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Introduction

The Association of Southeast Asian Nations (ASEAN) is now 16 years of
age. The Association has received much deserved attention and praise for
its achievements. Much of this success has been of a political nature;
indeed, acting as an association, its successes fall almost exclusively in
the political arena. This is not to say that economic success has eluded
the five members individually. Quite the contrary. The combined
(weighted average) real GDP per capita growth rate of the five members
in the decade of the 1970s was 4.5 per cent — which, sustained, doubles
in 16 years. Removing highly dynamic Singapore from the group makes
little difference to that rate of growth because of its small population
weight. »

Singapore is being omitted from discussion in this paper, not because
it is of less interest than the other four, but rather because it is such a
special case. The larger four nations have more varied resources and are,
very broadly speaking, more alike, and have more problems in common.
Singapore, as one of the ‘Gang of Four’ or Asian ‘NICs’ (Newly Industri-
alising Countries) deserves a separate category. The ‘other four’ have
done well economically, but significantly less well than Singapore; and
they have, in varying degrees, more complex and less tractable problems
of economic structure.

All of the ‘other four’ are now classified by the World Bank as being
‘Middle Income Economies’. Until 1981, Indonesia was still categorised
as one of the ‘Low Income Economies’, but its steady high per capita real
income growth into the early 1980s has carried it past five nations since
then. In general, all of the four except the Philippines! have outperformed
the Middle Income category, as Table 1 shows.

The plan of this paper is simply to start at the top in Table 1, and
proceed through the four, thus proceeding from the largest and poorest of
them, Indonesia, to the smallest and richest of them, Malaysia. Indonesia
is the appropriate starting place for two reasons. More than half of the
total population of the group is found in Indonesia; hence the region can
hardly succeed unless Indonesia succeeds. Beyond that, Indonesia is the
country among the four which I know best; hence it is the appropriate
point of departure for comparison for me. In each of these four brief
country studies, the dimensions of policy orientation and economic
performance that we will be most concerned with will be the following:

1. How ‘outward looking’ has the international trade and industri-

alisation policy been, and to what extent have those policies
produced positive results?

1Whether the Philippines has done ‘well’ in this period depends on the point of reference.
Although Philippine growth 1970-80 fell slightly below that of the average of all Middle
Income Economies, it exceeded (marginally) the weighted average growth of the World
Bank’s newly defined ‘Lower Middle Income economies’ (see Table 1).
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2. What were the repercussions of the ‘oil shocks’ of 1973-74, 1979-
80, and 1982-83 on the economic system?

3. How has the nation handled its main macroeconomic policy

instruments, that is, its budgetary and monetary policies?

4. How has the nation dealt with its agricultural sector, and how

well has that sector performed?

These four areas of economic policy and performance are by no
means separable in any clean fashion. However, they provide us with a
manageable set of categories.

In the background of this sort of approach to a comparative study are
the excitement and interest created by the very high growth peformance
of Japan and the more recently emerged ‘Gang of Four’ of Taiwan, South
Korea, Hong Kong, and Singapore, all characterised by extremely rapid
growth of foreign trade — ‘export-led growth’. The ASEAN ‘other four’
have also enjoyed high growth rates in the 1970s, and there is a natural
inclination to assume that their growth, also, was due primarily to the
adoption of ‘outward-looking’ policies, and that they may be regarded as
the next ‘Gang of Four’. But can they properly be so regarded? Or do they
suffer from political and economic constraints that will stunt any such
growth impetus?

It is not intended here to argue that an ‘outward-looking’ policy
towards international trade is all that is required for development suc-
cess; hence the four questions posed above. Resiliency in the face of
uncertainty in both the domestic and international environment, good
macroeconomic management, a supportive agricultural policy — along
with reasonable stability in the political system — all can be crucial. The
heavy emphasis on economic openness given here is rather intended to
point up the high significance of meeting international standards of
economic efficiency and of comparative advantage as a guide to resource
allocation.

This paper, also, is not to be regarded as an argument for laissez faire.
None of the four countries discussed can, even remotely, be considered a
‘hands-off’ government. Obviously, a strong trade orientation implies a
relatively low level of intervention in the affairs of private enterprises
engaged in international trade, and those producing tradeable goods. The
essence of governmental responsibility in an open economic system is
towards providing an environment for the efficient functioning of mar-
kets, which, to oversimplify, calls for supplying ‘public goods’ efficiently
and in ample quantity. Such a government might well be large, particu-
larly in a large economy, but its orientation will be more supportive than
directive; it will allocate its resources so as to augment, rather than
compete with, the private sector, except where there is a demonstrable
social welfare case for more direct participation.
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1

Indonesia

The Indonesian economy grew very rapidly in the 1970s and it is
undeniable that its growth was ‘export led’ in the simple sense that
exports grew faster than total output. It is much less appropriate, how-
ever, to describe Indonesian international trade and industrialisation
policy as ‘outward looking’. Even before the quadrupling of oil prices by
the Organisation of Petroleum Exporting Countries (OPEC) in 1973-74,
the economy under the Soeharto government had made rapid strides in
expansion of exports. To be sure, much of this early rapid growth was
recovery from the depths to which the Sukarno government had taken
the economic system, and to some extent it was statistical illusion,
created by the lifting of much of the maze of controls which the Sukarno
government had imposed — and the resumption of much statistical -
reporting that had been forced into falsification by those controls.?

In the six years 1966-72, exports had increased in nominal US dollar
value two and one-half times, and then increased another 79 per cent in
the single year 1972-73.2 The trade account balance was positive in both
1972 and 1973, although because of substantial services deficits, the
current account balances remained negative (Rosendale, 1981; IMF,
1982). But both private and public capital inflows rose so rapidly that
monetary movements, which had been virtually static or adverse, turned
sharply in Indonesia’s favour, with reserve accumulations of $610 million
over the two years 1972 and 1973.

Balance of payments performance for the remainder of the decade
held generally very strong, as indicated in Table 2. The rate of growth of
exports was very impressive, with oil, of course, leaping ahead spectacu-
larly over the six fiscal years from 1973-74 to 1979-80 at a compound rate .

2Evasion of trade barriers is still prevalent in Indonesia through false invoicing, bribery of
customs officials and smuggling. No recent efforts have been made to measure the
magnitude of unrecorded trade which derives from these practices. For earlier efforts to deal
with these problems, see Simkin (1970) and Richter (1970).

30il was the major contributor to this growth, jumping from $203 million to $913 million,
1966-72 (28 per cent per annum in US dollar value terms). Volume of oil exports rose by 17
per cent per annum. By comparison Arndt notes that real oil output growth had been 8 per
cent per annum, 1950-66 (Arndt, 1983a). The US dollar value of non-oil exports also
increased by 80 per cent, but rubber, once the proud mainstay of Indonesia’s export bill,
actually suffered a 15 per cent decline in value of exports, even though the unit value of
rubber exports increased by 11 per cent over that period (IMF, 1983). This section draws
heavily on my paper, ‘Oil, Public Policy and Economic Performance: Indonesia in the 1970s’
(Glassburner, 1983a).



INDONESIA

12

"sIBaA IST[Ied 03 9[qeredwod A[30113S JOU $311039180

— €861 KB\ ‘SONISIIVIS [PIOUDUT] UDISIUOPUJ “BISIUOPU] YUk WOIJ PIALISP £8/7861 PUE TS/1861 10f EIB(J "BISUOPU] YUEY :32IN0S

"A[2AT309ds21 $10399s (DN'T) SBS [EINIEU PaYyINbI] PUE [10 33 JO S3OTAIIS pue spoos jo syrodur ss3 $3onpoid Jo s310dxa sSOID) ¢
“Areuruar[aid ,

082¢ 886 9¢/T— T69I— 80L—  1S9—  T00T—  $9€ 6 09¢€ - SIUIUIIAOWE ATBIFUOYY [ ]
VELI— 0S0C— OI0T— /901— T9— 081— 80T €se—  IIE— S SUOISSIWIO pue S10117 °()
9¥ST—  T901 9v.LE 6S.T 0L 1€8 €68 11— 70€ GGe (803 ) [30L °6
ey BU ¥81 T6T— 961 65— [1T—  €vST— T89— 00T PYPO
. eu 689 ovel— S 0S— T€— al €1 81 103238 [IQ
eU B oVl L1T 1.T 68T /8T YSt 8€S 1e€ JUSUIISIAUT 30311
L6ET ovIT 19€—  SIEI—  T6E 9.1 8¢ G/0I— ISI—  6VS [e31ded SnoJUe[PISIW '8
ey ‘e S19—  T69—-  TE9—  19/—  99I—  [L- 68— 18— (redpund) yuswdedar 3qaq £
U ‘BU —— —_ = == == 601 = = ueoj ysed
g ey 8.7 €St ¥€S (48 LTT I L1 /8 [DDI-UON
. BU 686 T68 - 659 9/8 9¢€6 68¢ — — VAO-UoN

U Bu 2t 616 $18 199 e1s 8% £ee S.T vao

Bu eU 119¢ 1681 1€S1 LEST 44! 1.8 £ee ke pre 303fo1g

g Bu 811 6€T ¥6 LS1 ia VL 081 18T pre weidoig

Bu Tu 15T¢ 0S0T G791 $691 9651 Sv6 e1s 956 991
TLLE TILT 6TST €0ST 1012 9012 €81 G661 099 £v9 (-ded ¢) s1aysuen [eRWO 9
— = 9 99 9 — . - — — s4ds ‘s
S1/9— 064T— 1€1T 861¢ GSIT— 069—  T08—  vS8—  SE€I—  9S/— (€+¢+1)3unodde juaun)y y
08Sy— 0S8vy— 0TTT— 0T6I— 1091— 10PI— 80TI— SS.L—  89%— $9¢— (3ySraxy-uou) 3014193
LSY9T— 8TTEI— LE€8IT— 8T06— €¥SL— IvTl— [919— 060S— I¥ey— 8E6T— J1'0 ‘syzoduy
£68¢ 0L1¥ /8SS 1219 6L6€ 10S¢€ €98T €/81 £20T S061 .ﬁw.o.w ‘syzodxg
PWILI— 8699T— OLV8—  LLLV— S91S— SEIS— TISY— T66E— 9LLT—  L6ELI— 13u) [10-UON °E
B e 9671 £99 67T €6 — — = = ONTIIBN T
6TV0T  806ET  SVEG6 80€9 G8/€ TSEY (1] 94 8EIE 8€9¢ 119 [103N ‘I
e€8/T861 TS/I861 18/0861 08/6L61 6L/8L6T 8L/LL6T LL/9L6T 9L/SLE6T SL/VL6T YL/EL6T

(worp[rux §SN) [eNIdE ‘€8/TVGT 03 ¥£/EL61T ‘SIuduhed Jo dueleq s,eisauopu] g AT9V.L



“INDONESIA - 13

of 46 per cent per annum in nominal US dollar terms. But the growth of
non-oil exports was also very rapid — 21.6 per cent per anniim (US dollar
value) over the same period of time. However, the current account
remained negative until the final fiscal year of the decade of the 1970s
since imports grew at virtually the same rate as non-oil exports, that is
at 20.6 per cent per annum, while the services account remained heavily
negative.*

That exports led output growth in Indonesia is thus not to be
questioned. In 1967, the year of ASEAN’s formation, and, essentially, the
first year of the Soeharto government’s new economic policy, exports
represented 8.8 per cent of gross national product; whereas in 1981 they
accounted for 27.5 per cent of GNP. :

But it is necessary in judging the Indonesian case to recognise that
external forces were extremely important, and that trade policy retained
basic shortcomings that make it unlikely that ASEAN’s largest nation
can sustain this source of growth impetus for the future, unless basic
attitudes and policies can be adjusted. The first point to be made is that
the terms of trade improved hugely during the period 1972-80. The barter
terms of trade ratio (1973 =100) leaped from 72 to 291. The tenfold
increase in the price of oil was largely responsible for this, of course, but
non-oil prices also moved strongly with a rate of increase of the weighted
average of the prices of the six most important non-oil commodities of
26 per cent per annum over the seven year period from 1972-73 to 1979-
80.5

Thus it was not a great triumph of trade liberalisation that brought
on Indonesia’s rapid export growth and its strong foreign exchange
position,® but primarily a matter of very good fortune in the terms of
trade across a broad,spectrum of traded goods, combined with a large,
sustained official capital inflow. Foreign aid grew faster than non-oil
exports; while net non-official capital inflows were actually negative
over the period 1973-74 to 1979-80. Indonesia’s official external debt,
although high, has not become dangerous in spite of this pattern of
capital flow. Total disbursed debt had reached $19.7 billion at the end of
1982, roughly 20 per cent of gross domestic product. Debt service for
fiscal year 1982-83 is estimated at 22 per cent of export earnings (World
Bank, 1983b).

4This is not to suggest that current account balance is inherently ‘good’. A current account
deficit supported by a manageable rate of capital inflow, and imports rising pari passu with
export earnings are normal aspects of healthy growth.

sThe six are timber, rubber, coffee, tin, palm oil, and copper. Weights used are 1979/80
export value. In the following two years, these prices fell by 12 per cent. Calculated from
World Bank (1983b, Appendix Table 3.2).

6Gross reserves reached $6.8 billion by 1980, but had fallen to $3.0 billion by March 1983,
when the devaluation apparently succeeded in reversing the capital eutflow (Glassburner,
1983b).
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To give credit where due, progress was made by the Soeharto
government in dismantling the stifling, unenforceable network of con-
trols on trade which they inherited from the ‘Old Order’. This was
particularly true of the foreign exchange system. From a multi-tiered
exchange regime of unfathomable complexity in 1967, the Soeharto
government moved to a unified, convertible exchange system in 1969.
Exchange control from that point onward has been indirect, that is, by
means of intervention in the foreign exchange bourse by Bank Indonesia
as buyer or seller, as the situation seemed to require. In addition,
attempts were made to simplify procedures at the major ports, to elimi-
nate most of the ‘unofficial taxes’ on trade, to lift the majority of the
formal export taxes, and to simplify the tariff structure. They have come
far, but they have not come far enough if they are to hope to resume and
sustain rapid growth in the future.

Why this pessimism about a regime that has come so far, so fast?
Space does not allow for a full analysis of all aspects of the policy pattern,
but the essentials are as follows: the industrialisation strategy, upon
which the long-term future of export-led growth must depend has been,
and remains, primarily import substitution-oriented. Protection levels,
despite the 1973 tariff reform, remain extremely high, and probably mask
low or even negative value-added within very high rates of growth of
industrial output as measured in domestic prices (Boediono, 1983; Gray,
1982). The combination of periods of nominal exchange rate stabilisation
and rapidly growing domestic government expenditure have combined to
weaken the competitive position of Indonesian exporters in international
markets despite periodic large (and therefore disruptive) devaluations.
The generally distrustful attitude towards private entrepreneurship, and
the consequent reliance on government investment to increase industrial
output have inhibited private investment, and prevented the kind of self-
propelled export-led growth that is characteristic of the ‘Gang of Four'.
And, finally, despite all efforts so far, the bureaucratic snarls associated
with investment and trade remain deeply entrenched and intractable (see
McCawley, 1980, for a similar view).

The impact of the first two ‘oil shocks’ of the 1970s on the Indone-
sian economy was favourable, because Indonesia is an oil exporter of
significance. The oil glut of the early 1980s has had comparable depress-
ing effects. In all three cases, radical changes in oil prices have forced
adjustment problems on Indonesian policymakers. In 1973-74 and 1979-
80, the essential problem was one of coping with the surge of foreign
exchange availability. Its most important impact, of course, was the
alleviation of the foreign exchange constraint, which allowed rapid
expansion of both investment and consumption, and for a build-up of
foreign exchange reserves. However, it also created a problem of mone-
tary and fiscal management, and one of exchange rate policy. Govern-
ment revenues (largely derived from oil company taxes) increased at a
very rapid rate, providing the incentive for equally rapid increases in
government expenditures. However, oil company revenues are collected
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almost entirely in US dollar terms; hence, unless expatriated or utilised
for the import of goods, they must be converted into Indonesian currency
at Bank Indonesia. Indeed, it is via this process that Bank Indonesia
accumulated reserves. Thus, the Indonesian budget, although always
nominally balanced, was expansionary, and led to quite rapid rates of
monetary growth, and an internal rate of inflation higher than that of
Indonesia’s trading partners.

A concomitant of this problem was that the Indonesian rupiah has
continuously declined in relative purchasing power. However, Bank
Indonesia maintained a stable nominal rate of exchange against the US
dollar over extended periods (for example, the rate was fixed at $1 = Rp
415 from 1971 until November 1978), with the result that Indonesian
producers of import-competing and exportable goods were placed at a
competitive disadvantage — or, as the international economists say, the
‘real effective exchange rate’ appreciated (by about 40 per cent over the
period 1971-78). It was concern over this difficulty that led to the 34 per
cent devaluation in November 1978. The latter decision was undertaken
under the assumption that Indonesia’s export earnings and public reve-
nues would soon be slackening off in the face of a declining real price of
oil on international markets, and a rapidly rising rate of domestic
consumption of oil products. The Indonesian government did not antici-
pate that OPEC would undertake another round of radical price increases
in another year’s time. Although the 1978 devaluation was a success in
the sense that it was followed by a surge of non-oil exports,” it exacer-
bated inflationary tendencies, and was then overwhelmed by the new
surge of foreign exchange earnings as OPEC again doubled prices in 1979-
80.

The same problems of monetary and reserve management had to be
faced once again, and this time the Indonesian authorities allowed the
nominal rate of exchange against the US dollar to float upward slowly —
roughly at the rate at which the US dollar was appreciating against the
SDR. The oil glut brought on by the world recession of 1982-83 has
brought yet another type of shock to Indonesia in the form of a sharp
drop in official prices of oil (17 per cent), and an even sharper drop in
volume of oil production and sales. The balance of payments plunged to
a current account deficit of $6.7 billion for fiscal year 1982-83, and the
drop in government revenues has led to severe retrenchment (McCawley,
1983; Glassburner, 1983b). As a first major step by the Fourth Develop-
ment Cabinet to meet this crisis, Indonesia devalued again, by 27.5 per
cent, on 30 March 1983. A series of dramatic investment rescheduling
announcements has followed, and in June 1983 a major reform of banking
regulations was undertaken. A major reform of the taxation system is

7As Garnaut (1979) has pointed out, non-oil export growth was under way before the 1978
devaluation, and the extent to which the devaluation contributed to the surge is difficult to
assess.
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expected before the beginning of the Fourth Five Year Plan in April 1984
(Arndt, 1983b; Awanohara and Habir, 1983; Glassburner,1983b).

Most of what needs to be said about Indonesian macroeconomic
policy is implicit in what has preceded, inasmuch as it is inextricably
interwoven with balance of payments policy. Budgetary policy has been
nominally conservative, in that all budgets of the Soeharto government
have been ‘balanced’. This so-called balance, however, is achieved by
accounting foreign aid proceeds as receipts and by hiding domestic
deficits and surpluses in accounts with Bank Indonesia. Moreover, as
already indicated, the monetisation (in rupiah terms) of dollar-denomi-
nated revenues has made government finance expansionary. Thus the
money supply, narrowly defined, increased at 32 per cent per annum
from 1971 to 1982. With such rapid money growth, it is surprising that
the average rate of inflation (1971-81) was no more than 17 per cent
(Jakarta cost of living index). It implies a great deal of absorption of real
money holdings (nearly 7 per cent per annum).

The government budget quadrupled in real terms (on the expenditure
side) between fiscal year 1972-73 and 1980-81 — starting, of course, from
a very low base. As a share of GNP, government expenditure rose from
14.0 per cent in 1970 to 26.5 per cent in 1980. The largest part of this
growth was financed by rapidly rising oil revenues, but the commonly
held notion that the availability of oil income weakened the govern-
ment’s effort at non-oil tax collection is not borne out by examination of
the revenue data, except for the notably weak revenue buoyancy of the
personal income tax (Glassburner,1983a).2 While non-oil tax receipts
remain low as a proportion of GDP, they have grown rapidly enough to
prevent a fall in that proportion. The forthcoming tax reform is designed
to increase it.

Banking, credit, and interest rate policies were of mixed quality.
Capital rationing and interest subsidies have been constant, and have
contributed to capital intensification, particularly in government invest-
ment; but interest rates to that part of the private sector lacking access
to preferential lending, and to savers, were usually positive in real terms,
and contributed to the monetary absorption referred to above. The private
banking sector is not well developed, despite rapid growth of private
banking in recent years, because of the limitations placed on foreign and
non-indigenous bankers. State-owned banks have thus been allowed to
dominate commercial banking, and they have been heavily favoured by
subsidised liquidity credits from the Central Bank. Credit control of the

8This is not a trivial flaw. Indirect taxation of private incomes should be expected to grow
relative to other forms of government revenue, provided the income tax law is reasonably
well designed and enforced. While the Soeharto government has improved taxation perform-
ance generally, reform and enforcement of the poorly designed and still more poorly enforced
personal income tax has been deferred. A streamlined tax law and enforcement system is
expected in early 1984 as part of the tax reform package mentioned above.



