manufactured goods-the Indonesian
government has made a concerted effort to
promote private Investment, both domestic and
foreign investment, especially In export-oriented
manufacturing.

The data on private investment indicate that
the government's Initiatives in this regard have
succeeded. While domestic investment approvals
have declined since 1990 when it peaked at
Rp 59.9 trillion, the Rp 29.3 trillion posted In
1992 is stili significantly higher than the
investment approvals recorded in prior years.2~
Foreign investment approvals, on the other hand,
have shown continued strong growth In the past
fIVe years. From about Rp 4.5 trillion in 1988 and
1989, foreign investment approvals increased to
8.7 trillion in 1990 and 1991, and in 1992, foreign
investment approvals rose once again to Rp 10.3
trillion.

Moreover, the orientation ofthese investments,
especially investments by foreigners, is clearly
towards export activities. In 1992, 340 of 436
approved projects by domestic investors were in
export-oriented activities; the export value of
these projects was US$5.8 billion or 20 percent of
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the value of all approved domestic Investments.
For foreign investors, the export-orientatlon Is
even more pronounced with 137 projects out of a
total of 294 approved projects In export-orlented
activities. The export value of these foreign
investments was US$4.5 billion, which Is 44
percent of the total value of foreign Investments In
Indonesia in that year.

In cumulative terms, I.e., from 1968 through
December 1992, the trends are similar. During
this period. more than one-half of both domestic
and foreign approved projects were In export
oriented activities, and the export value of these
projects amounted to 32-37 percent of the total
value of Investment projects approved by the
government.

It Is also interesting to note that Indonesia's
most important trading partners are also the most
significant investors in the country. Japan, the
United States, the EC, and the ASEAN countries
together made up 42 percent of total foreign
Investment approvals, Including Joint Investments.
In 1992. Over the period 1968-1992, the share of
these countries combined was a high 63 percent.

Foreign Investment data of the United States
as an investing country in Indonesia also point to
the high export orientation of U.S. affiliates. In
1989, almost one-half of total sales of U.S. affili
ates In Indonesia were sold as exports. and for
U.S. affiliates in the electronics and trade sectors,
exports made up 100 percent of total sales.211

Comparable data for Japanese affiliates are not as
detailed, but suggest that Japanese affiliates In
Asia are also involved to a substantial degree In
export activities. In 1990, almost one-half of total
sales of Japanese affiliates in Asia were sold as
exports.27

The data above suggest that although foreign
investments are less significant than domestic
Investments in terms of the number and value of
total projects, foreign Investments are more likely
to be involved in export-oriented activities than
are domestic operations. With respect to the
stock of investments, the share of foreign invest
ments in export activities is higher both In terms
of the number of projects and the export value of
the projects. Thus, the importance of foreign
firms to the export drive of the Indonesian econ
omy cannot be ignored, and, in fact. foreign
investments should continue to be encouraged as
part of the government's promotion of export



growth, particularly expansion of manufactured
exports.

To this end, It is Important for Indonesia to
move forward In Its reform efforts to liberalize
trade and Investment. Studies and surveys of
foreign firms Indicate that It Is not the availability
of generous Investment incentives that Is of
primary concern In the decision to invest In a
foreign country or not. Rather it Is the overall
openness and stability of the investment and
macroeconomic environment that Is Important In
making this decision. The ease with which
machinery, eqUipment, and components can be
imported are also of paramount Importance.
Therefore, while the Indoneslan government has
made significant strides on both the trade and
investment front In terms of liberalizing the econ
omy, it Is Imperative that this process continue.

FUTURE TRENDS IN INDONESIAN TRADE
POIJCY: ARE FURTHER REFORMS

WARRANTED?

The trend of trade liberalization In Indonesia
has come a long way, and much progress has
been made In Improving the trade environment of
the country. Both nominal and effective rates of
protection have declined over the past six years,
the incidence of nontarlff barriers has been re
duced, and the administration of the tax and
licensing systems have been streamlined.
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Yet more can be done to promote develop
ment and growth of exports in this country.
Ucensing arrangements continue to Inhibit trade
and production In a number of sectors, parti
cularly In agricultural products and raw materials.
The involvement of BULOG In the production,
marketing, and distribution of basic foods such as
rice, sugar, and wheat Is a case In point. In
addition, formal and informal quotas also plague
a number of sectors including the wood Indus
tries. In stili other industries, such as the dairy
and electronics Industries, local content schemes
limit the flexibility of domestic producers In sour
cing their Inputs, thus rendering their products
less able to compete In world markets.

That these nontariff elements of the Indonesian
trade framework Impact on the competitiveness of
Indonesian exports and hence, on the success of
the country's more outward-oriented, export
based development strategy, Is not going un
noticed. The keen interest of government officials
In the effective levels of protection suggest that
they are well aware of the Impacts of nontarlff
barriers, such as licensing arrangements and
export/Import restraints, on the cost of Imports
and their related Impacts on the competitiveness
of Indonesian products In world markets. More
over, Investment policies that Impact on trade
activities are also coming under the scrutiny of
Indonesian officials who recognize the linkages
that develop between Investment and trade.
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NOTES

1. This strategy fulfilled two goals-one economic and the other political. On the one hand, the focus
on import substitution implied an easing on the country's balance of payments as Imports were
replaced with domestically produced goods. At the same time, the protection of domestic manufac
turers helped to strengthen the political position of the newly Installed Suharto regime.

2. James, William E., Seljl Naya, and Gerald Meier. 1987. Asian Development: Economic Success and
Policy Lessons. San Francisco: University of Wisconsin Press.

3. The reforms included a simplification of the tax structure, as well as the administration of all tax
sources.

4. The 318 Items affected were in five product categories: (1) chemicals, pharmaceuticals, and
cosmetic products; (2) metal products; (3) textile products; (4) food and beverage Items; and
(5) raw and processed agricultural prodUcts.

5. United Nations. 1989. Traders' Manual for Asia and the Pacific: Indonesia. New York: UN.

6. When weighted by domestic production, the average tariff Increased from 18 to 19 percent In
addition, the dispersion of tariff rates widened. General Agreement on Tariffs and Trade (GATT).
1991. Trade Polley Review: Indonesia 1991. Geneva: GATT Secretariat.

7. Goods for which nontariff barriers were replaced with surcharges of 10-20 percent Include such
items as meat and fish preparations, cocoa and cocoa preparations, plastics especially polyvinyl
chloride, rubber tires, iron and steel tools, and watch straps, bands and bracelets.

8. Note, however, that these estimates may be biased as they were reported by a
government-sponsored organization.

9. While the HS system is an International coding system that Is harmonized at the slx-dlglt level
across all countries, individual countries typically employ a more dlsaggregated coding system. In
the case of Indonesia, the trade and tariff data are coded at the nlne-dlglt level. The conversion to
the nlne-dlgit HS system resulted In an Increase In the number of tariff lines from Just over 5,000 to
more than 9,100.

10. The duties referred to are inclusive of Import surcharges. This additional tax on Imports Is discussed
in subsequent pages of this study.

11. For example, it has been reported that about 60 percent of all tariff lines subject to binding under
GATT are bound at a rate that Is six times or more than the rate that Is currently applied. GATT,
Trade Policy Review: Indonesia 1991.

12. Import surcharges were, in fact, Introduced or increased on many goods with the May 1990 reform
package in which Import licensing regUlations on numerous prodUcts were eased. One could argue
then that Import surcharges have, In effect, facilitated the tarifflcation process in Indonesia.

13. The P4BM scheme, which was initiated in May 1986 and subsequently extended in December 1987
and 1988, was designed to encourage investment In particular industrie&-mOst notably the export
oriented industries. According to the scheme, Imports of materials and machinery by prodUcers
who export at least 65 percent of their output are not subject to Import licensing and quota
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arrangements. Other producers are subject to import duties, but can claim a refund on the duties
paid for imports used In the manufacture of exports.

14. Master lists are prepared by the Ministry of Industry on a case-by-case basis for each prodUct.
These lists are reviewed twice a year.

15. Because the price of local milk is higher than that of imported milk, the mixing requirement implies
an even higher level of protection to domestic milk producers in terms of value.

16. For example, in exchange for the purchase by Garuda (the state-owned airline) of nine Airbus A
330s from Airbus Industries, Airbus has agreed to purchase aircraft parts worth US$100 million over
the next 20 years. Fokker, a Dutch aircraft company, has also agreed to purchase components in
exchange for Garuda's purchase of twelve jets. A similar agreement worth US$57 million was
negotiated with General Dynamics, a U.S. firm.

17. For example, prescription pharmaceuticals can only be Imported If they incorporate high technology
that has been developed from the importer company's own research efforts. Otherwise, Import of
the prodUct can only be licensed to a domestic firm.

18. Confidential Report by the World Bank, May 25, 1993.
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19.

20.

21.

22.

23.

24.

25.

While the interest rates charged for export credits reflect market level rates of Interest, to some
extent the obligation of the banks to provide a minimum share of loans for the purpose of export
finance implies some benefit to exporters. This is especially the case for exporters who could not
otherwise obtain access to export credits.

It has been estimated that the largest benefits accrue to farmers growing tobacco and other estate
crops. The benefits of the subsidy are shared between the farmer and the fertilizer importer (PT
Pusri) or domestic fertilizer producer, although it Is unclear as to how the benefits are distributed.

Subsidies on pesticides were eliminated In January 1989. And more recently in Fall 1993, the
government announced an increase In the price of fertilizers.

In fact, a report by the World Bank notes that "water..Is the most subsidized of all agricultural Inputs
in Indonesia- (p. 93). World Bank. 1989. Forest Land and Water: Issues In Sustainable
Development. Report No. 7822-IND. Washington, D.C., World Bank.

Fane, George, and Chris Phillips. 1987. Effective Protection In Indonesia. Report submitted to the
Ministry of Industry, Government of Indonesia, Jakarta.

The basic formula used to estimate the effective protection rate of the particular sector Is:
ERP1 = Tj - I a...,L

1- IStI
Where ERP1 = effective rate of protection of jth sector

T
1

= tariff on jth good
T, = tariff on the Ith Inputs
StJ = input coefficient of jth good

In 1988 and 1989. for example, domestic Investment approvals amounted to Rp 14.3 and Rp 19.6
trillion, respectively.

····.'··..···.1·.·······

p.

i

j
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26. United States. Department of Commerce. 1991. U.S. Direct Investment Abroad. Revised 1988
Estimates. Washington, D.C.: Depanment of Commerce.

27. Japan, Ministry of International Trade and Industry. Various years. FOreign Activities of National
Firms, Nos. 3-12. Tokyo: MIT!.
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Appendix Table 1 Structure of Indonesian Trade. 1991 (percentage)

Exports

United
Work:t Japan States EC ASEAN

Agriculture and 11.3 7.0 11.9 23.2 16.7
food products

Raw materials 8.1 7.3 14.1 6.5 12.0
Minerai fuels 38.5 67.3 22.1 1.8 8.6
Basic metals 2.3 2.4 0.0 1.2 8.7
Chemicals 2.9 0.4 0.7 1.1 9.6
Resource-based manufactures 14.11 10.2 11.8 13.4 8.8
TextUes 6.2 0.9 2.5 12.3 20.2
Oothlng 8.0 1.5 16.9 22.3 6.6
Nonelectrical machinery 0.3 0.1 0.2 0.2 1.6
Electrical machinery 1.4 0.3 3.2 1.5 3.2
Transport equipment 0.6 0.1 0.3 0.8 0.7
Furniture. footwear. 6.4 2.5 16.4 15.9 3.4
precision Instruments. misc.

Total (USS thousands) 28.997 10.763 3.509 3.743 3,052

Imports

United
World Japan States EC ASEAN

Agriculture and 5.5 0.3 3.1 1.8 8.3
food products
Raw materials 7.0 1.6 12.5 3.2 3.7
MIneraJ fuels 9.0 0.8 3.5 0.4 40.8
BasIc fuels 7.8 11.1 3.4 4.1 3.2
Chemicals 13.6 9.9 15.1 15.7 16.4
Resource-based manufactures 5.5 4.1 3.7 6.1 3.6
Textiles 3.4 2.0 2.3 0.7 0.8
Clothing 0.1 0.0 0.0 0.0 0.1
Nonelectrical machinery 27.3 40.2 28.5 38.8 12.6
Electrical machinery 8.2 7.2 9.3 15.2 6.7
Transport equipment 9.2 18.3 14.2 11.7 1.5
Fwnlture. footwear. 3.6 4.5 4.4 4.4 2.3
precision Instruments. misc.

Total (USS thousands) 25.869 6.327 3.397 4,061 1,835

Source: United Nations. Community Trade Statistics database.
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Appendix Table 2 Nominal and Effective Rates of Protection (percentage)[I

198r 1989b 1990b

fJ
1-0

.~ Code Industry/sector NRP EAP RERP NAP EAP NRP EAP
-;!
iJ
-;;t 1 Paddy 10 24.1 9.1 10 24.1 10 24.1Ij
'1, 2 Maize 10 24.5 9.5 10 24.5 10 24.6

'n 3 Other cereals 5 8.8 -4.3 5 8.8 5 8.8
,!

Hand-pounded ricetl 4 10 10.7 -2.7 10 10.7 10 10.8;[j
\! 5 Cassava 0 0.9 -11.3 0 0.9 0 0.9,
.lj 6 Other tubers 30 35.1 18.7 30 35.1 30 35.1
.~ 7 Dried cassava 0 -1.1 -13.1 0 -1.1 0 -1.0
'.~

8 Peanuts 46 63.2 43.4 30 42.8 30 42.8n
;il

9 Soybeans 60 100.6 76.3 60 100.6 60 100.7~
'I' 10 Other beans 30 53.1 34.6 28 49.8 28 49.9

!t 11 Vegetables 21 28.4 12.9 21 28.4 21 28.4
·~l

12 Fruit 28 30.9 15.1 25 27.6 25 27.7;:
'Ii 13 Rubber 0 4.7 -8.0 0 4.7 0 49.9
"I 14 Sugarcane 33 89.5 66.6 10 44.5 10 44.6
.~ 15 Brown sugar 33 68.2 47.9 33 105.1 33 105.3
"'1,

16 Coconuts 0 3.2 -9.3 0 3.2 0 3.3l:
fi
:i

17 Coconut Oil 0 -2.1 -13.9 0 -2.0 0 -1.9
18 Palm oil 0 8.9 -4.3 0 8.9 0 9.1
19 Other fiber crops 14 18.8 4.4 4 6.9 4 6.9
20 Tobacco 14 36.0 19.5 14 35.9 14 36.2
21 Coffee 0 2.0 -10.3 0 2.0 0 2.1
22 Tea 0 2.1 -10.2 0 2.1 0 2.2

f: 23 Ooves 5 8.2 -4.9 5 8.3 5 8.3
(j, 24 Pepper -1 -0.1 -12.2 -5 -4.4 -5 -4.4-$

f~ 25 Nutmeg -19 -19.1 -28.9 -13 -12.2 -13 -12.2:;
26 Other estate crops 0 4.7 -8 -4 ~.4 -4 -0.3

J; 27 Other crops 12 15.2 1.3 5 7.4 5 7.4

~ 28 livestock 15 15.9 1.9 15 16.7 15 16.7
,f;

29 Slaughtering 24 69.6 49 28 114.9 27 108.2l'
~

'I 30 MUk livestock 100 600.0 600.0 100 600.0 31 600.0l:
I' 31 Poultry 22 28.6 13.1 17 20.6 17 20.7'!
:f 32 Other Ilvestoc~ products 24 27.0 11.7 17 18.5 17 18.5n
;'1 33 Wood and bamboo -18 -21.2 -30.8 -38 -42 -38 -42.0

34 Other forest products 0 -1.8 -13.7 -36 -40.4 -36 -40.4
'I

36 Marine fish. etc. 24 29.8 14.1 18 22.3 13 15.9.~.

37 Freshwater fish, etc. 29 33.8 17.7 29 34.3 29 34.3
{i 38 Dried smoked fish 21 25.3 10.2 23 30.9 22 30.8,~,

'I 39 Coal 3 1.1 -11.1 3 1.0 3 1.4{;

ri 40 Crude oil and gas 0 -0.8 -12.8 0 ~.8· 0 -0.7
p

:1 41 Iron sands -10 21.6 -31.1 -10 -21.7 -10 -21.3.,
I. 42 Tin ore -10 -18.3 -28.2 -10 -18.1 -10 -17.71 43 Nickel -10 -18.6 -28.4 0 -4.1 0 -3.8~,

'-~ 44 Bauxite 1 -1.4 -13.3 1 -1.4 1 -1.2I
t 45 Copper 0 -4.0 -15.6 -10 -17.1 -10 -16.8
;j
'I. 46 Gold and silver -2 -7.2 -18.4 -2 -7.2 -2 -6.7
i~

'j 47 Other metal ores 0 -3.9 -15.5 0 -3.9 0 -3.6
,'i
i

~ 24
;1
[
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Appendix Table 2 (continued)

198r 1989" 1"
1-0
Code Industry/sector NRP ERP RERP NRP ERP NRP ERP

48 Chemical and fertilizer ores 0 -1.0 -13.0 0 -1.0 0 -0.9
49 Salt 0 -3.8 -15.5 0 -2.8 0 -2.2
50 Asphalt 5 4.4 -8.2 5 4.4 5 4.5
51 Quarrying 10 10.7 -2.7 10 10.7 10 10.8
52 Processed meat 41 600.0 600.0 52 600.0 41 800.0
53 Mlkproducts 43 600.0 600.0 21 18.9 21 18.0
54 Processed vag. and fruits 0 21.2 -30.8 12 8.2 11 8.8
55 Processed fish. etc. 32 600.0 600.0 28 573.7 20 374.4
58 Refined vag. and animal oU 0 -3.7 -15.3 0 -3.8 0 -3.5
57 Mlled polish price 10 13.1 -0.8 10 13.1 10 13.3
58 Other meat cereals 4 -19.3 29.0 4 -19.8 4 -19.5
59 Wheat flours 0 600.0 600.0 0 600.0 0 800.0
60 Other flours 17 89.7 66.8 40 600.0 40 800.0
61 Bread and bakery products 40 107.6 82.5 50 372.9 44 307.2
62 Noodles. etc. 36 51.7 33.3 50 245.3 47 218.4
83 Sugar 67 800.0 800.0 37 248.8 37 2&2
64 Chocolate and cnfedlonery 32 139.9 110.9 43 600.0 35 523.2
65 Syrup 15 8.7 -4.4 30 89.3 30 8CJ.3
68 Ground coffee 29 176.3 142.9 29 176.9 29 177.4
67 Processed tea 0 -3.2 -14.9 0 -2.8 0 -2.4
68 Processed soybeans 12 -37.8 -45.1 35 8.7 35 9.0
69 Other foods 21 58.9 39.6 29 105.5 21 58.8
70 AnlmaJ feeds 12 47.8 29.9 12 29.9 12 31.1
71 Alcoholic beverages 61 115.4 89.3 51 88.7 38 83.3
72 Nonalcoholic beverages 30 85.7 83.2 50 600.0 45 800.0
73 Cigarettes 60 800.0 600.0 60 600.0 eo 800.0
74 Other processed tobacco 11 29.7 14.0 9 12.9 9 13.4
75 Spinning 24 120.0 93.4 18 57.8 11 34.0
76 W88'Ang 45 195.1 159.5 41 217.3 22 100.7
n Textile goods. not apparel 48 94.4 70.9 42 84.9 27 57.3
78 Knitting 27 24.9 9.8 17 3.5 12 43
79 Wearing apparel 34 39.1 22.3 24 18.5- 17 18.1
80 carpelS and rope, etc. 20 44.0 28.8 20 50.8 20 5U
81 Other textiles 9 -8.6 -19.7 14 8.8 11 10.2
82 Leather -15 3.8 -8.8 -48 -71.0 -48 -70.8
83 FootW88r. etc. 53 582.8 500.2 68 600.0 51 800.0
84 sawn processed wood -12 -13.4 -23.9 -30 -44.9 30 -44.7
85 Plywood 0 21.5 6.8 0 25.2 0 25.8
86 Wooden bUilding materials 28 177.3 143.7 25 506.2 21 4&8.9
87 Wooden furniture 49 383.4 324.9 48 600 37 800
86 Other wood products 11 83.9 44.1 11 180.5 11 181.1
89 WCNen goods. not plastic 26 116.8 90.6 10 64.9 10 65.3
90 Paper and paperboard 48 598.1 513.6 20 73.3 19 68.5
91 Paperboard and

paper products 30 44.8 27.2 24 69.9 24 73.2
92 Printing and publishing 5 -16.5 -28.6 25 -6.8 5 ~.8
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,il Appendix Table 2 (continued)Ii
j~
!.

n 198r 1989b 1990b
~J

1-0,[1
;j

Code Industry/sector NRP ERP RERP NRP ERP NRP ERP
11

:'r1 93 Basic chemicals 8 8.2 -4.9 7 6.4 6 5.2H
,'I 94 Fertilizers and pesticides 24 n.1 55.7 3 19.1 3 19.2!;

~ 95 Plastics, resin, fiber, etc. 15 55.4 36.6 6 14.9 6 15.3
;~ 96 Paints, lacquer, etc. 22 83.1 61.0 33 282.0 33 289.3
-~
['f; 97 Medicine 24 55.9 37.0 24 59.9 24 63.7
H 98 Oeanlng mat. and cosmetics 25 113.5 87.7 38 431.2 38 443.5:;;
,1: 99 Other chemical products 16 30.2 14.5 17 43.3 14 34.6;1
,";

101 011 refining 0 -2.2 -14.0 0 -2.1 0 -1.9-f
~j

;I~ 102 Uquld natural gas 0 0.5 -12.6 0 -0.5 0 -0.5.f
ij 103 Coal products 1 ·12.5 -23.1 5 2.9 5 3.7
;~~

104 Soaked remllled rubber 0 -3.3 -15 0 -2.9 0 -2.7'Ii
[~ 105 Tires 39 600.0 600.0 58 600.0 51 600
~1 106 Other rubber products 34 124.8 97.6 42 203.4 30 141.8

'I 107 Plastlcware 28 103.0 78.5 36 516.5 33 467.6
" 108 Ceramics and earthenware 65 600.0 600.0 55 444.8 37 288.7

,~ 109 Glass and glassware 41 138.9 110.0 44 165.4 33 120.4
II 110 Structural clay products 40 90.5 67.5 31 63.2 24 47.9
~~

111 Cement and lime 29 169.6 137.0 27 155.0 18 94.3l'
~i

112 Other nonmetallic products 26 47.5 29.7 30 62.7 24 51.4
i! 113 Basic Iron and steel 13 21.5 6.8 13 21.2 13 21.6,

'Po 114 Nonferrous basic metal 3 5.5 -7.3 2 0 2 0.3
;';

115 KItchenware 34 198.7 162.6 33 191.1 33 192.2,
'~
-~ 116 Agriculture, tools, and cutlery 37 89.3 66.4 48 153.2 46 143.6
,I

117 Metal fumlture, etc. 42 142.4 113.1 37 111.0 33 98.1,I!
.~ 118 Structural metal products 26 106.0 81.1 28 124.3 28 123.5
'~
,;ij 119 Other metal products 16 34.5 18.2 20 55.5 24 74.9
I, 120 Noneteetric machinery 33 166.4 134.2 31 138.4 28 120.4fl
'f 121 Electrical machinery 38 151.8 121.3 48 366.5 47 386.5-~
.J 122 Communications electronics 29 92.4 69.1 38 163.9 31 114.3
H

123 Household electrical equip. 55 600.0 600.0 44 362.7 40 325.1I!
/}

i: 124 Other electrical equipment 33 72.4 51.5 32 69.5 30 65.5
J

125 Batteries 59 600.0 600.0 54 600.0 28 600.0'i

,1
126 Shipbuilding 8 6.1 ~.7 0 -8.6 0 -8.1£I

'j

128 Motor vehicles, not motorcycles 75 498.3 425.5 79 600.0 79 600.0,{

'i

rj 129 Motorcycles 92 600.0 600.0 93 600.0 93 600.0

Jj
130 Other bikes 37 111.0 85.6 35 eo.8 31 66.8

I 132 Scientific equipment 10 8.9 -4.3 22 31.1 22 32.5
~ 133 Optical, photographic equip. 19 29.4 13.8 19 28.7 19 33.4'Iit

134 Watches and clocks 11 17.3 3.1 15 34.8 14 32.3~il
135 Jewelry 32 122 95.2 13 30.2 13 30.4Ii

I 136 Musical Instruments 49 135.6 107.1 47 127.2 39 102.4

A
137 Sports equipment 30 76.5 55.2 41 206.9 34 176.3

'I 138 Other manufacturing 44 146.4 116.6 31 82.6 29 79.3
;~

if
Notes: a. Source of estimates is Fane and Phillips (1989).~

1 b. Source of estimates is Republic of Indonesia, Ministry of Industry.,

1,
;)

26Ij
:I'

~
~

'I
fl



No.1

NO.2

No.3

No.4

No.5

No.6

No. 7

No.8

No.9

PREVIOUS PUBUCA110NS IN TliIS SERIES

OpportUnities and Challenges for Investors In the PhBlppmes
Victoria S. Llcuanan and Cecilia C. Carlos

OpportUnities for Foreign Investors In the Current and Future Macroeconomic and
RegUatory Framework In Indonesia
Roben McCleery with the assistance of Hadl Soesast1O

The Singapore Economy and Foreign Investment Opportunities
Chla SJow Yue

The Malaysian Economy and Business OpportU'lltles for Foreign Enterprises
M. AriIf and N. Danaraj

Investment Trends and the Business Environment In ThaIand
Wlsam PupphaveS8, Dararan Anantanasuwong, and KJlnkafIW ChlntBJeananda

Recent Reforms and Emerging Business Opportunltles In the Thai Ananclal SeMceS Sector
Kanjanee Ksngwenpomslrl

Refonns of the Ananclal Sector In Indonesia. 1983-1991
Anw8r NasutJon

The Regulatory Framework for Investors In Indonesia and Opponunltles for Investors
Robetr McCleery with the assistance of Hadl Soesastro and Janis Y. Togashl

Opportunities and Challenges for Investors In the PhBlppines (update of report no. 1)
Victoria S. Llcuanan and Cecilia C. Carlos

27



~ EAST-WEST CENTER

The U.S. Congress established the East-West Center in 1960 to foster mutual un
derstanding and cooperation among the governments and peoples of the Asia
Pacific region, including the United States. Officially known as the Center for Cul
tural and Technical Interchange Between East and West, it is a public. nonprofit
institution with an international board of governors. Principal funding for the
Center comes from the U.S. government, with additional support provided by
private agencies, individuals and corporations and more than 20 Asian and Pa
cific governments.

The Center promotes responsible development, long-term stability and human
dignity for all people in the region and helps prepare the United States for con
structive involvement in Asia and the Pacific through research, education and di
alogue. It provides a neutral meeting ground at which people with a wide range
~f perspectives exchange views on topics of regional concern. Some 2,000 schol
ars, government and business leaders, educators, journalists and other profession
als from throughout the region annually work with the Center's staff to address
topics of contemporary significance.


