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investiments reached
154.1 billion. _
The broad-based manulac-
turing sector has been the
main benefliciary, attracting
two-thirds of cumulative do-
mestic approvals and 68 per-
cent of cumulative approved
foreign investment to April
1996. For domestic investors,
the chemicals, textiles, non-
metallic minerals and paper
industries have attracted the
largest amounts of approved
investment; while for loreign
investment chemicals, paper
and pulp and metal s have
led in terms of the value of a
proved investments. The
rapidly expanding services
sector, however, has attracted
E'ruwt interest accounting
21. cent of the cumu-
lative value of domestic ap-
provals and 25.4 per cent of
cumulative approved foreign
investment to 1996.
More than 40 countries
are investing directly in In-
donesia. Among those, Japan
led with USS$ 27 billion of ap-
proved investment by the end
of 1995, followed by the UK
with US$ 20.7 billion, Hong
Kong USS 16.4 billion, Singa-
USS 15 billion, the USA
11.5 billion, the Netherlands

LSS

USS8 8.6 billion and Taiwan
LSS 8.1 billion.

Compared with invest-
ments in the petroleum sector
and projects under the capital
investment laws, direct in-
vestment in the financial sec-
tor has been relatively small.
The significance of such in-
vestment, however, lies not so
much in its volume as in the
impact it has had on asset
formation and fund mobilisa-
tion. This is particularly illus-
trated by the ban sector.
In 1987, the year belore the
commencement of major
deregulation of the finance
sector, the state banks domi-
nated with 65 per cent of total
bank assets of Rp. 48.2 trillion;
62 r cent of accumulated
funds warth Rp. 29.3 trillion;
and 69 r cent of the Rp.
31.5 trillion in outstanding
credit. Eight years later, at the
end of December 1995, and
following the opening of bank-
ing to more domestic and for-
eign firms, the private sector
(private national, joint-venture
and branches of foreign banks)
accounted for 57.3 per cent of
a vaslly increased asset base ol

. 298.7 trillion; 61 per cent
of the Rp. 214.7 trillion of
commercial bank funds; and
57.9 per cent of total outstand-

ing credit amounting o .
Zﬂa.ﬁ trillion. : e
Of the Rp. 815 trillion in-
vestment requirement through
Repé&lita VI, approximately 23
per cent is expected to be
provided from central gov-
ernment resources (the state
budgets) with the bulk (77 per
cent)] coming from a mix of
private savings, state enter-
prises own funds and funds
enerated on their own ac-
count by the regional govern-
ments of Indonesia's 27
provinces.
A new deregulation pack-
e was announced in June
1996, foeusing on labour in-
tensive and export industries
and, more generally, on en-
hancing the efficiency of the
domestic industrial base. In
the meantime, opportunities
for new direct investment
range across all major sectors
of the economy — from oil and
gas exploration and process-
ing, agriculture and mining-
based industries. high-tech
capital goods, chemicals and

electronics to infrastructure
projects.

Economic Growth

Indonesia has achieved a
remarkable transformation of
its economy over the past
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Indonesian Economy Attains Robust Growth

three decades. The Indonesian
economy today is growth-ori-
enled and outward-looking
driven primarily by the manu-
facture of diversified products
for international markets.
Hailed by the World Bank
as one of the best economic
performances in the develop-
ing world, robust economic
growth -':lurln% the 25 years of
Indonesia’'s First Long-Term
Development Plan (1968/69-
1993/94) made possible
significant 'advances in human
resolirces development, social
welfare and poverty reduction.
Over the period, average GDP
growth reached 6.8 per cent,
inflation averaged less than 10
per cent and absolute poverty
was reduced from 60 per cént
of the population to less than
14 per cent. More recent evi-
dence, based on a revision of
Indonesia’'s national accounts
to 1993 prices shows the
economy as having grown at an
even faster rate than previously
thought. Average annual GDP
growth over the five years to
1993 reached 8.3 per cent,
followed by an estimated 7.5
per cent in 1994 and almost
8.1 per cent in 1995.
Originally, Indonesia's cur-
‘ive-Year Develop-
ment Plan — Repelita V1) pro-

jected economic growth aver-

aging 6.2 per cent a year to-
gether with further advances
in human resource develop-
ment, social welfare and
poverty reduction. In the light
of the more rapid expansion
achieved in recent years, the
Governiment has revised the
projected average annual
growth rate for Repelita VI to
7.1 per cent. .
Achievement of many of
the ambitious targets set for
Repelita VI calls for a major
investment effort, in terms of
both quantity and quality. Pre-
viously, the ,Government had
determined that some, Rp.
[apprnximateﬂf
US$ 300 billion at the end of
1994 USS/Rupiah exchange
rate] in new capital funds
would be required to finance

new and upgraded develop-

ment projects over the five
fiscal years to 1998/99. In line

with the projected higher
rowth rate, that requirement
as also been revi upwards

to Rp. 815 trillion (appro-
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ximately USS 370 billion). The
magnitude of the requirement
08es ma{nr challcngg:éfur
ndonesia in terms of ting
public and private sector
savings and in maintaining the
macro-economic stability so
vital to attracting and enco-
uraging new investment.
Since its inception as an
independent nation, Indonesia

has operated a mixed econ-
omy, in which private busi-
nesses have been allowed to
operate alongside a variety of
state-owned enterprises, pub-
lic utilities and other govern-
ment-directed mnnnpnﬁes. In
the early years of indepen-
dence, however, private en-
terprise was limited to the rel-
atively small number of busi-
nesses established before in-
dependence.

Later, during the early
years of the New Order Admin-
istration under President Soe-
harto, Indonesian policy mak-
ers embarked upon the initial
steps towards a stronger ap-

lication of market principles,

ased on a larger private sec-
tor role in the economy. A leg-
islative framework was
place as weakly as 1967 with
the enactment of the Foreign
Capital Investment Law of that
year (subsequently amended by
the Foreign Investment Law of
1970), and the Domestic Capi-
tal Investment Law of 1968
(also amended 4n 1970).

Trade Deregulations

Beginning in 1983 with the
first measures for reform of
the financial sector, deregula-
tion has not only su uently
been extended to the rules di-
rectly governing investment
but has also influenced invest-
ment decisions by embracing
trade policy and the reduction
of domestic protection,

Since the mid-1980s,
most of the changes in trade
policy have been implemented
through a series of almost an-
nual deregulation ];_.ackages
whose main feature has been
the reduction of the coverage
on non-tariff barriers (NTBs —
principally import licensing —
on imports. The packages have
progressively brought about a
significant reduction in the av-
erage tariff level and the over-

all share of production pro-
tected by NTBs.

The trade deregulation
package introduced in Ma
1995, for example, provide
for a near across-the-
percentage points (10 per-
centage points for tariffs of 40
per cent] reduction in import
duties. Specifically, tariffs on
4,500 jtems were reduced by
five percentage points: on
1,050 items by 10 percentage
points; and on 500 items by 15
to 35 percentage points. In
addition, tariffs on 249 items
were eliminated; surcharges

on 45 items abolished and re-

ard five:

duced on 50 others; and re-
sirictive import licenses
(NTBs] on 69 items were
converted to tariff surcharges
of between 5 and 10 cent.

The May 1995 package
also marked a significant ?ﬂ:-
parture from previous trade
measures which not only ef-
fected immediate tariff reduc-
tions but was accompanied by a
schedule for future tariff re-
ductions through the year
2003. On this programme, tar-
iffs below 20 per cent will be
reduced to five per cent by the

————

year 2000; while tariffs in ex-
cess of 20 cent will be re-
duced to 20 per cent 1998
and to 10 per cent by 3.
The immediate effect of
the May package was to reduce
the average tariff plus sur-
charge to 15 per cent — a cut
of 4 percentage points or 25
r cent over the previous
evel. The level of protection
afforded to domestic produc-
tion and to imports
are also estimated to have
fallen by 20 per cent and 25

per cent respectively.
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jects: arid the right of cultiva-

tion. for agricultural projects.
The duration of the right of
building is limited to 30 years,
subject to renewal; and the
right of cultivation to 35 years,
also subject to renewal. Both
titles can be purchased. dis-

posed of or otherwise trans-
ferred, and can be mortgaged.
A foreign company may
also acquire lesser interest in
land, including right of use ti-
tle and leasehold.
the right of ownership is an
inheritable right granted only
to Indonesian citizens, not In-
donesian legal entities.

However,
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