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 The Journal of Developing Areas 30 (January 1996) 149-166

 Indonesia's Macroeconomic and

 Trade Performance

 YANA VAN DER MEULEN RODGERS

 Indonesia's remarkable macroeconomic and trade performance in the 1970s

 and 1980s has motivated comparison with the established Asian tigers and has
 provided strong evidence for economic-reform contributions to export-led growth. '
 In the 1970s, the Indonesian government took several largely unprecedented
 steps among developing countries, such as permitting free capital convertibility
 and implementing a major exchange rate devaluation to prevent Dutch Disease.

 During the 1 980s, this OPEC member and major international debtor faced severe
 world oil price, exchange rate, and interest rate shocks. Sensible policy changes

 and the promotion of nonoil exports prevented Indonesia from defaulting on its
 foreign debt obligations and from sliding into macroeconomic instability.

 This paper examines the links between Indonesia's growth, debt, and trade

 performances from 1970 to 1990 and compares Indonesia's macroeconomic
 performance to that of other Asian and debtor countries. While the development
 literature provides ample discussion of Indonesia's impressive export and economic
 growth performances,2 several puzzles remain. How much of Indonesia's rapid
 foreign debt accumulation actually financed current account deficits, and what

 share financed speculative short-term capital outflows? How much did the
 private sector contribute to strong investment growth in the 1980s? The salient
 analytical contribution of this paper lies in its decomposition analysis of Indonesia's
 external debt and domestic savings. The decompositions shed light on the puzzles

 and offer a closer scrutiny than previous studies of how Indonesia diversified the
 structural financing of its economic growth.

 The paper first examines Indonesian macroeconomic performance from 1970
 to 1990 in three subperiods with endpoints generated by trends in oil prices and
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 150 Yana van der Meulen Rodgers

 policy reforms.3 Led by high foreign borrowing and the 1973 and 1979 oil booms,
 Indonesia experienced strong economic growth and export performances during
 the Primary Boom Period from 1970 to 1981. Although real annual GDP growth
 averaged 8 percent, Indonesia lagged behind its neighbors in the transition from
 primary commodity exporter to manufactured goods exporter. In the Economic
 Retrenchment Period from 1982 to 1985, Indonesia's real annual GDP growth

 dropped to 4 percent and current account deficits worsened as the oil price
 declined and debt service costs increased. In the Nonoil Recovery Period from
 1986 to 1990, as the oil price stagnated, Indonesia's nonoil export sector
 surpassed oil in foreign exchange earnings, and average annual real GDP growth
 rose to over 6 percent.

 Next, a decomposition analysis of Indonesia's uses of external debt indicates
 that the financing of current account deficits cannot explain large proportions of
 rapid debt accumulation after 1970. From 1970 to 1978 and again after 1986, one-
 half or less of new external debt financed Indonesia's current account deficits. Up
 to 40 percent of debt flows in these subperiods financed short-term capital
 outflows. The open capital market and ineffective monetary policy instruments
 resulted in the Central Bank's having little control over capital flight. While
 current account deficits lessened during the 1970s as public and private savings
 both grew rapidly to catch up with strong investment growth, a slowdown in
 public savings during the Economic Retrenchment Period contributed to the
 resurgence of large current account deficits. A strong surge in private savings
 after 1986 helped Indonesia to finance rapid investment growth, to attain smaller
 current account deficits, and to average national savings rates of 30 percent.

 The paper concludes with a discussion of Indonesia's trade performance.
 Indonesia's real manufactured export growth of at least 28 percent per year
 during the 1980s rivaled its neighbors, and oil's contribution to total export
 earnings dropped from 82 to 39 percent between 1982 and 1989. Star performers,
 particularly plywood, textiles, and garments, responded favorably to the
 government' s price and investment incentives. Particularly rapid import growth
 in the late 1980s, however, constitutes a potential drawback for other developing
 countries in duplicating Indonesia's trade experience.

 Macroeconomic Indicators

 Primary Boom Period (1970-1981). Led by primary export recovery and high
 foreign aid from 1970 to 1972, the first oil boom from 1973 to 1978, and the
 second oil boom from 1979 to 1981, Indonesia experienced strong macroeconomic
 and export performances in the Primary Boom Period. Panel B, table 1 shows that
 in the early 1970s, following the IMF-sponsored stabilization program and debt
 negotiations, Indonesia's inflation rate dropped from near hyperinflationary
 levels to an annual average of 8 percent.4 Indonesia's high dollar oil earnings from
 the first OPEC price shock, however, contributed to average inflation rates of 22
 percent for the next five years. The 1978 preventive exchange rate devaluation
 helped Indonesia to restrain the erosion in relative export price incentives to less
 than 5 percent between the 1970-72 and 1979-81 periods, while Nigeria, a
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 TABLE 1

 INDONESIAN MACROECONOMIC INDICATORS, 1970-1990

 1970-72 1973-78 1979-81 1982-85 1986-90

 Panel A: Average Levels in Subperiods

 Population (millions) 122.5 134.4 147.3 159.8 174.9
 GDP/capita (US$) 80.4 254.8 486.3 555.8 504.1
 Exchange rate (rp/$) 389.9 419.5 627.3 926.8 1,645.0
 Real exchange rate index 85.4 67.2 82.4 88.8 178.3
 Money market interest rate - 10.7 14.1 14.8 13.9

 Panel B: Average Annual Percentage Rates of Change in
 Subperiods

 Indonesian real GDP 8.0 7.9 8.0 4.0 6.3
 Real Asian GDP 6.9 6.1 5.2 6.9 7.1
 Consumer price index 7.8 21.7 15.5 9.1 7.4
 Money + quasi money 44.1 33.2 36.8 24.5 29.9
 Oil price 22.2 43.2 39.2 - 5.6 - 2.4

 Panel C: Average Annual Ratios in Subperiods (Percentages)

 Debt service/exports 17.4 16.6 15.9 22.5 40.7
 Debt service/GDP 2.4 3.8 4.7 5.3 9.1
 Total exports/GDP 13.8 23.5 29.3 23.7 22.3
 Nonoil exports/GDP 7.8 7.5 8.0 5.9 12.2
 Total imports/GDP 12.3 14.9 14.5 16.1 16.6
 Current account/GDP - 3.5 - 1.6 1.8 - 4.3 - 2.7
 Government expenditures/GDP 15.1 21.2 25.0 22.9 22.1
 Government revenues/GDP 11.8 17.4 21.5 19.0 16.4
 Government borrowing/GDP 3.3 3.7 3.5 3.9 5.8
 Government borrowing/expenditures 21.7 17.4 14.0 17.1 26.1

 SOURCES: Indonesian Bureau of Statistics data tapes; International Monetary Fund (IMF), International
 Financial Statistics (Washington, DC: IMF, various years); Lazard Freres et Cie, Lehman Brothers, and
 S. G. Warburg & Co. Ltd., "The Republic of Indonesia" (mimeographed, October 1990); Wing Thye Woo
 and Anwar Nasution, "Indonesian Economic Policies and Their Relation to External Debt Management,"
 in Developing Country Debt and Economic Performance, vol. 3, ed. Jeffrey D. Sachs and Susan M.
 Collins (Chicago, IL: University of Chicago Press, 1989); World Bank, WorldDebt Tables (Washington,
 DC: World Bank, various years); World Bank, World Tables (Baltimore, MD: Johns Hopkins
 University Press, various years).
 NOTES: Real Asian GDP is an average for 19 Asian LDCs; 1970-74 interest rates are not available; real
 exchange rate base year is 1985; only merchandise trade is included; these are fiscal year govemment
 figures.

 country with comparable export composition, allowed its real exchange rate to
 appreciate 60 percent during the 1970s.5 Indonesia's exchange rate management
 contributed to a slight increase in the nonoil export/GDP ratio in 1979-81, while
 Nigeria experienced tradables sector stagnation and later debt-servicing difficulties.
 The second oil price shock led Indonesia's total export/GDP ratio to peak at
 almost 30 percent and contributed to current account surpluses at 2 percent of
 GDP.

 Fueled by the oil booms, real economic growth during the Primary Boom
 Period averaged 8 percent annually and outperformed the Asian average. Rapid
 industrial sector growth, particularly in manufacturing, led to the transformation
 of Indonesia's production structure. Table 2 shows that by the years 1979-81,
 industry had replaced agriculture as the largest economic sector. The industrial
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 152 Yana van der Meulen Rodgers

 TABLE 2

 INDONESIAN GDP COMPOSITION AND REAL GROWTH, 1970-1990

 (In Percentages)

 1970-72 1973-78 1979-81 1982-85 1986-90

 Panel A: Structure of Production (Average Shares of GDP)

 Agriculture /GDP 42.0 31.1 24.9 23.2 23.4

 Industry /GDP 21.6 33.0 40.2 38.2 36.8
 Manufacturing /GDP 10.1 10.4 12.2 13.8 18.0
 Services /GDP 36.4 35.8 34.9 38.6 39.8

 Panel B: Average Annual Real Growth in Production

 Agriculture 3.8 4.0 6.1 3.0 3.2
 Industry 12.9 9.9 5.6 4.3 7.0
 Manufacturing 9.1 14.0 15.7 14.6 10.7
 Services 7.0 9.3 9.9 5.9 7.3
 Total GDP 8.0 7.9 8.0 4.0 6.3

 Panel C: Structure of Demand (Average Shares of GDP)

 Private consumption 77.4 67.0 59.0 60.1 56.7
 Gross domestic investment 16.1 19.4 23.9 27.7 32.6
 Government consumption 9.0 10.2 11.0 10.8 9.5
 Net exports - 2.5 3.4 6.1 1.4 1.2

 Panel D: Average Annual Real Growth in Demand
 Private consumption 2.8 4.3 4.8 5.6 4.5
 Gross domestic investment 26.7 9.8 24.0 2.6 12.3
 Government consumption 16.4 14.0 6.4 4.5 1.6
 Net exports -16.0 261.6 - 4.4 185.7 -88.8

 Total GDP 8.0 7.9 8.0 4.0 6.3

 SOURCES: World Bank, World Tables; IMF, International Financial Statistics.
 NOTES: Industry includes mining, manufacturing, construction, and utilities; and services include trade,
 transport, communication, financial services, and other community services.

 transformation also occurred on the demand side as investment growth outpaced
 private and public consumption.

 Indonesia experienced rapid external debt accumulation in the early 1970s
 relative to both problem and nonproblem debtor countries with similar export
 composition or geographical characteristics. Table 3 shows that from 1970 to
 1972, Indonesia had among the highest debt/export and debt/GDP ratios. High

 borrowing at concessional terms from the Inter-Governmental Group on Indonesia
 and improved creditworthiness after the first oil boom led to the rapid debt
 accumulation in the 1970s. Although Indonesia's relative debt indicators still
 exceeded most of the debtors from 1973 to 1978, they improved as real GDP and
 exports expanded. By the 1979-81 period, Indonesia's debt/export ratio compared
 favorably with nonproblem debtors and appeared considerably more manageable
 than that of Mexico and the Philippines.

 Economic Retrenchment Period (1982-1985). In the Economic Retrenchment

 Period from 1982 to 1985, the oil price fell on average 6 percent per year and the
 average current account deficit hit a trough of 4 percent of GDP. Restraint in
 import expenditures did not match the decline in export revenues, and foreign
 borrowing increased to fill the gap. The second major devaluation in 1983,
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 TABLE 3

 COUNTRY COMPARISONS OF DEBT INDICATORS, 1970-1990

 (In Percentages)

 1970-72 1973-78 1979-81 1982-85 1986-90

 Panel A: Average Annual Total External Debt to Export Ratios

 Indonesia 288.2 154.9 101.4 141.2 248.8

 Problem debtors

 Mexico 232.7 303.0 298.2 325.8 347.4

 Nigeria 45.0 28.7 54.4 150.5 348.5

 Philippines 117.7 135.2 232.5 337.9 291.8

 Nonproblem debtors

 Colombia 169.7 135.3 156.1 271.1 244.6

 India 365.0 235.8 186.9 270.7 327.5

 Korea 159.9 103.9 132.4 140.0 65.8

 Panel B: Average Annual Total Extemal Debt to GDP Ratios

 Indonesia 42.2 35.2 30.0 34.2 59.3

 Problem debtors

 Mexico 15.1 22.8 30.3 54.6 59.9

 Nigeria 4.4 5.1 11.1 21.6 95.1

 Philippines 24.2 28.9 53.5 76.2 79.5

 Nonproblem debtors

 Colombia 23.3 21.7 21.9 32.1 43.7

 India 14.3 13.8 12.4 16.9 22.7

 Korea 26.2 31.2 43.3 49.2 25.0

 Panel C: Average Annual Real GDP Growth Rates

 Indonesia 8.0 7.9 8.0 4.0 6.3

 Problem debtors

 Mexico 6.7 5.9 8.8 0.4 1.3

 Nigeria 10.6 4.2 0.4 - 0.1 3.8
 Philippines 5.2 6.2 4.7 - 2.3 4.5

 Nonproblem debtors

 Colombia 6.9 5.3 3.9 2.4 4.6

 India 2.1 4.8 2.6 5.1 5.8

 Korea 8.2 11.2 3.7 8.9 10.2

 SOURCES: IMF, International Financial Statistics; World Bank, World Tables and World Debt Tables.

 NOTE: Exports include goods and services. I chose the sample from World Bank lists of moderately and
 severely indebted countries, and countries with debt-servicing problems.

 supported by new monetary policy instruments to control money growth, aimed
 to realign the real exchange rate.

 Indonesia's average annual real GDP growth fell by half and dropped
 considerably behind other Asian countries. While production growth slowed
 across sectors, real manufacturing production growth still averaged 15 percent
 per year. Fiscal retrenchment is reflected in the slowdown of gross domestic
 investment and government consumption. In response to lower oil revenues, the
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 154 Yana van der Meulen Rodgers

 government cut expenditures on large capital-intensive projects, so that between

 1982 and 1986 the ratio of actual to planned capital expenditures fell from 1.54

 to 0.65.6

 As total export eamings declined with the oil price crash and debt costs

 increased with higher world interest rates, the debt service/export and debt

 service/GDP ratios both worsened. As with other problem and nonproblem

 debtors, Indonesia's total debt/export and total debt/GDP ratios increased relative

 to the 1979-81 period. However, both figures were considerably lower than those

 of Mexico and the Philippines. Finally, the three problem debtors had negative or

 stagnant economic growth while Indonesia's real GDP growth still averaged 4
 percent annually.

 Nonoil Recovery Period (1986-1990). Improvements in real income growth
 and the current account, fueled by nonoil export growth, mark the Nonoil
 Recovery Period. The oil price fell 35 percent in 1986 alone and maintained low

 levels for the remainder of the 1980s. The third major devaluation in 1986,

 combined with lower inflation, caused the real exchange rate index to double; the

 nonoil export/GDP ratio also doubled, from 6 to 12 percent.7 Even though the

 government allowed the rupiah to depreciate more rapidly and the money supply
 growth rate to increase, Indonesia still achieved lower inflation rates relative to

 the previous period. A small decline in the fiscal expenditure share of GDP and

 government price controls on several key commodities and services help to
 explain the decline in inflation.8

 Between the 1979-81 and 1986-90 periods the average annual share of

 government expenditures financed by foreign borrowing rose from 14 to 26
 percent, indicating the contribution of continued foreign aid in lessening the
 austerity of budget cuts. In effect, Indonesia's balanced budget requirement did
 not act as a binding constraint on government expenditures; the rule simply forced
 the government to rely on the foreign credit market to finance excess expenditures.

 Manufacturing production continued to record strong real growth and reached
 an 18 percent share of total production. By 1990 the share of the labor force in
 agriculture dropped to 49.9 percent from 56.3 percent in 1980, and in manufacturing
 it rose to 11.6 percent from 9.1 percent in 1980.9 Gross investment grew over 12
 percent per year in the late 1 980s, reaching one-third of aggregate demand. Heavy

 foreign investment, especially by the Japanese, had a major role in this structural
 transformation. During the 1970s and early 1980s, Japan invested more in
 Indonesia than in Malaysia, the Philippines, or Thailand, but most of the investment
 targeted natural resource extraction.'0 With Indonesia's policy reforms in the
 1 980s and competitive wage bills, Japanese investment in Indonesia switched to

 more unskilled labor-intensive manufacturing industries, particularly textiles
 and plywood. By 1 9 8 6 foreign companies inj oint ventures with private Indonesian
 firms produced almost one-third of textile output and over 40 percent of footwear
 output."I

 Debtor countries, both problem and nonproblem, had higher debt/export and
 debt/GDP ratios in the late 1 980s compared to the early 1 970s, with the exception
 of Korea, which paid down its outstanding debt during the 1980s."2 Indonesia's
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 accelerated debt stock accumulation after 1986 reflects increased foreign borrowing
 to offset the oil revenue shortfall, as well as the higher value of Indonesian debt

 following the appreciation of the yen and other nondollar currencies. Both
 Indonesia's debt/export and debt/GDP ratios almost doubled relative to the
 previous period, and debt service burdens also increased rapidly after 1986. The
 rise in debt indicators brought Indonesia closer to standards set by problem

 debtors and may signal future problems. Among comparison countries, however,
 Indonesia's average annual real income growth of 6 percent was exceeded only

 by Korea, and Indonesia maintained punctual debt repayments throughout the
 international debt crisis period. These performance indicators suggest that
 Indonesia managed the external shocks more sensibly than other debtor countries.

 Decomposition Analysis of External Debt and Domestic Savings

 How did Indonesia use its rapid debt accumulation in the 1970s and 1980s?
 Manipulation of the balance-of-payments accounts yields the following identity
 which decomposes the uses of foreign debt:'3

 Total Net Current Foreign Other Long- Other Short- Direct
 Debt = Account + Exchange + Term Capital + Term Capital - Foreign

 Flow Deficit Accumulation Outflows Outflow Investment

 The identity indicates that new flows in net foreign debt (disbursements minus
 amortization of long-term and short-term debt) plus other long-term direct
 foreign investment finance current account deficits, official foreign exchange
 reserve accumulation, and other net long-term and short-term capital outflows. 14

 Other net short-term capital outflows include any short-term capital flows by
 the private sector, net of short-term debt flows, and errors and omissions in the
 balance-of-payments accounts. I use the net short-term capital outflows entry to
 approximate for short-term capital flight, even though it may reflect some long-
 term capital outflows that were included under errors and omissions. This capital-
 flight approximation is based on balance ofpayments figures and does not include
 estimates for private capital flight from smuggling, underinvoicing of exports, or
 overinvoicing of imports.'5 Thisflow analysis does not capture increases in the
 dollar value of Indonesia's total debt stock following the yen appreciation vis-a-
 vis the dollar after 1985. The long-term and short-term capital outflow terms do
 not include the increased dollar value of the debt stock following the exchange
 rate realignment.

 Panel A, table 4, shows that from 1970 to 1978, less than one-half of new
 external debt financed Indonesian current account deficits. Between 1970 and
 1972 over one-half of debt financed other net long-term capital outflows, and
 short-term capital flowed into rather than out of Indonesia. From 1973 to 1978,
 short-term capital flight from Indonesia accounted for just under one-third of new
 debt. The Central Bank's credit ceilings on commercial banks, plus relatively low
 domestic demand deposit rates, encouraged many Indonesian firms to hold their
 funds abroad.'6 Commercial banks also found it profitable to hold balances
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 156 Yana van der Meulen Rodgers

 TABLE 4

 EXTERNAL DEBT AND DOMESTIC SAVINGS, 1970-1990

 1970-72 1973-78 1979-81 1982-85 1986-90

 Panel A: External Debt Decomposition (Millions US$)

 Total net debt flow 2,056 9,429 4,323 10,580 22,550
 Current account deficit 1,016 3,358 - 3,425 15,441 11,502
 Foreign exchange accumulation 324 2,247 3,676 - 179 2,260
 Other net long-term capital outflows 1,283 2,125 - 763 - 3,961 2,654
 Other net short-terrn capital outflows - 173 3,000 5,373 270 8,643
 Discrepancies 35 - 1 1 58 485
 Direct foreign investment - 429 -1,300 - 539 - 1,049 - 2,994

 Panel B: Domestic Savings (Billions Rupiah)

 Private savings 1,097 8,853 19,308 45,014 155,820
 Public savings 398 6,994 16,346 32,076 69,732
 Gross domestic investment 1,892 17,279 33,513 90,414 243,839
 Current account deficit 397 1,432 - 2,141 13,324 18,287

 Panel C: Domestic Savings (Percentage GDP Shares)

 Private savings 9.3 10.0 13.8 13.6 20.5
 Public savings 3.3 7.8 11.8 9.7 9.5
 Gross domestic investment 16.1 19.4 23.9 27.7 32.6

 Current account deficit 3.5 1.6 - 1.8 4.3 2.7

 SOURCES: IMF, International Financial Statistics; World Bank, World Debt Tables and World Tables.
 NOTES: Subperiod figures in panels A and B are cumulative. Discrepancies include rounding errors, World
 Bank debt flow corrections for 1970 and 1983-90, and IMF balance-of-payments corrections for 1989 and
 1990. Total net debt flows include long- and short-tern debt.

 abroad if they had funds that exceeded the imposed credit ceilings.'7 The open
 capital market and ineffective monetary policy instruments led the Central Bank
 to have little control over capital flight.

 During the second oil boom, the pace of debt accumulation lessened. New debt

 and current account surpluses financed reserve accumulation, although a larger
 proportion financed short-term capital flight. How do net short-term capital
 outflows from Indonesia of 5.4 billion dollars from 1979 to 1981 compare with
 those of other debtor countries? Previous estimates indicate that Brazil, Chile,
 Korea, and Peru each had net short-term capital inflows from 1979 to 1981, and
 Uruguay had a relatively small capital flight of 99 million dollars. Argentina,
 Mexico, and Venezuela each had higher capital flight than Indonesia, with 9.3,
 17.8, and 6.0 billion dollars.'8

 In the Economic Retrenchment Period from 1982 to 1985, Indonesian current
 account deficits accumulated faster than new foreign borrowing. Foreign exchange
 reserves were depleted, other long-term capital was repatriated from abroad, and
 short-term capital flight abated relative to the large increase after 1973. The
 capital movements resulted mostly from firms, banks, and individuals moving
 their funds back into Indonesia to invest in financial and real assets, particularly
 as domestic credit availability tightened. Finally, in the late 1980s Indonesia
 experienced an extremely large accumulation of foreign debt, one-half of which
 financed current account deficits, and almost 40 percent of which financed short-
 term capital outflows. Speculative outflows in response to devaluation expectations

This content downloaded from 
�������������128.6.45.205 on Sun, 06 Nov 2022 02:44:26 UTC�������������� 

All use subject to https://about.jstor.org/terms



 Indonesia's Macroeconomic and Trade Performance 157

 in the late 1 980s contributed to the high short-term capital figure. Over one-half

 of the debt flow increase in 1990 alone is explained by short-term borrowing.

 Rapid stock market growth following deregulation in the late 1980s may have

 prompted the short-term debt accumulation.

 Panels B and C, table 4, further decompose the foreign borrowing that did

 finance current account deficits into the gap between domestic savings and

 investment. During the Primary Boom Period, current account deficits lessened

 as private and public savings both grew rapidly to catch up with strong investment

 growth. During the Economic Retrenchment Period, as the investment share of

 GDP continued to rise, a slowdown in public savings contributed to the resurgence
 of large current account deficits. The 2 percentage point decline in the public

 savings share of GDP reflects the government's loss of oil revenues. Finally,

 private sector savings surged after 1986 to finance rapid investment growth,

 helping Indonesia to attain smaller current account deficits and an average

 national savings rate of 30 percent. Banking sector deregulation and more

 widespread access to financial services help to explain the private savings surge.
 A comparison of Indonesia's lending rate with the world interest rate provides

 insight into why short-term borrowing increased so rapidly in the late 1980s.'9
 Table 5 indicates that after 1987, the gap between Indonesia's lending rate, the

 foreign interest rate, and the rate of rupiah depreciation increased dramatically as
 the government stopped using large devaluations. The reversal increased the
 relative cost of borrowing domestically. Also, after 1987 the real cost of borrowing
 abroad at commercial rates dropped sharply as the rupiah's real value appreciated.

 Indonesia's experience conforms with the stylized fact that the current account
 deficit often worsens as public savings fall.20 Indonesia's experience, however,
 counters a second stylized fact that countries often reduce current account deficits
 through curtailments in total investment and fiscal spending. The decomposition
 points to the responsibility of high investment financed by sharply increased
 private savings in generating current account deficits after 1986. If the private
 sector made productive investments with quick returns, Indonesia can maintain
 a sustainable level of debt despite the large increase in foreign borrowing after 1986.

 TABLE 5

 COST OF FOREIGN CAPITAL, 1986-1990

 Indonesian Exchange Real Cost of
 Lending Foreign Rate Domestic Interest Rate ForeignYear

 Rate Interest Rate Depreciation Inflation Difference Borrowing

 Year (a) (b) (c) (d) (a-b-c) (b+ c-d)

 1986 21.5 6.9 15.5 5.9 - 0.9 16.4
 1987 21.7 7.2 28.2 9.2 -13.7 26.2
 1988 22.1 8.0 2.5 8.0 11.6 2.5
 1989 21.7 9.3 5.0 6.5 7.4 7.8
 1990 20.6 8.3 4.1 7.4 8.2 5.0

 SOURCE: IMF, International Financial Statistics.
 NoTE: The foreign interest rate is the three-month LIBOR on US$ deposits.

This content downloaded from 
�������������128.6.45.205 on Sun, 06 Nov 2022 02:44:26 UTC�������������� 

All use subject to https://about.jstor.org/terms



 158 Yana van der Meulen Rodgers

 Trade Performance and Concluding Remarks

 Table 6 indicates that until 1979, Indonesia's manufactured exports constituted

 less than 2 percent of total exports, well below figures for Korea, Malaysia, the
 Philippines, and Thailand. Figure 1 clearly shows that oil and gas revenues
 constituted the largest share of total export earnings. The sharp oil price decline

 between 1982 and 1986, from approximately 35 to 12 dollars per barrel, however,

 led the oil and gas export share to fall almost 30 percentage points from a peak
 82 percent. Nonoil exports fueled the export recovery after 1986. Real nonoil

 export growth of 17 percent per year and real manufactured export growth of 31
 percent per year from 1986 to 1990 outperformed most neighbors. By 1990,

 Indonesian manufactured exports' share of total export revenues had risen to over

 one-third, and nonoil exports had surpassed oil as the main contributor to export
 earnings.

 Figure 2 illustrates manufactured exports' rapid growth and structural change.

 In 1975, several machinery, equipment, and chemical industries dominated the
 relatively small manufactured export sector. Ten years later, plywood, textiles,
 and garments had emerged as the leading manufactured exports. As shown in

 TABLE 6

 REGIONAL COMPARISON OF EXPORT COMPOSITIONS AND GROWTH, 1970-1990
 (In Percentages)

 Country 1970-72 1973-78 1979-81 1982-85 1986-90

 Panel A: Average Annual Nonoil Export Shares of Total Exports

 Indonesia 57.0 33.0 27.0 24.9 54.4

 Korea 98.9 98.5 99.6 97.7 98.6
 Malaysia 91.8 88.7 76.8 70.3 82.0

 Philippines 98.4 99.1 99.5 98.8 98.1
 Thailand 99.2 99.5 100.0 99.6 99.2

 Panel B: Average Annual Manufactured Export Shares of Total Exports
 Indonesia 1.7 1.6 2.8 8.0 28.1
 Korea 80.6 85.3 89.8 91.3 92.7
 Malaysia 9.1 15.6 19.0 25.5 41.7
 Philippines 8.0 21.6 38.8 53.0 60.8

 Thailand 11.6 19.0 26.9 33.1 54.1

 Panel C: Average Annual Real Nonoil Export Growth

 Indonesia 6.2 15.8 -4.2 5.5 17.2
 Korea 34.1 28.5 6.0 7.3 14.2
 Malaysia - 2.6 14.5 -1.1 4.2 15.5
 Philippines - 4.9 10.8 6.8 -6.5 10.6
 Thailand 17.9 14.2 6.9 -0.8 23.8

 Panel D: Average Annual Real Manufactured Export Growth

 Indonesia 51.0 23.0 32.4 28.1 31.4

 Korea 40.3 29.5 7.0 8.2 14.2
 Malaysia 18.9 27.0 6.1 14.5 21.8
 Philippines 4.5 37.2 17.8 - 0.8 12.8
 Thailand 65.6 22.2 11.8 8.7 36.7

 SOURCES: Indonesian Bureau of Statistics data tapes; World Bank, World Tables; IMF, International
 Financial Statistics.

 NOTES: Average annual growth rates are calculated from real export revenues in 1985 U.S. dollars. The
 annual U.S. producer price index is the nonoil export earnings deflator.
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 panel A, table 7, real textiles and garments earnings grew by 43 percent per year
 from 1982 to 1985, from a sizable base of 166 million current 1985 dollars, and
 by 35 percent per year after 1986. Real plywood earnings rose at an annual
 average of 46 percent during the early I 980s and 23 percent per year during the
 latter 1980s, leading Indonesia to rank as the world's largest plywood exporter by
 value. Plywood's rising export share, however, stabilized in the late 1980s as
 textiles, garments, and footwear, grew more rapidly.

 Large exchange rate devaluations in 1978, 1983, and 1986 improved domestic
 price incentives and had a significant impact on manufactured exports.' By 1990
 Indonesia's real effective exchange rate index exceeded the next closest competitor
 by a factor Of tWO.22 Increased domestic and multinational investment following
 improvements in the investment climate also made a significant contribution to
 Indonesia's manufactured export growth. To further stimulate manufactured
 exports, Indonesian firms broadened their export markets in Japan and the United
 States to include other Asian countries, particularly Korea, Hong Kong, and
 Taiwan.

 The Indonesian government's log export ban to increase domestic value added
 in wood-processing industries largely explains the rapid plywood growth.
 Indonesia's tropical forest coverage ranks third in the world behind Brazil and
 Zaire. While the government controls the country's forest resources, it grants
 concessions to private companies for logging and processing. Between 1980 and
 1985 the government progressively raised export taxes on logs and allocated
 export quotas only to those logging concessions that also had infrastructure to
 process the wood. After 1985 no tropical logs were allowed to leave Indonesia at all.
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 TABLE 7

 AVERAGE ANNUAL REAL TRADE GROWTH, 1975-1990
 (In Percentages)

 1975-78 1979-81 1982-85 1986-90

 Panel A: Export Revenues

 Oil and Gas 11.9 0.1 - 6.9 2.3

 Nonoil exports 19.4 - 4.2 5.5 17.2

 Agriculture 21.3 -10.0 5.6 4.8

 Rubber 18.4 - 6.0 - 4.9 1.1

 Fish and shrimp 21.8 - 7.0 2.2 29.9

 Coffee 60.2 -20.4 11.3 - 9.8

 Vegetable oils 3.8 -24.5 32.1 - 2.1

 Tea, spices, cocoa 24.2 - 8.4 10.9 3.5

 Other agriculture 6.5 2.2 5.5 9.3

 Miningandwood 15.7 - 4.8 -11.9 5.3

 Sand, clay, coal - 5.7 52.4 38.0 26.8
 Tin 47.5 3.9 - 15.2 - 8.6

 Aluminum 4.3 36.5 350.7 - 5.3

 Metal ores - 17.4 28.7 - 7.5 17.3

 Logs 17.3 -19.7 - 68.5 -100.0
 Sawnwood 31.1 21.5 - 0.1 0.9

 Manufactures 28.9 32.4 28.1 31.4

 Plywood 165.0 81.0 45.7 23.3
 Textiles and garments 58.5 64.8 43.0 34.7

 Footwear 60.8 25.3 25.8 129.7

 Chemicals 23.8 - 6.1 32.8 21.3
 Machinery and equipment 22.5 15.8 - 11.8 27.1

 Other 19.9 33.8 4.8 45.2

 Total exports 13.6 - 0.9 - 3.7 7.9

 Panel B: Import Expenditures

 Oil and gas 28.6 4.8 - 2.4 13.8

 Nonoil imports 4.1 10.5 - 7.3 14.5

 Agriculture 15.9 1.9 - 13.8 9.6

 Mining and wood 8.7 32.6 9.7 24.3

 Manufactures 1.6 13.3 6.6 14.8

 Chemicals and plastics - 7.9 18.1 0.8 9.4

 Metals - 0.9 15.7 - 9.5 8.3

 Industry specific machinery - 5.4 17.7 - 10.7 38.3
 Motorvehicles 7.4 - 9.1 -33.4 2.4

 Other machinery and equipment 5.8 16.1 - 3.2 14.4

 Other manufactures 8.6 13.8 - 12.5 20.0

 Total imports 6.2 9.8 - 6.7 14.4
 SOURCES: Indonesian Bureau of Statistics data tapes; IMF, International Financial Statistics.
 NOTES: The table calculates average annual growth rates from real export revenues (import expenditures)
 in 1985 U.S. dollars. The annual U.S. producer price index deflates nonoil exports (imports), and the
 official Indonesian oil price deflates oil exports (imports). Metal ores include other metals.

 The export ban caused an excess supply of logs on the domestic market, and

 the resulting 20 percent decline in the domestic log price subsidized log input

 purchases for downstream industries. Even though plywood exports grew rapidly,
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 SOURCES: Indonesian Bureau of Statistics data tapes; International Monetary Fund.

 the log export ban caused extremely large foreign exchange losses, as real export
 earnings from logs, sawnwood, and plywood did not catch up to their peak 1979
 levels until 1988. Estimates of forgone foreign exchange earnings up to 1987

 range from two to three billion dollars; another study estimates that through the
 mid-1980s Indonesia lost four dollars in forgone log export earnings for every

 dollar earned from plywood exports.23 Despite the scale of projected losses, late
 in 1989 the Indonesian government placed a prohibitive export tax on most types

 of sawnwood to promote industries further downstream.
 The dramatic change in Indonesia's mining and wood export composition

 shown in figure 3 reflects these restrictive government policies. While log
 exports constituted almost two-thirds of mining and wood export earnings in

 1975, their share dropped to zero by 1985 following the progressive log export
 ban. Although real sawnwood export earnings rose after 1984 as producers
 developed the necessary infrastructure to process the wood, earnings fell sharply

 following the prohibitive 1989 export tax.
 Figure 4 illustrates that rubber and coffee earned the highest agricultural

 export revenues from 1975 to 1990, leading Indonesia to rank as the world's
 second-largest rubber exporter and the third-largest coffee exporter by value.
 Rubber exports contributed almost 40 percent of agricultural export revenues in
 the mid-1970s, but by 1990 the share had fallen by almost one-half. Synthetic
 rubber prices dropped after 1982 as the world price of the main input (petroleum)
 fell, encouraging world producers to substitute synthetics for natural rubber.
 External conditions strongly influenced coffee exports as well. To lessen wide
 coffee price fluctuations, most coffee-exporting and -importing countries signed
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 SOURCES: Indonesian Bureau of Statistics data tapes; International Monetary Fund.

 the International Coffee Agreement in 1980. The agreement stabilized the world

 price until it collapsed in 1989, creating a supply glut and sharp price fall.24
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 The underlying theme of Indonesia's import experience between 1975 and

 1990 is continuity. Figures 5 and 6 indicate that the composition of import

 expenditures remained much the same, with manufactured imports, particularly

 chemicals, basic metals, and machinery and equipment, constituting at least 64

 percent of total imports. Rice imports explain high agricultural shares in total

 import expenditures in the 1 970s. Indonesia constituted one of the world's largest

 rice importers until the early 1980s when it became self-sufficient in rice

 production. Domestic investment demand rather than consumer demand drove

 import growth. Already in the 1 970s the government distorted price incentives to

 artificially encourage imported capital and intermediate imports while it restricted

 or eliminated many imported consumer goods.25
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 Fig. 5. Level and Composition of Total Import Expenditures (Constant 1985 US$)
 SOURCES: Indonesian Bureau of Statistics data tapes; International Monetary Fund.

 Import expenditures declined sharply in the early I 980s as oil export earnings
 collapsed. Panel B, table 7 reports that real import expenditures, which had grown
 1 0 percent annually during the second oil boom, fell by almost 7 percent per year
 from 1982 to 1985. With strong nonoil export growth after 1986 and heavy
 foreign borrowing, however, real imports grew over 14 percent annually after
 1986. Import recovery after 1986 is consistent with the rapid growth of investment
 in manufactured export industries, especially in textiles, leather, and paper. After
 1986, real industry specific machinery imports, which include textile, leather,
 paper, and pulp mill equipment, grew 38 percent per year. The late 1980s surge
 in real imports added pressure to the current account deficit as debt service costs
 increased and easy foreign exchange earnings from oil dwindled. Between 1986
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 SOURCES: Indonesian Bureau of Statistics data tapes; International Monetary Fund.

 and 1990 Indonesia's import share of GDP jumped from 13 to 20 percent. The
 increase matched changes for problem debtors Mexico, Nigeria, and the
 Philippines, and exceeded changes in import shares for nonproblem debtors
 Colombia, India, and Korea.26

 Hence nonoil export growth constitutes the most significant aspect of
 Indonesia's trade experience in the 1 980s. Diversification of both export products
 and markets allowed Indonesia to gain more stable foreign exchange earnings to
 finance external debt and import payments. The rapid growth in capital imports
 after 1986, combined with Indonesia's rising debt indicators, however, may form
 a less enviable aspect of Indonesia's macroeconomic and trade experience. Other
 developing countries may aim to replicate the rapid growth of labor-intensive
 manufactured exports without such heavy reliance on imported capital and
 foreign borrowing.

 Indonesia's accelerated debt accumulation after 1986 reflects the need to

 offset oil revenue shortfalls, higher dollar values of new debt inflows following
 world exchange rate realignments, and an escalation in short-term borrowing as
 domestic investment opportunities proliferated following deregulation. A surge
 in private savings after 1986 contributed to strong investment growth and
 improvements in the current account. Rising debt indicators and heavy short-term
 capital outflows, illustrated in the decomposition exercise, both brought Indonesia
 closer to standards set by problem debtors. Indonesia, however, recorded higher
 economic growth rates and better debt repayment records than other debtor
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 countries. Despite a turbulent international environment, sensible policy reforms
 helped Indonesia to achieve an impressive economic performance.

 NOTES

 1. For example, see Bela Balassa, "The Lessons of East Asian Development: An Overview,"

 Economic Development and Cultural Change 36 (April 1988): 273-90; and Chung H. Lee and Seiji

 Naya, "Trade in East Asian Development with Comparative Reference to Southeast Asian
 Experiences," Economic Development and Cultural Change 36 (April 1988): 123-52.

 2. For example, Anne Booth, ed., The Oil Boom and After: Indonesian Economic Policy and
 Performance in the Soeharto Era (New York: Oxford University Press, 1992); Wing Thye Woo,
 Bruce Glassburner, and Anwar Nasution, Macroeconomic Policies, Crises, and Long- Term Growth

 in Indonesia, 1965-90 (Washington, DC: World Bank, 1994); and World Bank, The East Asian

 Miracle: Economic Growth and Public Policy (New York: Oxford University Press, 1993).
 3. The world oil price index, base year 1985, jumped from 5.8 to 126.4 from 1970 through

 1981, dropped from 126.7 to 100 from 1982 through 1985, and rose from 64.7 to 77.8 from 1986
 through 1990.

 4. For earlier performance figures, see Wing Thye Woo and Anwar Nasution, "Indonesian

 Economic Policies and Their Relation to External Debt Management," in Developing Country Debt

 and Economic Performance, vol. 3, ed. Jeffrey D. Sachs and Susan M. Collins (Chicago, IL:
 University of Chicago Press, 1989), pp. 17-149.

 5. For Nigerian comparisons, see Jeffrey D. Lewis and Malcolm F. McPherson,

 "Macroeconomic Management: To Finance or Adjust?" in Asia andAfrica: Legacies and Opportunities
 in Development, ed. David L. Lindauer and Michael Roemer (San Francisco, CA: ICS Press, 1994),
 pp. 99-150; and Sara J. Scherr, "Agriculture in an Export Boom Economy: A Comparative Analysis

 of Policy and Performance in Indonesia, Mexico, and Nigeria," World Development 17 (April 1989):
 543-60.

 6. See Erik Thorbecke, "Adjustment, Growth, and Income Distribution in Indonesia," World

 Development 19 (November 1991): 1599.
 7. In real terms, dollar nonoil exports grew more rapidly than rupiah GDP from 1982 to 1985;

 however, the average nonoil export/GDP ratio declines relative to the 1979-81 period. The nonoil
 export/GDP ratio, like the other trade and debt to GDP ratios, is calculated as nominal dollar exports,
 relative to nominal rupiah GDP converted into dollars. If rupiah and dollar deflators are included in the

 ratio calculations, then the real nonoil export/GDP ratio increases from 5.2 percent in the 1979-1981
 period to 5.4 percent in the 1982-1985 period.

 8. The government controlled prices of rice, cement, kerosene, tap water, gasoline, electricity,

 transport (city, air, and sea), and telephone service. These goods and services constitute approximately
 23 percent of the consumer price index basket.

 9. For employment figures, see Chris Manning, "Survey of Recent Developments," Bulletin

 of Indonesian Economic Studies 28 (April 1992): 29.
 10. For Japanese foreign direct investment in Asia, see Ponciano S. Intal, Jr., "Real Exchange

 Rates, Price Competitiveness, and Structural Adjustment in Asian and Pacific Economies," Asian
 Development Review 10, no. 2 (1992): 86-123.

 11. For foreign ownership figures, see part 2, p. 79, of Hal Hill's "Indonesia's Industrial
 Transformation," parts 1 and 2, Bulletin of Indonesian Economic Studies 26, nos. 2 and 3 (August
 and December 1990): no. 2: 79-120; and no. 3: 75-109.

 12. Using a different sample that includes African and more Asian countries, Lewis and
 McPherson, in "Lessons for Africa," also show that most countries experienced higher debt/GDP
 ratios in the late 1980s relative to the early 1970s.

 13. See pp. 175-76 of Susan M. Collins and Won-Am Park's "External Debt and Macroeconomic
 Performance in South Korea," in Developing Country Debt and Economic Performance, ed. Sachs
 and Collins.
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 14. Often change in stock figures do not match the flow figures (disbursement minus

 amortization) because the World Bank uses end-of-period conversion factors for stocks and period-

 average conversion factors for flows. Discrepancies are particularly large with sharp changes in the

 exchange rates.

 15. For alternative methods to estimate capital flight, see Myrvin L. Anthony and Andrew J.

 Hughes Hallett, "How Successfully Do We Measure Capital Flight? The Empirical Evidence from

 Five Developing Countries," Journal of Development Studies 28 (April 1992): 538-56; John T.

 Cuddington, Capital Flight: Estimates, Issues, and Explanations, Princeton Studies in International

 Finance, no. 58 (Princeton, NJ: Princeton University, 1986); and Rob Vos, "Private Foreign Asset

 Accumulation, Not Just Capital Flight: Evidence from the Philippines," Journal of Development

 Studies 28 (April 1992): 500-537.

 16. On Indonesian capital flight, see David C. Cole and Betty F. Slade, "Reform of Financial

 Systems," in Reforming Economic Systems in Developing Countries, ed. Dwight H. Perkins and

 Michael Roemer (Cambridge, MA: Harvard University Press, 1991): 313-40.

 17. I assume commercial bank short-term flows are included in the other short-term capital

 flows category.

 18. See Cuddington, Capital Flight.

 19. See Collins and Park, "External Debt and Macroeconomic Performance," pp. 176-77.

 20. For the stylized facts, see Collins and Park, "External Debt and Macroeconomic

 Performance, p. 234.

 21. For Indonesian nonoil export determinants by sector, see Yana V. Rodgers, "Empirical

 Investigation of One OPEC Country's Successful Non-Oil Export Performance," Development
 Discussion Paper no. 474 (Harvard Institute for International Development, Cambridge, MA, 1993).

 22. Indonesia's annual real effective exchange rate index averages 251.7 for the 1986-90

 period (1975 = 100), compared to 126.9 for Malaysia, 120.9 for the Philippines, 1 17.8 for Thailand,
 and 92.4 for Korea. Calculated from data in Intal, "Real Exchange Rates, Price Competitiveness, and

 Structural Adjustment," pp. 93-94.
 23. For discussion ofthe log ban, see General Agreement on Tariffs and Trade (GATT), Trade

 Policy Review: Indonesia (Geneva: GATT, 1991); and Holly Lindsay, "The Indonesian Log Export

 Ban: An Estimation of Forgone Export Earnings," Bulletin of Indonesian Economic Studies 25
 (August 1989): 111-23.

 24. On the International Coffee Agreement, see Takamasa Akiyama and Panayotis N. Verangis,
 "The Impact of the International Coffee Agreement on Producing Countries," World BankEconomic
 Review 4 (May 1990): 157-73.

 25. See Woo and Nasution, "Indonesian Economic Policies."
 26. See International Monetary Fund (IMF), International Financial Statistics (Washington,

 DC: IMF, 1992), pp. 138-39.

This content downloaded from 
�������������128.6.45.205 on Sun, 06 Nov 2022 02:44:26 UTC�������������� 

All use subject to https://about.jstor.org/terms


	Contents
	[149]
	150
	151
	152
	153
	154
	155
	156
	157
	158
	159
	160
	161
	162
	163
	164
	165
	166

	Issue Table of Contents
	The Journal of Developing Areas, Vol. 30, No. 2 (Jan., 1996), pp. 149-292
	Front Matter
	Indonesia's Macroeconomic and Trade Performance [pp. 149-166]
	The Export Growth-Economic Growth Nexus: A Causality Analysis [pp. 167-182]
	A Multivariate Approach to the Measurement of Development: Asia and Latin America [pp. 183-210]
	Effects of Post-1980 Macroeconomic Policies on Turkish Manufacturing [pp. 211-222]
	Export Growth and Economic Growth: A Reexamination of Some Time-Series Evidence of the Malaysian Experience [pp. 223-230]
	Book Reviews
	Review: untitled [pp. 231-233]
	Review: untitled [pp. 233-234]
	Review: untitled [pp. 235-236]
	Review: untitled [pp. 237-238]
	Review: untitled [pp. 238-241]
	Review: untitled [pp. 241-243]
	Review: untitled [pp. 243-245]
	Review: untitled [pp. 245-248]
	Review: untitled [pp. 248-249]
	Review: untitled [pp. 250-251]
	Review: untitled [pp. 251-254]
	Review: untitled [pp. 254-256]
	Review: untitled [pp. 256-257]
	Review: untitled [pp. 257-259]
	Review: untitled [pp. 259-261]
	Review: untitled [pp. 261-263]
	Review: untitled [pp. 263-264]
	Review: untitled [pp. 264-266]
	Review: untitled [pp. 266-271]
	Review: untitled [pp. 271-274]

	Publications Received [pp. 275-282]
	Back Matter [pp. 283-292]



