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The publication of the Sixth Five Year Development Plan (Repelita VI) 
of the New Order government is interesting not just because of the 
information it gives on the government's economic targets for the next 
five years. In this document the National Planning Board (Bappenas) 
has also taken the opportunity to make a number of projections for 
social and economic change in Indonesia over the next five plan pericds, 
to the year 2019. This survey begins with a brief look at this 'Vision 
2MO' for Indonesia, before examining the projections for the years 
1994/95 to 1998/99 in more detail.' As is usual in the successive plan 
documents published in New Order Indonesia, the emphasis is on 
generalised expressions of policy intent, usually couched in language 
sufficiently vague to avoid confronting particular interest groups. Thus 
the reader searching through the volumes comprising the Sixth Plan in 
the hope of finding rigorous analysis of economic policy issues is likely 
to be disappointed. On the other hand, the document does discuss 
macroeconomic and sectoral targets, often in considerable detail, and it 
is these targets, together with the policy measures necessary to achieve 
them, which wiU be the focus of this survey. 

'This survey draws heavily on material contained in the six volumes of the 
Repelita VI plan document, and in the Appendix to the Speech of the 
Resident delivered to the parliament (DPR) on 16 August 1994, which contains 
a report on the implementation of Repelita V (Lnmpiron Pidato Kenegaraan 
P m i d e n  RE Pelaksanaan Repelita V). References to the Repelita VI document 
will be to the volume and page number, while references to the Presidential 
Speech will be lndicated by LPK (1994), and the chapter and page number. 
References to the English-language summary of Repelita VI are given as WI 
(1994a). 
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THE SECOND LONG-TERM DEVELOPMENT CYCLE 

In reviewing economic achievements since 1969, the Repelita VI 
document emphasises both the record of sustained economic growth and 
the structural changes which have occurred in the economy. GDP has 
risen at an average rate of 6.8% per annum, and the economy has become 
far more diversified, both in terms of the structure of production and in 
terms of exports. In particular the plan document stresses the decline in 
the dominance of the petroleum sector in national output. In 1981 the oil 
and gas sector accounted for 24% of total GDP; by 1992 this proportion 
had fallen to 13%. Even more dramatic has been the decline in the 
importance of oil and gas in total exports and in government revenues. In 
1981, petroleum products, including natural gas, accounted for over 
80% of total export earnings; by 1992, their export share had dropped 
to under 25%. oil and gas revenues accounted for 70% of government 
revenues in 1981/82; by 1993/94 their contribution had fallen to under 
30% (vol. 1, pp. 228-30). 

The plan document also stresses the improvements in living 
standards which have been achieved since the late 1960s. In 1970, it is 
estimated that 60% of the population were in poverty. By 1990, this 
ratio had fallen to 15%. Consumption of foodstuffs such as rice, meat 
and dairy products has risen; the improvement in the quality of the diet 
is shown by the considerable growth in the daily protein intake of the 
population from 43.3 grams per day in 1968 to 61.8 grams in 1993. Not 
only has the diet improved, but availability of other consumer goods has 
greatly increased, as has the provision of infrastructure and access to 
health care and education. In 1968, only 41.4% of children aged between 
seven and hvelve were in primary school. By 1993, the primary school 
participation rate had risen to 93.5 (LPK 1994, table XVI-I). There have 
also been rapid increases in the numbers in secondary and tertiary 
education. The infant mortality rate has fallen from 145 per thousand 
live births in 1967 to 58 in 1993, and there has been a corresponding 
increase in life expectancy at birth, from 46 years in 1967 to 63 years in 
1993 (vol. 4, pp. 253-4). 

The achievements of the past 25 years form the basis for the official 
projections for the next 25 years. By the end of Repelita X (2018/19) the 
population of Indonesia will have reached 258 million, although the 
rate of growth will have slowed to 0.9% per annum. GDP growth, 
which averaged 6.6% per annum over Repelita V, is expected to 
accelerate to 8.7% per annum during the Repelita X period (2014-19). 
This will come about partly because of higher growth within sectors, 
and partly because the slower growing sectors, especially agriculture, 
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will account for a much smaller share of total GDP. By the end of 
Repelita X it is expected that the agricultural sector will account for 
only 8.2% of GDF, while manufacturing industry will contribute 32.5% 
(table 1). Per capita GDP will be $2,631 in 1989/90 prices, slightly 
above the level achieved by Malaysia in 1990 (World Bank 1992, p. 
219). The proportion of the labour force employed in agriculture will 
fall to 27.6%, again similar to the proportion in Malaysia in 1990, 
while the proportion in manufacturing industry will rise to 19.5%. Over 
60% of the total labour force will be working as employees for salaries 
or wages. It is expected that the crude birth rate will continue to fall, as 
will the infant mortality rate, and life expectancy will rise to over 70 
years. The decline in the crude death rate is quite modest, mainly becaw 
a higher proportion of the population will be in the older age groups. 
Access to primary and lower secondary education will be universal, 
and there will be a rapid growth in enrolments at the upper secondary 
and tertiary levels (table 1). 

To the extent that these projections are based on extrapolation of 
past trends, they present a realistic picture of where Indonesia can 
expect to be at the end of the second decade of the 21st century. Of course 
many factors, both international and domestic, could hinder the 
implementation of these targets. But to the extent that they are achieved, 
it is obvious that Indonesia in 2019 will be a very different economy 
and society from what it is today, and even more different from what it 
was in 1969. The rest of this survey will focus more specifically on the 
targets for the next five years, and on the policies necessary to achieve 
&en 

ECONOMIC GROWTH TO 1998199 

The overall GDP growth target for Repelita VI is 6.2%, which is less 
that the rate achieved over Repelita V of 6.6% per annum. As in 
previous plans the government seems to have settled for a rather modest 
growth rate which may be exceeded, rather than a more ambitious one 
which might not be achieved, though the Repelita VI prediction is rather 
higher than the Repelita V target of 5% per annum. Sectoral growth 
targets are all lower than those achieved in Repelita V, with the 
exception of that for the agricultural sector, where a stronger 
performance is envisaged than the rather disappointing Repelita V 
outcome (table 2). Rice production is expected to grow at 2% per annum, 
the food crop sector as a whole at 2.5%, animal husbandry at 6.4%, 
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TABLE 1 Indonesian Eummnic and S o d  Indiatom, 1993Mand 2018/19 

1993/94 2018/19 

Population (millions) 
Population gmwfh (%) 
Crude birth rat$ 
Crude death ratea 
Infant mortabv rate. 
Life expedancy (years) 
Labour force (millions) 
% in agriculture 
% m manufacturing 
96 employee 

Per capita GDP (1989/90 prices) 
Rupiah (‘000) 
$ 
Annual GDP growth (70) 

Percentage of GDP from: 
Agriculture 
Manufacturing industry 
Other 

189.1 
1.66 
24.5 
7.9 
58 

62.7 

78.8 
48.2 
12.6 
37.0 

1,188 
676 

6.6 

20.2 
20.8 
59.0 

Crude Educational Participation Rates (12pR)~ - 109.9 
Lower secondary 52.7 
Upper secondary 33.2 
T b r y  10.5 

258.1 
0.88 
16.1 
7.4 
26 

70.6 

147.9 
27.6 
195 
62.6 

5,046 
2,631 

8 9  

8.2 
32.5 
59.4 

117 
118 
80.0 
25.0 

~~ 

‘Crude birth and death rates per thousand population. Infant mortality per 
thousand live births. 
bAnnual growth over the Repelita X period (2013/14-2018/19). 
‘Total enrolments as a percentage of the numbers in the relevant age groups (7- 
12,13-15,1M8,19-24). 
Sources: GO1 (1994b); Repelita VI, vol. 2, ch. 10. 
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TABLE 2 Projected and Actual Growth Rates, Repelitu Vrmd VI 
(%per annum) 

-ita V Repelita VI 
Predicted Actual 

Agriculture 3.6 2.4 3.4 
Mining 0.4 5.0 2 6  
Manufacturing 

Total 8.5 10.0 9.4 
Nan-od and gas na 11.0 10.3 

Construction 6.0 11.7 8.0 
Trade 6.0 7.1 6.6 

Other 6.1 7.0 6.1 
Total GDP 5.0 6.6 6.2 

Tansport 6.4 9.0 7.7 

Sources: Bmth (1989), table 1; Repelita VI, voL 1, table 4.2. 

plantations at 4.2% and fisheries at 5.2% (GO1 1994a, p. 30). Growth 
rates in the heavily protected sectors such as dairy products and sugar 
are expected to be around 56% per annum while among estate crops, 
palm oil output is predicted to grow at 8% (vol. 3, table 21.2). The plan 
document estimates that the agricultural labour force will grow by only 
1% per annum, so labour productivity growth in the agricultural sector 
is expected to reach 2.4% per annum (vol. 3, table 21.1). Achieving this 
rate of productivity growth is obviously one part of the poverty 
alleviation strategy, which will be discussed further below. 

In his Independence Day speech delivered to the parliament on 
August 16, President Soeharto stressed that industrialisation is now the 
main engine of growth in the economy. Repelita VI predicts that the 
industrial sector will grow at 9.4% per annum, and non-oil and gas 
manufacturing at over 10%. Within this subsector, the fastest growth 
rates are expected to come from the capital goods and 'other' industries 
(table 3). The plan document stresses four components of industrial 
policy (vol. 3, pp, 41-2; GO1 1994a, p. 27): 
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(a) achieving 'broad spectrum' industrial development which is 
oriented to the international market, embracing both resource- 
intensive industrialisation using advanced technology, and 
labour-intensive industrialisation which over time will become 
more skill-intensive; 

(b) accelerating the pace of acquisition of new technologies so that 
over time the industrial sector can produce more sophisticated 

(c) greater reliance on the 'mrket mechanism' and the private sector 
to promote indusxial development; 

(d) continued emphasis on the need to achieve equitable industrial 
growth by emphasising those industries capable of fast growth 
which benefit all parts of soaety. 

products; 

These four goals reflect the impact of the various interest groups 
which are attempting to influence the pace and direction of industrial 
growth in Indonesia, and it is difficult to judge from the language of the 
plan danunent which group, if any, has been the most successful. Clearly 
there is a broad acceptance of the fact that rapid industrial growth can 
only be sustained if the sector as a whole is outward-looking and 
competitive in international terms, but at the same time those pressing for 
rapid import substitution in the pursuit of 'technological deepening' 
remain influential. In his Independence Day speech the President 
stressed that, while exploiting Indonesia's comparative advantage in 

TABLE 3 Projectd Growth within Mnnufncturing lndusty 
I% pernnwmJ 

1993/94 1998199 Repelita VI 

AU manufacturing 8.8 9.7 9.4 

A p i n d u s l q  8.3 8.4 8.2 
Basic metalslcapital goods 12.3 13.0 12.8 
Chemical products 8.8 10.3 9.7 

Non-oil and gas 10.0 10.7 10.3 

other products 13.5 13.7 13.0 

Source: Repelita VI, vol. 3, table 20.1. 
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resource-intensive and labour-intensive industries remains important, 
'that by itself is not enough', He emphasised the need to improve the 
country's technological capacity, and in particular stressed the 
importance of the capital goods sector findustri permesinan). He also 
repeated the familiar goal of 'balancing' downstream export industries 
with upstream industries making industrial inputs, in order to achieve 
greater national self-sufficiency? 

Other sectors of the economy (construction, trade, transport and 
services) are predicted to grow more slowly than in Repelita V. In the 
transport sector, the plan forecast only a modest increase in the 
provision of main roads compared with the Repelita V achievement, but 
a very substantial increase in the local road-building program (vol. 3, 
table 24.2). Over the entire five years it is envisaged that 426,180 km of 
local roads will be constructed. Around 10% of these roads will be 
designed to connect isolated villages with local markets and other 
facilities. Seven container ports are targeted for development and 
improvement. A large increase is forecast in domestic and international 
air travel; this in part reflects the ambitious target of inaeasing the 
number of foreign tourists from an estimated 3.5 million in 19931'94 to 
6.5 million in 1998/99. Revenues from foreign tourists are projected to 
more than double to $9 billion by that year. 

The manufacturing sector will account for 24.1% of total GDP in 
1998/99, agriculture will contribute 17.6% and other sectors 58.3%. 
The plan notes that there will be a fall in the share of the public 
administration sector to 5.6%, from an estimated 6.0% in 1993/94; this 
will presumably be achieved by a slower growth in numbers of civil 
servants (vol. 1, p. 245). The growing importance of the non-oil and gas 
sectors in total output is repeatedly emphasised; national product 
originating from these sectors is projected to grow at 6.9% per annum. 
This in turn will require a sustained growth in non-oil exports, which 
are targeted to grow at 16.8% per annum in nominal dollar terms over 
the next five years (GO1 1994a, p. 22). 

2The conflict inherent in this strategy has been brought out in the continuing 
controversy over the Chandra Asri olefin plant. Touring the plant in West Java 
in August, Minister for Investment Promotion Sanyoto said that it might be 
given Some measure of tariff protection. This triggered an outcry from plastics 
and textile manufacturers whose main inputs would almost certainly increase 
in price as a result. 



10 Anne Booth 

INVESTMENT AND SOURCES OF ECONOMIC GROWTH 

During Repelita V, the investment ratio (gross investment as a 
proportion of GDP) was projected to grow from 22.7% to 27.7% (Booth 
1989, table 3). The proportion funded from overseas sources was 
predicted to decline to less than 2% of total investment, and the 
proportion camed out in the private sector to increase to 60%. In fact 
by the end of Repelita V, the investment ratio had reached 30.5% (vol. 1, 
p. 230). However the proportion funded externally was rather higher 
than the plan forecast, at 8% of total investment. Most strikingly, the 
proportion of total investment implemented by the private sector was 
much higher than predicted, at 73% of the total (table 4). During Repelita 
VI, it is envisaged that the public/private division reached in 1993/94 
will be maintained, while over the plan period as a whole the 
investment/GDP ratio will be 30.7%. Of this only 6% will be funded 
from external sources (including government borrowing, direct foreign 
investment and portfolio investment), while the remaining 94% will 
come from government and private savings. 

TABLE 4 Sources oflnveshnent Funds 

Investment Percentage of 
as % Total 

of GDP Investment Cornpition 
Funded (%) 

bmestiC-+‘ public Private 

1%9/70 18.0’ na na na 
1983/84 23.0 70.0 47.9 52.1 
1988/89 22.7 89.0 M na 
1993/94 30.5 93.5 27.0 73.0 
1998/99 na 95.8 26.5 73.5 

Repelita VI 30.7 94.5 26.6 73.4 
Repelita V (armal) 26.4 92.0 27.2 n.8 

reported in Repelita VI, vol. 1, p. 230. 
Sources: Booth (1989). table 3; Repelita VI, vol. 1, tables 4.5 and 4.6. 
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Given the high rate of investment and the ambitious target for export 
growth, it is perhaps surprising that the predicted growth of GDF is 
only 6.2%. Although it is difficult to estimate an incremental capital- 
output ratio (ICOR) from the data given in the plan document, it would 
seem that the planners are implicitly assuming it to be above five? 
Several prominent economists, including the veteran Professor Sumitro, 
have stated that this is too high for a country at Indonesia's stage of 
development, and that an ICOR of this magnitude implies that too much 
investment is inefficient. However the previous two plans have both 
assumed an ICOR of around five (Booth 1989, pp. 6-7). In fact the ICOR 
in the early 1980s was much higher than five, though this was in part 
the result of the economic slowdown consequent upon the fall in oil 
prices, which in turn led to a period of macroeconomic austerity. A 
recent study by BPS shows that the ICOR in the years 1989-93 was 
only 3.99, compared with 4.55 in the years from 1984 to 1988 (BPS 
1994a, table 4.2). An ICOR of under four is what would be expected in 
an economy at Indonesia's stage of development, although whether the 
lower ICOR is the cause or the result of faster economic growth remains 
a moot point. 

It is indisputable that the fast growing Asian economies all have 
investment rates above 30% (World Bank 1994, pp. 178-9). In the 
Indonesian case, it can reasonably be argued that there is still much 
infrastructural development to be camed out, especially outside Java, 
which will yield results in terms of faster growth only in the longer 
term. Indeed a higher ICOR could be seen as the inevitable result of the 
government's determination to accelerate the pace of infrastructural 
development in the more remote parts of eastern Indonesia. Within the 
industrial sector, the BPS study showed that over the years 1984-88 the 
ICOR was 4.6-about the same as for the economy as a whole (BPS 
1994a, tables 4.1 and 4.2). But there were very great differences in the 
ICOR within the industrial sector; at the twwdigit level the ICOR varied 
from two in the food and drink subsector to over seven in the glass, 
cement and construction materials subsector for the period 1980-90. 
Such a high ICOR could reflect problems specific to one industry, but to 
the extent that the composition of industrial output shifts over the next 

%is is derived from the GDP gmwth rates and the projected growth in real 
investment given in vol. 1, ch, 4, together with the investment/GDP ratio in 
1993 of 30.5% (vol. 1, p. 230). The ICOR is then estimated as the sum of 
projected real lnvestment over the years 1993 to 1998 divided by the inaement 
in real GDP between 1993 and 1999. 



12 Anne Booth 

five years towards more capital-intensive industry, the sectoral ICOR 
will rise, and this in turn will affect the economy-wide ICOR 

It is not possible to estimate the sectoral composition of total 
investment over the sixth plan, but the document has a detailed 
breakdown of projected government investment to be carried out through 
the development budget. The four priority sectors in terms of total 
budgetary allocations over the Repelita VI period are transport, 
regional development, energy and education, which togethex account for 
almost 60% of the total allocation (table 5). Agriculture and irrigation 
together account for less than 10% of the total compared with 16% in 
Repelita V (Booth 1989, table 6). The share of education in total 
budgeted development expenditures is also lower than in the previous 
two plans, while the share of regional development is considerably 

TABLE 5 Canposifim of Phned Gmernmf DeWrOpmRlt Expenditure 
(%) 

sed01 Percentage of Plan Expenditure 

Transport 
Regional development 

Education 
Irrigation and water remurce8 
Defence 
Health and welfarea 
Agriculture 
Transmigration 
Housing 
Trade and co-operatives 
Otherb 
Total 

Energy 

18.8 
16.0 
12.4 
11.6 
6.0 
4.5 
4.9 
3.6 
3.5 
3.3 
2.9 

12.6 
1W.D 

~ ~ 

aIncludes population and 6aamily planning. 
hcludes tourism, environment, religion, science and technology, law and the 
government apparatus. 
Source: GO1 (1994). table 10. 
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TABLE 6 Sourcs ofEmomic  Growth, Repelita Vund VI 

Repelita V Repelita VI 
Annual% share Annual% Share 
Growth (%) Growth (%) 

CDP growth(% per am-) 6.6 100.0 6.2 100.0 
Contribution h m :  
Capital stock 3.9 58.1 3.3 52.6 
Labour 1.7 25.0 1.6 25.6 
Productivity growth 1.1 16.9 1.4 21.8 

Labour productivity 3.5 3 3  
growth (% per annum) 

Sourcp: Repelita VI, vol.1, table 4.4. 

greater. In fact the regional development allocation in Repelita VI is 
almost as high, as a percentage of total development expenditure, as it 
was in Repelita 11, when many of the Inpres program were initiated. 

For the first time the plan document includes a discussion of the 
sources of growth, in both the fifth and sixth plan periods (table 6). Of 
particular interest is the increase in the contribution that factor 
productivity growth is expected to make to the total growth rate in 
Repelita VI. Although the growth in capital stock is still projected to 
account for over half the total growth rate, its share is predicted to fall 
somewhat, while that of productivity growth will increase. The claim 
that already in Repelita V total factor productivity growth contributed 
about 17% of total GDP growth runs counter to the argument made by 
the World Bank in its much publicised study of the East Asian 'miracle 
economies' that Indonesia, along with Singapore and Malaysia, was an 
'investment-driven' economy, where almost all the observed growth in 
GDP was due to growth in the supply of capital and labour, and very 
little to improvements in total factor productivity (World Bank 1993, 
pp. 56-7). Of course these calculations are very sensitive to the 
estimating technique used, and also to the time span considered. It is 
probable that the deregulation measures of the late 1980s and early 
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1990s have led to some growth in output per unit of factor input, at least 
compared with the early and mid 1980s.’ 

PUBLIC FINANCE 

According to the projections contained in Repelita V, less than one- 
quarter of government domestic revenues would accrue from the oil and 
gas sectors by 1993/94, compared with almost two-thirds at the end of 
Repelita III, and over 40% at the end of Repelita IV (table 7). This target 
has been achieved, and the Repelita VI document projects that only 
15.6% of total government revenues will accrue from the oil and gas 
sector in 1998/99. Other Repelita V public finance targets have proved 
harder to meet, however. Routine expenditures were projected to fall to 
61.3% of government domestic revenues, from over 90% in 1988/89. In 
fact, they still accounted for over 70% in 1993/94. This means that a 
smaller proportion of domestic revenue was available to fund the 
development budget in 1993/94 than was predicted in Repelita V 
(25.8% instead of the targeted 38.7%). The fifth plan projected that 
routine expenditures would be slightly smaller than development 
expenditures in 1993/94; in fact they were 50% higher, and this ratio is 
M t  expected to change greatly by 1998/99 (table 7) .  

An important explanation for the greater than expected increase in 
routine expenditures has been the continuing burden of servicing the 
foreign debt. Debt servicing obligations grew rapidly during Repelita 
IV, and by 1988/89 accounted for more than 50% of routine 
expenditures. This proportion fell to 44.3% by 1993/94, and is 
projected to fall further to 32% by 1998/99 (GO1 1994a, p. 105). The 
other major component of routine expenditure, salaries and wages of the 
civil service, also grew rapidly over Repelita V, partly because of 
growing numbers of civil servants, and partly because of increasing 
salaries. The number of civil servants grew from 3.63 million in 
1988/89 to four million in 1992/93, falling back slightly to 3.97 million 

‘The same World Bank report also contained the rather alarming calculation 
that the rate of change of technical efficiency in Indonesia was actually 
negative. Instead of catching up with international best-practice technology as 
economies such as Hong Kong and Taiwan have been doing, Indonesia has 
been falling behind (World Bank 1993, p. 69). Although these estimates are 
made on the basis of some very restrictive assumptions and cannot be 
considered precise, they do indicate that the pace of technical change in 
Indonesia is not as rapid as in snme neighhouring economies. 
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in 1993/94 (LPK 1994, table XXII-3). It would appear that the 
government wishes to maintain tight control over civil service numbers 
in Repelita VI, though this policy may impede the attainment of targets in 
sectors such as education and health. At the same time, pressures to 
improve salaries and working conditions, which remain far from 
satisfactory for many civil servants, will mean that civil service 
remuneration will continue to grow relative to total government 
expenditures during the sixth plan period. 

The slower than predicted growth of government savings over 
Repelita V has meant continued dependence on foreign aid and 
borrowing to fund a sigtuficant proportion of the development budget. In 
1993/94, foreign aid and borrowing still accounted for over 40% of 
development expenditures. While this was a considerable improvement 

TABLE 7 Gawnmenf Receipts and Expenditures, 197317&1998/99 

As 96 of total government domestic revenues 
o i l  taxes 355 65.9 41.4 23.9 15.6 
Non-oil ~evenues 64.5 34.1 58.6 76.1 84.4 
Routine expenditure 73.7 58.3 90.2 74.2 69.0 
Government savings 26.3 41.7 9.8 25.8 31.0 
As Ye of development budget 
Routine expenditure 158.2 85.0 169.3 151.2 150.9 
Government savings 56.4 60.8 18.5 52.5 67.7 
Foreign aid 45.2* 39.2 81.6 40.4e 32.3 

“Reallsed budget figures. 
bActuals from LPK 1994, tables IV-1, W-2. 
cProjections from Repelita VI, voL 1, tables 5.5 and 5.6. 
dForeign aid and government savings exceed total development budget because 
of the overall budget surplus recorded in 1973/74. 
eForeign aid and government savings together do not entirely cover 
development expenditures, because of the overall budget deficit recorded m 
1993/94. 
Sources: Booth (1989). table 5; LPK 1994, tables IV-I to N-7; Repelita VI, vol. 1, 
ch. 5. 
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TABLE 8 Bnlnnce o f P m p m t s  Targets, Rrperita VI 

Estimated A d  Targets 
1993/94 1994195 1998199 

Non-oil and gas exports ($ bn) 
Manufactured exports (5 bn) 
Total debt stock ($ bn) 
Nonuil and gas as %of total exports 

Rate of growth of exports (%) 
Non-oil and gas 
Manufactured 
As % of GDP 
Non-oil and gas exports 
Current account defiat 
Debt Stock 

Debt-servicdexport ratio (%) 
Government 
Private 

28.9 
24.8 
83.2 
759 

16.3 
17.8 

19.9 
1.9 

57.2 

21.1 
11.4 

33.6 
29.1 
84.3 
7a5 

16.3 
17.5 

21.4 
2.0 

53.7 

19.0 
11.4 

62.8 
56.2 
95.8 
87.0 

16.8' 
17.8' 

25.6a 
1.3 

45.9 

12.8 
7.4 

'Average over the Repelita VI period. 
Source: GO1 (1994b). 

on the 1988/89 proportion, there is no doubt that the government 
continues to place high priority on reducing the reliance on aid and 
borrowing to fund the development budget, and by 1998/99 the ratio of 
aid and borrowing to total development expenditures is projected to 
drop to under onethird (table 7). 

THE BALANCE OF PAYMENTS 

The remarkable growth in non-oil exports which Indonesia has 
achieved since the mid 1980s has been widely discussed, and it is hardly 
surprising that the Repelita VI balance of payments targets place 
particular emphasis on sustaining this growth until the end of the 
decade. Non-oil exports are projected to grow at 16.8% and 
manufactured exports at 17.8% per annum, in nominal dollar terms. 
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Earnings from oil and gas exports are projected to grow by only 0.8%, 
partly because of low world prices and partly because of increasing 
domestic consumption. By 1998/99 it is envisaged that manufactured 
exports will be 89% of total non-oil and gas exports, which in turn will 
comprise 87% of all exports and 25.6% of GDP (table 8). Imports of 
goods are targeted to increase rather more rapidly than exports, so that 
the surplus on commodity trade will narrow (GO1 1994a, table 11). The 
plan predicts that the net deficit on invisible trade will grow more 
slowly than imports, at around 9% per annum in nominal dollar terms. 
Foreign exchange earnings from tourism are projected to grow at over 
18%, and to reach $8.9 billion dollars in 1998/99 compared with an 
estimated $3.8 billion in 1993/94. Worker remittances from overseas 
are also expected to grow rapidly, from an estimated $291 million in 
1993/94 to $953 million in 1998/99 (vol. 1, p. 386). The current 
account deficit is projected to decline from 2% of GDP in 1993/94 to 
1.3% in 1998/99. 

The most controversial aspect of these projections is the growth in 
non-oil exports, especially in the light of their disappointing 
performance in the early part of 1994.5 As was explained in the August 
Survey, non-oil export growth slowed to 16.2% in 1993, mainly because 
exports from the textile and garment sector grew by only 2% per annum 
(in nominal dollar terms). The most recent figures show that, in value, 
non-oil exports were only 2.4% higher in January-May 1994 than in 
the same period last year. The value of textile and garment exports fell 
by 19.4% in this period (Buletin Ringkas, August 1994, tables 19-21). 
The reasons for the decline in the textile and garment sector were 
discussed by Pangestu and Azis (1994, pp. 17-21); it would appear that 
a drastic shake-out in the sector is inevitable, with some firm going 
bankrupt and others being completely restructured. The longer term 
impact on production is unclear, but most observers expect that the 
value of total output and exports of textiles and garments will contract 
this year, and the very rapid growth rates of the last eight years are 
unlikely to be repeated. Given the large weight which the textile and 
garment sector has in total non-oil exports, its growth slowdown will 
inevitably affect total performance, although most other non-oil exports 
performed better than textiles and garments in 1993 and in the first part 
of 1994. But obviously to the extent that the problems facing the textile 
sector are not specific to that industry, but affect other Labour-intersive 

% fact, as McLeod (1994) points out, exports of garments and textiles began to 
turn down in early 1993, while footwear exports had flattened aut. 
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manufactures as well, the Repelita VI targets may be difficult to 
achieve6 

The other aspects of the balance of payments projections which have 
received close scrutiny are those relating to borrowing and debt 
servicing. In 1988, President Soeharto committed the government to 
reducing the debt-service ratio (DSR) from the level then prevailing of 
around 35% to 25% by the end of Repelita V. In fact this target has not 
been achieved: the sharp decline in the government DSR (to 21.1%) has 
been offset by the growth in private debt servicing obligations, so that 
the total DSR was still 32.5% in 1993/94 (table 8). The commitment in 
Repelita VI is to reduce the DSR to 20.2%, of which only 12.8% will be 
government debt. It can indeed be asked whether the government is wise 
to set targets for private debt servicing obligations, which after all are 
the responsibility of individual enterprises, and over which it has only 
indirect control. However, the issues of foreign borrowing and foreign 
indebtedness remain politically sensitive, and the inclusion of explicit 
commitments for both the DSR and the ratio of debt stock to GDP in the 
plan will strengthen the hand of government in dealing with proposals 
by private investors to borrow heavily abroad for projects of dubious 
economic viability. 

A remarkable and largely unpredicted development in Repelita V has 
been the growth of private portfolio capital inflows (i.e. other than 
foreign direct investment). The growth in these inflows is associated 
with the growth in the stock market, although not all the inflows have 
been used for purchasing equity in publicly listed companies. The 
authorities acknowledge that it has become increasingly difficult to 
estimate these flows, and even more difficult to assess the purposes to 
which the funds have been put. The balance of payments outtums for 
Repelita V show that total non-government capital inflows grew from 
$575 million in 1989/90 to $4.6 billion in 1993/94; a considerable part 
of this growth can be attributed to portfolio flows (LPK 1994, table V- 
1). The Repelita VI balance of payments projections indicate that 'other 
net capital flows' excluding net direct investment will fall in nominal 

6Footwear exports were also down by 1.2% in January-May compared with the 
same period last year. The reasons were much the same as for textiles: more 
intensive competition from other Asian countries, slower growth in demand in 
the USA and West Europe and and higher rupiah costs of production, which 
have not been offset by a depreciating rupiah. On the other hand, exports of 
electronic equipment were up by 47% compared with the same months in 1993, 
and plywood and processed wood exports also rose by around 10% (Buletin 
Ring&, August 1994, table21). 
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dollar terms, though obviously such a prediction must be subject to a 
large margin of error. But there can be little doubt that the official 
attitude to portfolio flows is rather ambivalent; while the rules 
concerning foreign equity participation in the stock market are being 
liberalised, there is also concern about the destabilising effect of large 
flows of short-term funds into the domestic financial system. 

POPULATION AND LABOUR FORCE GROWTH 

The population of Indonesia as a whole is predicted to increase by 1.5% 
per annum to 204.4 million people by the end of Repelita VI (table 9). 
The most striking aspect of the projections is the difference between 
rural and urban areas: the entire increase will occur in urban areas, 
with rural population actually declining slightly. The difference in 

TABLE 9 Populntim F’rqections, 199S98 
(millions) 

1593 1998 Growth 
(9/. pa) 

Java 
Sumatra 
Kalirnantan 
Sulawesi 
Bali/Nusa Tenggara 
Othera 

Total 

Urban 
Jakarta 
Surabaya 
Ban dung 
Medan 

Rural 

111.9 
39.4 
10.0 
13.3 
9.9 
4.6 

189.1 

64.3 
15.5 
4.0 
3.8 
2.6 

124.8 

118.9 
43.8 
11.4 
14.6 
10.5 
5.3 

204.4 

80.3 
20.0 
5.0 
4.7 
3.1 

124.1 

1.2 
2.1 
27 
1.7 
1.3 
2 6  

1.6 

1.5 
5.2 
4.6 
4.2 
4.2 

4 . 1  

‘Maluku, East Timor and Irian Jaaya. 
Sources: Repelita VT, vol. 2, table 17.1; GO1 (1Wb). 
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growth rates between urban and rural areas is most obvious in Java, 
where the population of the Jakarta area alone is predicted to grow by 
almost 4.5 million people; this amounts to 65% of the total predicted 
growth of 6.9 million in the population of Java. The population of the 10 
largest metropolitan areas in Java is predicted to grow by 7.9 million 
people, which is more than the total increment in population (vol. 2, 
table 17.1). Given the slow rates of natural increase in most parts of 
Java, both rural and urban, it is clear that much of the urban growth 
will occur through rural-urban migration. In other words, rapid 
urbanisation will be accompanied by an accelerating process of rural 
depopulation. 

Indeed the Repelita VI projections suggest a massive movement of 
population in Java to huge conurbations, mainly along the north coast 
(Jakarta, Cirebon, Tegal, Semarang, Surabaya) but also around 
Bandung, Yogyakarka and Surakarta, and Kediri and Malang. A recent 
analysis of urbanisation in Indonesia in the 1980s has argued that much 
of the urban growth in the Jakarta and Bandung areas has been due to 
growth in the urban fringe areas; in fact the old core of both these cities 
appears to have grown quite slowly (Gardiner 1993, p. 8). In the case of 
Jakarta a considerable part of the urban growth can be explained by in- 
migration to these fringe areas from other parts of Java and the outer 
islands. But in Bandung, much of the urban growth has been due to 
reclassification of these already densely settled fringe areas from 'rural' 
to 'urban'. Gardiner suggests that the Bandung case may be more typical 
of what is going on in other areas of Java and indeed in other parts of 
the country. The process of urbanisation is not so much one of pwple 
relocating from villages to already existing urban centres, but rather one 
of villages being transformed into cities and suburbs, as what were once 
agricultural areas become more densely settled, and land is converted 
from agricultural use into housing, shops and factories. As this process 
continues, the primary sources of local income shift from agricultural 
activities to jobs in manufacturing, trading or other services. 

Elsewhere in the country, total population growth is projected to be 
higher, and the proportion of the total growth absorbed by the large 
urban centres much lower. Even using a lower population threshold for 
'large' cities (250,000, instead of the 750,000 used in Java), only about 
one-third of the projected growth in population in Sumatra of 4.4 million 
will be in cities. About the same percentage will be absorbed in cities in 
Kalimantan, while in the least developed regions of eastern Indonesia 
(Maluku, Irian Jaya and East Timor) less than 12% of population 
growth will take place in cities (table 10). Thus over time the difference 
in the extent of urbanisation between Java and the rest of the country 
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will become greater. The government still appears to consider that there 
is potential for further land settlement in rural areas outside Java, as the 
targets for the trammigration program have been increased over what is 
claimed to have been achieved in Repelita V. It is envisaged that 350,ONI 
families will move compared with an estimated 247,560 in Repelita V, 
although 250,000 of these will be 'spontaneous', i.e. not assisted by the 
government (GO1 1994a, table 20; LPK 1994, table XII-16). It is also 
projected that over 500,000 hectares of agricultural land will be opened 
up, although, given that less than half this amount of new land was 
developed in Repelita V, this target look to be extremely optimistic. 

The rapid growth of urban areas in Indonesia, and particularly in 
Java, will put enormous pressure on housing and other facilities, 
especially water, sewage and garbage disposal. Already the pace of 
urbanisation has outstripped the provision of aU these services, with 
the result that many new housing complexes on the fringes of the large 
cities have to use water from wells, which can dry up completely in the 
dry season. Large piles of uncollected garbage are an increasingly 
common sight in most of the large cities, and raw sewage and other 

TABLE 10 P m t a x c  of thp Papulnfi~?~ lmement in Repelita VI 
due to Growfk in Cities 

Projected Increase Of which 
in Population (million) Large Citiesa 

("/. 1 

Java 6.92 
Sumatra 4.40 
Kalimantan 1.44 
Sdawesi 1.24 
BalVNusa Tenggara 0.66 
Otherb 0.63 

Total 15.29 

113.9 
33.8 
32.3 
28.1 
43.0 
11.8 

104.7 

Java a large city is defined as one where the population in 1993 was 750.W 
or more There were 10 such cities in 1993. Outside Java a large aty is one where 
the population in 1993 wah 250,002 or more. There were 17 such citiff in 1993. 
bMaluku, Irian Jaya and East Timor. 
Sources: As for table 9. 
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untreated waste is pumped into rivers and canals. Experts debate how 
much longer this can go on without causing serious outbreaks of disease; 
already the incidence of water-borne infections is high in most parts of 
the country, and contributes to the problems of absenteeism and low 
worker productivity which most private employers complain about. The 
housing targets for Repelita VI include the consfruction of 500,000 
'simple' and 'very simple' houses which will be built largely by private 
developers and sold to occupants on an instalment basis? Ambitious 
targets are also included for the provision of clean water, the disposal 
of garbage and improved urban drainage (vol. 4, tables 38.1,38.2,38.3). 
It is, however, doubtful whether these targets can be achieved, and even 
if they are reached, whether the problems will be solved, given their 
magnitude and the pace of urbanisation. It seems clear that city and 
regional governments will have to assume greater responsibility 
themselves for tackling these problems, and be given greater powers to 
raise the necessary revenues? 

The labour force in Repelita VI is projected to increase by 12.6 
million over Repelita VI, to 91.4 million in 1998 /99 (vol. 2, table 10.2). 
This implies an annual rate of increase of 3%, which is the same as the 
growth that occurred between the 1985 Intercensal Survey and the 1990 
Population Census, but much higher than indicated in recent Labour 
Force Surveys (Sakemas). Given that population growth is projected to 
be well below 2% per annum in the latter part of the 199Os, a labour 
force growth rate of 3% implies a considerable increase in participation 
rates, which seems implausible. According to the plan projections, 
almost 95% of the projected increase will find employment, while 5% 
will be unemployed. Around 15% of the increment in the labour force 
will be absorbed in agriculture, 24% in manufacturing, 17% in trading 
and 18% in services (table 11). These projections can be compared with 
the pattern of labour absorption achieved between 1987 and 1992, as 

'Private developers working with the government on achieving these targets 
are compelled to build six 'very simple' houses for every three 'simple' houses 
and one 'luxury' house. The State Minister of Housing admitted in September 
that while many private developers are willing to work with the government 
on this basis, there are inaeasmg difficulties in securing land at prices which 
still allow a reasonable profit margin for developers, given that the prices of low- 
cost homes are still fixed by the government UP, 14 September 1994) 

solution would be to turn both the land tax (PBB) and the motor vehicle 
tax over to kabupaten/kotamadyn level governments, and give them autonomy 
in setting rates, collection, and use of funds. 
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TABLE 11 Absmptwn of the Labour Force by Sector, 1987-92 Oui Repelita VI 
(%) 

Sed0r Composition of Composition of 

Labour Force 
haease in Employed 

1987-9Za RepelitaVIb 198p 1992' 1998/Sb 

Total Labour Force 
Employed 
AgIiCUlhw 
Mining 
Manufacturing 
UtilitieS 
Construction 
Trade 
Transport 
Finance 
Services 

100.0 lw.o 
95.9 94.6 
40.6 15.3 

1.2 
28.8 24.0 

0.4 
10.7 

15.2 17.4 
6.0 
1.7 

11.3d 18.0 

lw.o  lw.o 
55.0 53.7 

0.7 
8.3 10.5 

0.2 
6.ff 3.2 

14.9 15.0 
3.3 
0.7 

15.9 12.6 

1w.o 
44.0 
1.1 

14.3 
0.3 
5.5 

15.3 
4.3 
1.1 

142 

TmmSakernas. 
bRepelita VI projections. 
Scludes construction, utilities, transport and mining. 
dIncludff services, construction, transport, utilities and mining. 
sources: B E ,  KeudMn An&tan Kerja di rndaesiz, 1987,1992; Repelita VI, vol. 2, 
table 10.2. 

reported in Sakemas. The most striking point about the Repelita VI 
projections is the rather small proportion of the projected increment in 
the labour force which will be absorbed in agriculture and 
manufacturing, compared with the data from 1987-92 which show that 
almost 70% of the increment was absorbed in these two sectors. The 
Repelita VI projections indicate that less than 40% of the total labour 
force will be accommodated in agriculture and manufacturing, and the 
balance in construction, trade and s e ~ i c e s . ~  

9The Repelita VI document also contains projections for absorption of the 
increment in the labour force by sector for the next 25 years (vol. 11, table 10.2). 
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TABLE 12 Projected and Actunl Growth in the lnbour Force by Region 

Region Repelita V Sakemas Repelita VI 
(projected) 1987-92 

Java 
Sumaka 
Kalimantan 
SUlaWeSj 

Bali/Nusa Tenggaraa 
Maluku/Irian Jaya 
Outside Java 
Total 

2.2 
4.3 
4.6 
3.9 
3.4 
4.8 
4.2 

3.0 

2.0 
2.9 
4.1 
1.7 
1.0 
3.9 
2.6 
2.2 

2.6 
3.7 
3.5 
2.5 
2.7 
5.1 
3.2 
2.9 

~ ~~ ~ 

ahdudes East Tunor. 
Sorrrces: BPS. Keadaan Anghatan K q a  di Indrmesi, 1987,1992; Repelita V, vol. 2 p. 
387; Repehta VI, vol. 2, table 10.4 

As in the previous plan, the Repelita VI document contains a 
breakdown of the growth of the labour force by province. The labour 
force in Java is expected to grow at only 2.6% per annum, rather less 
than the national average. The fastest growth is predicted to take place 
in Irian Jaya and Maluku (5.1% per annum), Sumatra (3.7% per annum) 
and Kalimantan (3.5% per annum). Java is expected to provide 54% of 
the new jobs over the plan period, Sumatra 25% and Kalimantan 7% 
(vol. 2, table 10.4). The plan document has little to say about the sectors 
in which these jobs will be created, although it would appear that a 
considerable number are expected to be in the agricultural sector. 
Indeed, given the patterns of provincial labour force growth revealed by 
the 1987 and 1992 Sakemas surveys, the Repelita VI projections look 
rather questionable. The growth rate of the total labour force was 
considerably lower than the Repelita VI projections, although it was 
higher for Kalimantan (table 12). Repelita V also contained rather 

Again it is striking that agriculture and manufacturing together are projected to 
absorb only about 32% of labour force growth. The rest will be absorbed m 
mmtmction and services. 
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TABLE 13 Unemployment Fates by E d u m t i d  Stafus, 1987mrd 1992" 
(%) 

Male Female GIOwthb 
Unemployed Unemployed (W 

1987 1992 1987 1992 Male Female 

No schooling 
SD dropout 
Completed SD 
SMF' (general) 
SMP (vocational) 
SMA (general) 
Sh4A (vocational) 
Diploma 1/11 
Diploma IU/Academy 
University 
Average 

0.6 
0.8 
1.5 
4.0 
2.4 

14.6 
8.0 
7.2 
4.2 
7.6 
2.6 

0.3 0.3 
0.6 0.7 
1.3 1 5  
3.7 6.1 
3.2 6.7 

11.1 26.1 
6.1 10.2 
2.9 8.9 
4.6 11.3 
8.5 19.9 
2.6 2.4 

0.2 
0.7 
1.6 
5.0 
3.9 

20.4 
11.3 

11.5 
19.5 
3.0 

a8 

-13.3 
-73 

1.1 
6.2 
9.5 
3.0 
0.6 

10.2 
5.0 

10.5 
2.0 

-103 
-1.9 
6.4 
4.6 

5 . 3  
5.7 
9.4 

12.8 
8 2  

17.6 
5 8  

* 
SD =%blah Dapar (primary school). 
SMP = Sekolah Menengah Pert- (junior high sdtool). 
S M A  = Sekolah Menengah Atas (senior high schwl). 
"Unemployment rate' refers to the percentage of the total labour iorce in each 
category which is currently not working and is seeking work. 
b'Growth refers to the annual average growth in the total numbers of 
unemployed in each category. 
Source: BE, Keadnan Angkatm Kmja di Indonesia, 1987,1992. 

ambitious targets for labour force growth outside Java which, 
especially for Sulawesi and Bali/Nusa Tenggara, and to a lesser extent 
for Sumatra, do not appear to have been achieved."' Overall the 
difference in the growth of the labour force between Java and the rest of 

'%e Repelita V projections of labour force growth for particular provinces 
were in some cases far too ambitious. For example the labour force in Lampung 
was projected to grow by 6.5% per annum! The reality according to the Sakemas 
figures was a p w t h  rate of under 1% per annm. But even 50 the Repelita VI 
projection for Lampung is stdl aver 3% per annum. 
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the country between 1987 and 1992 was much smaller than was 
projected in Repelita V. Given that much of the industrialisation and 
associated urbanisation will occur in Java, it is likely that the labour 
force growth rates in Java will not be much lower than in the rest of the 
country over the next five years. 

The other sensitive issue in employment policy is the extent and 
nature of unemployment. The 1992 Sakemas reported that the rate of 
unemployment for males was 2.6% and for females 3.0%. But these 
average figures disguise the very considerable difference in the rate of 
unemployment by educational status (table 13). For males the rate was 
highest for graduates from the senior high schools (general stream) and 
lowest for those with no schooling. For females, very high rates of 
unemployment were found among senior high school and university 
leavens. There appears to have been little change in the average rate of 
unemployment for males between 1987 and 1992, although there was 
some increase for females (table 13). The increase is due to a shift in the 
structure of the labour force towards those educational categories with 
the highest rates of unemployment, rather than increases in the category- 
specific unemployment rates, which have in fact fallen slightly in many 
cases. As would be expected, the highest rates of growth in the numbers 
of the unemployed are found in the upper levels of educational 
attainment; especially striking is the rapid growth in numbers of 
unemployed with university qualifications. The implications of this for 
educational policy are discussed below. 

EDUCATION 

The Repelita V document contained a number of ambitious targets for the 
expansion of access to education, especially at the lower secondary 
(SMP) and upper secondary (SMA) levels. Already by 1988/89 it was 
argued that all the children in the 7-12 age groups were enrolled in 
primary schools, and the focus of government attention shifted to the 
secondary level, where it was projected that numbers enrolled and 
participation rates would grow rapidly (Booth 1989, tables 11 and 12). 
In the event these targets have not been met; in fact at both the SMP and 
SMA levels the numbers of new students were lower in 1993/94 than in 
1988/89. Total numbers of students have also fallen, except in the 
vocational senior high schools, as have numbers of graduates (table 14). 
The Repelita V document forecast crude participation rates at the junior 
high school level of 67% by 1993/94; the actual rate was around 
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TABLE 14 Numbers in Semday end Tertiny Eduatwn. 1988f89 and 1993194' 
(millions) 

1988f89 1593f94 Annual 
Change 

(W 

New Pupils 
S M P  (general) 
SMP (v0catioml)b 
SMA (general) 
SMA (vocational) 
Teacher trainingC 
Higher education 
Total Pupils 
SMP (general) 
SMP (vocationa1)b 
SMA (general) 
SMA (vocational) 
Teacher trainin& 
Higher education 
Graduates 
SMP (general) 
SMP (vocation.& 
SMA 
Higher education 
Teachers 
S M P  
SMA 
Higher education 

2.55 
0.04 
1.09 
0.42 
0.08 
0.34 

657 
0.11 
2.76 
1.18 
0.28 
1.66 

1.93 
0.03 
1.15 
0.16 

0.41 
0.29 
0.06 

2.15 

0.84 
0.51 

0.42 

5.75 

- 

~ 

2.39 
1.37 

2.06 

1.63 

- 

1.14 
0.20 

0.36 
0.30 
0.09 

-33 

-5.2 
3.6 

3.6 

- 

- 

-2.6 

-2.6 
3.0 

4.3 

-3.3 

-0.2 
4.0 

- 

- 

- 

-2.7 
0.4 
8.3 

aExcludes data from the madrasnh. 
bVocahonal S M P  have been phased out. 
'Refers to teacher training high schools (SPG), which have been phased out 
source: LFK (1994), ch. XVI. 
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43.4%, and 52.7% if enrolments in the madrasah tsnnnw'ynh (Islamic 
junior high schools) are included (vol. 4, table 32.4). At the senior high 
school level, crude participation rates of 45% were forecast; the actual 
rate was only 33%, including enrolments in the mndrnsah aliynh (Islamic 
senior high schools). The inclusion of enrolments in the madrusah does 
increase the participation rates, but is controversial in that part of the 
education is religious rather than secular in content. 

The reasons for these disappointing results are complex, and several 
different explanations have been advanced. In discussing the Repelita V 
results the LPK @. XVI/23) argued that many young people in the senior 
high school age group (16-18) find the cost of continuing to SMA too 
great, both in the sense that the fees, uniform, transport and other costs 
are a significant burden on the family budget, and in the sense that the 
income foregone from earnings becomes steadily greater as children 
grow older. Certainly the direct financial burden of SMA attendance is 
now considerable; a recently published BPS study has estimated the 
average annual cost in urban areas in 1992 to be Rp 285,340 (BPS 
1994b, p. 106). In addition, as the 1992 Sakernas results show, the 
probability of a long period of post-graduation unemployment is 
markedly higher at the SMA level than at lower levels (table 13). This 
point is certainly not lost on parents, who see little point in spending 
large sums on SMA education if the young graduate is then either 
unemployed or forced to take a job which he or she could just as easily 
have taken with a junior high school diploma. 

To some extent these reasons also apply at the junior high school 
level, although here the main deterrent for many parents, especially in 
rural areas, is the direct financial cost of continuing beyond primary 
school." The opportunity cost of having a child in SMI' is still 
relatively low compared with SMA and university, and increasingly an 
SMP certificate is used as a 'screening device'by factories recruiting for 
low-skilled jobs. Thus many parents would probably be prepared to 
invest in the extra three years of junior high school education in order to 

"The BF5 study, based on the 1.992 Susenas (National Socio-economic Survey), 
found that the average annual payment for SMP attendance was Rp 190,890 in 
urban areas and Rp ll0,4sO in rural areas ( B E  1994b, pp. 1 w ) .  It also reported 
that 91% of bays currently in primary school, and 89% of girls, wanted to 
continue to higher levels of education (BPS 1994b. p. 100). The same study 
found that just on 50% of people in the 5-29 age groups who were no longer in 
school gave hnancial reasons for dropping out (BPS 1994b, p. 8). on ly  around 
896 said they had dropped out m order to work, and 11% said that they 
considered they had had enough education. 
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secure factory employment, i f  the direct cost to the family could be 
reduced. Such a reduction can only be achieved (as indeed it was at the 
primary level in the 1970s and 1980s) by building and equipping more 
junior high schools in rural areas, and by training more teachers. This 
indeed is a major thrust of education policy in Repelita VI. The aim of 
the next 25-year plan is to achieve universal compulsory education to 
SMP level (table 1); this will be done in steps, with the crude 
participation rate rising to 66.2% in 1998/99, and 87% by 2003/4 (vol. 
4, table 32.2). 

The implications of thii for provision of buildings and teachers have 
been spelt out by the Minister of Education in a recent paper (Wardiman 
1994). To accommodate the planned increase in SMP enrolments of 1.8 
million, around 45,000 new classrooms will be needed. Ideally most of 
these should be provided in new locations, espeaally in rural areas, but 
the Minister acknowledges that a high proportion will have to be 
obtained by using existing infrastructure more intensively in a double- 
shift system. In addition the government will probably have to subsidise 
private educational foundations and madrasah who are prepared to 
expand capacity. The problem of teacher supply is even morr complex. 
The Department of Education and Culture (DPK) has estimated that 
43,472 new teachers will be required in 1994 alone if the Repelita VI 
targets are to be met. But the government has implemented a freeze on 
civil service numbers, and new civil servants can only be recruited as 
existing ones resign or retire. In fact around 41,000 civil servants in 
DPK are expected to retire over the next two years, but the Minister in 
charge of the Government Establishment has allocated only 26,414 new 
places to DPK in 1994/95 (Wardiman 1994, tables 6 and 7). In addition 
to the shortfall in numbers there are problems caused by the inadequate 
qualifications of many teachers, the mismatch between available 
qualifications and new teaching requirements (especially in the 
sciences) and the concentration of teachers in particular locations 
(especially in urban areas). 

Faced with these problems, M~nister Wardiman has set out a number 
of policies to be adopted in the immediate future (Wardiman 1994, pp. 
17-19). First, priority will be given to expanding physical capacity in 
the junior secondary system by building as many new schools as 
possible, by using more double shifts in existing facilities and by 
subsidising expansion of the private sector. This last is obviously 
questionable on equity grounds, as private facilities are usually used by 
the better-off families in urban areas, although 'private' appears to 
include religious foundations as well. The fact that 15% of the projected 
increase in SMP enrolments is to be absorbed in madrasah, which are 
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under the control of the Department of Religion, gives rise to difficult 
questions of interdepartmental cooperation over curriculum, teacher 
training and provision of teaching materials, which will not be easily 
resolved. The Minister also stresses the importance of developing 
'alternative delivery systems', especially in the more isolated rural 
areas, though what exactly such systems will involve is far from dear?2 

Given the disappointing enrolment figures at the secondaly level 
during Repelita V, it is inevitable that much of the current debate on 
educational policy has centred on the goal of compulsory nine-year 
education. But obviously much remains to be done at the primary level. 
Although it is widely believed that the goal of universal primary 
education has been attained in Indonesia, the reality is somewhat 
different. Over Repelita V, the refined participation rate at the primary 
level (the proportion of children aged seven to twelve who are attending 
primary school) actually fell from 99.6% in 1988/89 to 90.1% in 
1990/91, although it increased again to 93.5% in 1993/94 (LPK 1994, 
table XVI-I). These figures are national averages; obviously in some of 
the more isolated rural areas the percentages would be rather lower. 
Although virtually all Indonesian children do now have some exposure 
to primary education, it is clear that not all spend the years from seven 
to twelve in school. The LPK estimates that around one million children 
in this age group are not in school.'3 Various measures are being taken 
to bring education to children in remote rural areas; for example a pilot 
program of guru kunjung (visiting teachers) has been developed in the 
Riau islands. Other initiatives involve using village halls and other 
facilities as schools where no buildings yet exist, and offering special 

%ne option currently being pursued in Thailand is to increase access to post- 
primary education in N r d  areas by adding three more yean to the existing 
primary curriculum, and expanding the capacity of existing rural primary 
schools. This has the great advantage of allowing children to continue their 
education in their own villages, without the expense of uniforms, additional 
fees and transport costs which commuting to an urban high school would 
involve. Rut the policy can be niticised on educational grounds in that rural 
children are being given a 'second-best' alternative which is not really 
secondary education at all. It would seem that the choice f o r  many children is 
either the second-best alternative or no post-primary education. 
13The RPS study referred to above eshmates that 90% of children in the 7-12 
age group are in school, 7.2% are not yet enrolled, and 3% have dropped out 
(BPS 1994b. p. 5). These figures are broadly confirmed by the 1991 Demographic 
and Health Survey which found that 86.7% of children in the 7-12 age group 
were in school ( R E  1992, p. 17). 
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training and incentives to teachers working in isolated areas (LF'K 
1994, p. XVI/13). 

While all these measures are obviously desirable, there are still 
major problem with many existing primary schools, even those in the 
densely settled parts of Java, let alone in the more remote areas. 
Buildings are often in poor repair, teaching materials are inadequate, 
and the teachers lack the motivation to attend regularly and devote their 
full attention to the curriculum. The Repelita VI document acknowledges 
the need to improve the quality of primary education, but offers little in 
the way of new policy initiatives. Some observers feel that the 
government would be better advised to improve the quality of primary 
education before embarking on the program of compulsory nine-year 
education. Poor teacher remuneration is obviously a malor problem, 
although given the fact that schwl teachers now account for almost half 
of all civil servants the issue would have to be tackled within the wider 
context of reform of the civil service pay s t r~c tu re?~  The alternative of 
splitting the teaching service off from the rest of the civil service and 
offering a different pay and incentive structure is presumably too 
radical to be considered. 

Numbers of new students entering the system at the general (non- 
vocational) SMA level fell even more sharply over Repelita V than 
numbers entering the lower secondary level (table 14). The reasons for 
this have already been noted: the growth of factory employment for 
young people over 15 has increased the opportunity cost of upper 
secondary education, while the direct costs to the household are 
substantial. It would appear that SMA is only attractive to those 
parents who want their children to go on to higher education or to enter 
jobs for which an SMA certificate is a prereq~isite.'~ It is striking that 
entrants to the upper secondary vocational schools increased over 

"In 19y3/94 there were 1.83 millton civil servants in the teaching W N ~ ;  this 
amuunred tn 46 1'- of all rn4 Servant% compared with 43400 in 1988/89 (LPK 
19Y1. tablc XXll-3,. In addrhon an  unknown number of teachL.rs ar? honda' or 
t p n ~ i ~  Ironorair Jderah (emplyres of regional govrrnments receiving an 
h.inoranwn rathrr than r) r r y ~ l a r  ctvd svwicc sahry,. 
'jln early August there w d i  wme discuiswn in the press of the falhng numbers 
srtlm,: the state univrrsrrv enlrdncr examination (UXiPTN) Where.+\ in 1991 
479.7IJY randidalei ruok Ihe exammalmn. by 1994 this number had declined lo 
419,737. \linister Wardiman sdld that one reason f o r  this drclrnr was the 
growing n u m h r s  rcgiswring for private universrtiri. In additon, many SMA 
graduales preferid to go straight In work, o r  to enter non-depe cour~es (see 
the editorial in K.?mpas. 2 August. and Kompn. 3 August. p 16,. 
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Repelita V, in contrast to those in the general SMA system. Presumably 
this reflects parental expectations that it will be easier for these 
graduates to find jobs; this is certainly borne out by the unemployment 
data, which showed a significantly lower rate of unemployment for 
vocational than for general high school graduates in 1992 (table 13). 

Student and graduate numbers have increased more rapidly at the 
tertiary level than at any other level over Repelita V (table 14). Indeed 
this is the only segment of the education system, apart from the primary 
level, where the Repelita V targets have been broadly achieved. Also 
striking is the very rapid growth in the number of teachers at the 
tertiary level, compared with the secondary system (table 14). The 
Minister of Education has announced that there will be no new 
additions to tertiary staff ‘for the time being’ (Wardiman 1994, p. 16). 
While there is an obvious case for devoting the available funds to the 
secondaly sector, a complete moratorium on the recruitment of tertiary 
staff is far from satisfactory. A much better strategy would be to weed 
out the ‘inactive’ staff at the tertiary level and replace them with 
younger and more highly motivated teachers. This in turn would mean 
giving greatly increased discretion to individual rectors and deans to 
managestaff budgets.16 

The Repelita VI projections are higher for the tertiary sector than for 
any other part of the system (table 15). Numbers of diploma students are 
expded to grow a t  8.7% per annum, and of degree students at 6.4% per 
annum. But the Repelita VI document has relatively little to say about 
the mix of university students by discipline, although this issue has 
attracted much debate in the press and elsewhere. A recently published 
set of estimates shows that Indonesia is over-producing graduates in 
law, the social sciences and humanities, while there is a serious 
shortage of graduates in the basic sciences. Supply and demand for 
engineering graduates appears to be about right, but there is an over- 
supply of graduates in agriculture, fisheries and forestry (Kompas, 5 
August 1994). The reasons for this are largely historical; when many 
universities, both government and private, were established, the 
emphasis was on expanding numbers as quickly as possible, and this 
could be done at lowest cost by establishing law, arts and social science 
faculties. In addition there was a widespread perception by both 
government and aid donors in the 1970s that Indonesia was still 

16For more detailed discussion of the problems facing the tertiary sector in 
Indonsia, see the various conh’ibuhons in Hill (1991) 
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TABLE 15 Repelitn VI Projectionsfor Total Enrolments 
(millions) 

w a r y  
State/private schools 
Mndrasak 
Total 
CPRa 
Lower seconduy 
State/private schools 
Madrosak 
Total 
CPRa 
Upper secondary 
State (general) 
Private (general) 
State (vocational) 
Private ( v ~ a t i o ~ l )  
Madrasnh 
Total 
CPR' 
Tertiary 
Diploma 

Polytechnic 
Other secular 
Religious 

Degree 
Secular 
Rel ig iOU 

Public service training 
Postgraduate ('Ow) 
All tertiary 
CPRa 

26.19 
3.27 

29.46 
109.9 

5.75 
1.23 
6.98 

52.7 

1.31 
1.03 
0.48 
0.89 
0.40 
4.11 

33.2 

0.47 
0.02 
0.39 
0.06 
1.69 
1.54 
0.15 

0.11 
8.0 
2.28 

10.5 

25.93 
3.47 

29.40 
114.9 

7% 
1.50 
8.78 

66.2 

1.68 
1.32 
0.68 
1.27 
0.50 
5.45 

40.5 

0.n 
0.07 
0.55 
0.09 
2.31 
2.10 
0.21 
0.15 

15.2 
3.18 

12.8 

0.2 
1.2 

4.8 
4.1 
4.7 

5.1 
5.2 
7.4 
7.4 
4.3 
5.8 

8.7 
29.6 
7.4 
6.5 
6.4 
6.4 
6.5 
5.7 

13.7 
6.9 

%e table 1, note c. 
Source: Repelita VI, vol. 4, tables 32.2-32.6 
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primarily an agricultural economy, and therefore agricultural 
disciplines should receive particular attention, both in the sciences and 
in the social sciences. The generation of graduates from these faculties in 
turn produced demand for more university posts in these disciplnes, and 
the basic sciences continued to be neglected. Consequently, as one 
prominent Indonesian economist has recently argued, 'there has been an 
overemphasis on producing university graduates per se rather than on 
producing graduates most needed in national development, particularly 
in industry' (Thee 1994, p. 44). Rectifying this problem will be 
expensive, and will take time, but a reorientation of the university 
system towards the basic sciences is obviously essential if industrial 
development targets are to be reached over the next 25 years. In the 
meantime, Indonesia is lagging behind almost all the other Asian 
economies in the production of science graduates. Comparative data 
published in BPPT (1993, pp. 12a-1) show that the percentage of all 23- 
year-olds in Indonesia with natural science and engineering degrees 
was only 0.40, compared with 0.8% in China, 1.1% in India, 4.2% in 
Taiwan and Singapore and 6% in South Korea and Japan.l7 

The number of students at senior high school level is projected to 
grow at 5.8% per annum, although faster growth is projected in the 
vocational than in the general stream. At the lower secondary level total 
growth is estimated at 4.7% per annum; it is at this level that the 
madrasah have the most significant role to play. Are these targets more 
likely to be achieved than those in Repelita V? Paradoxically the 
answer may depend in part on whether projected growth rates of 
labour-intensive manufacturing are met. If this sector continues to grow 
rapidly, and offers the chance of wage employment to growing numbers 
of teenage school leavers, parental incentive to let children continue 
through the system may be reduced. On the other hand if growth in this 
sector slows, parents may be prepared to pay to keep children in school 
to gain the higher qualifications needed for wage employment in other 
parts of the economy. Obviously they will be more likely to keep their 
children in school if the direct costs can be reduced, through, for 
example, providing more facilities in smaller towns and villages. 

The most recent data on salaries and wages by level of education 
from the Sakernas surveys indicate that the gap between primary and 
lower secondary education is becoming more compressed, whereas the 

'lThe same m c e  also showed that a much smaller proportion (around 15%) of 
natural science/engineering degree holders in Indonesia worked in industry 
than in government and higher education. 
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gap between the primary and tertiary levels is being maintained (table 
16). This may explain the fact that tertiary enrolments are expanding 
faster than secondary; even allowing for the probability of a prolonged 
period of job search, most parents and students appear to think that a 
degree is essential in order to join the queue for the best-paying jobs. On 
the other hand, social cost benefit analyses continue to show that the 
social rate of return to lower and upper secondary education in 
Indonesia is higher than to tertiary education; Boediono (1994, table 5) 
estimates a social rate of return of 14% to SMF education in 1989, and 
11% to SMA education, compared with only 5% to higher education. 
This would suggest that, from a social point of view, more state 
resources should be devoted to the junior and senior secondary levels 
than to higher education. In fact Boediono (1994, p. 24) argues that there 
has been too much investment in physical infrastructure in Indonesia 
and too little in human capital. If this is hue, then it will be necessary to 
channel more resources, both government and private, to education at all 

TABLE 16 Index of Employee Remuneration by Educnrinal Leoel 
(completed primnw = 1W) 

1986 1990 

No s fhoo l i  
Not completed primary 
Completed primary 
SMP (general) 
SMP (vocational) 
SMA (general) 
SMA (vocational) 
Diploma 1,2 
Academy 
University 

69.P 

100.0 
151.5 
148.9 
192.9 
182.4 
206.0 
297.0b 

62.1 
71.7 

100.0 
124.8 
139.8 
176.2 
170.8 
225.0 
297.7 
326.7 

aAverage for 'no schooling' and 'not completed primary'. 
bAverage for 'academy' and 'university'. 
Source: B E ,  Indikntor Tmgknt Hdup Peke+, 1990,1991/92 
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levels. But in addition, greater care must be taken to ensure that existing 
resources, including teaching staff, are better utilised. This in turn will 
require a higher degree of decentralisation in the system and greater 
autonomy for regional administrators. 

POVERTY ALLEVIATION 

The Repelita VI document is the first to devote a chapter to the issue of 
'pemerataan pembangunan dan penanggulangan kemiskinan' (shared 
development and poverty alleviation). Not surprisingly, some stress is 
put on the successes achieved in reducing the incidence of poverty in the 
25 years since 1969. It is claimed that in 1970,70 million people, or 64l% 
of the population, were below the poverty line; by 1990 that number had 
been reduced to 27.2 million, or around 15% of the population (vol. 2, 
pp. 65-6). There is an explicit commitment to further reducing the 
numbers below the poverty line to 12 million (6% of the population) by 
the end of Repelita VI. By the end of the seventh plan (2004), it is 
predicted that 'absolute poverty', as reflected in the numbers below the 
pverty line, will have been abolished (vol. 2, p. 81). These calculations 
are based on the official poverty line used by B E ,  which, as several 
ObseNers have pointed out, is very low in comparison with poverty 
lines used in neighbouring countries (Booth 1993, table 11). But even 
allowing for +his, few dispute the magnitude of Indonesia's achievement 
over the last 25 years in reducing the extent of destitution, especially in 
Java. 

Can the decline continue at a sufficiently rapid rate to achieve the 
Repelita VI target? In his speech to the DPR on August 16, the President 
drew attention to the fact that the rate of decllne in the absolute numbers 
below the poverty line was slowing, and pointed out that the groups 
still below the official poverty line were those with the 'lowest 
economic potential', mainly located in 'pockets of poverty' in remote 
areas. He then sbessed the need for targeted anti-poverty programs such 
as Inpres Desa Tertinggal (IDT), which began in April 1994. His 
concern appears to be well founded. The most recent poverty estimates, 
based on the 1993 Household Expenditure Survey, showed that there 
were still 25.9 million people below the poverty line, a decline of only 
4.8% since 1990. Obviously, if this rate of decline (1.6% on an annual 
basis) is projected forward over the next five years, the Repelita VI 
target of only 12 million below the poverty line by 1999 will not be met. 
The case for targeted programs aimed at those people who have not been 



Repelita VI and the Second Long-Term Development Plan 

ann*. 

37 

able to benefit from the economic growth of the past 25 years seems 

Whether the IDT program will be able to reach these neglected 
millions is a much debated topic. The last Survey gave an accurate 
report of the kinds of reservations felt by many observers in Jakarta 
(Pangestu and Azis 1994, pp. 32-6). On the other hand, proponents of 
the IDT program point out that it is different in important respects from 
the conventional Inpres programs in that it aims to promote new income- 
generating initiatives at the village level, involving both government and 
non-government agencies (Mubyarto 1994). However the 'development 
from above' approach is now so firmly entrenched at all levels of 
government in Indonesia that many doubt that a decentralised approach 
which gives such a large role to local initiative can really be made to 
work. Certainly there are many officials in both the central and regional 
governments who feel threatened by an initiative which is intended to 
bypass their authority and delegate the responsibility for choosing and 
implementing development projects to community groups (kelompok 
masyarakat) who will be only indirectly controlled by officialdom. 
Accusations from officials that the money will be 'wasted ring rather 
hollow, given the obvious signs of extravagant bureaucratic 
consumption at both central and regional level everywhere in Indonesia. 
But it may well be the case that many of the incomegenerating initiatives 
selected by the community groups will not be successful; it is also 
probable that at least part of the money will not reach the really POD[, 
but instead be given to groups who are already above the poverty line.'8 

It is arguable that aid to poor villages could more efficiently be 
channelled through the Inpres Desa program, which has been in 
operation for 25 years and has been, according to most observers, very 
successful in improving infrastructure and community facilities in 
Indonesian villages. However that program was not designed to assist 
poor people; indeed, it is precisely because the massive program of 
infrastructure development which has been implemented in Indonesia 
since the late 1960s has not reached the 'residual poor' that new 
programs need to be tried. It is greatly to the credit of the Indonesian 
government that this fact is now officially recognised. The budget for the 

"The point made in the last Survey about the selection criteria (Pangestu and 
Azis 1994, pp. 3 5 6 )  is well taken. There are plenty of examples from all pa& of 
the country of villages selected that are not 'terfinggai' m any reasonable 
interpretation of that word. The choice was made on the basis of the village 
potential (potensi desa) data collected by B E ,  which may not be entirely 
accurate. Mher critena such as the need for 'regional balance' also intervened. 
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IDT program is not large; for Repelita VI, Rp 416.36 billion has been 
allocated, which is only 14% of the amount provided for Inpres Desa, 
and 1.5% of the total sum allocated to regional development (vol. 2, table 
16.8). As an experiment in targeted assistance to the 'poorest of the 
poor', it deserves close attention not just from the Indonesian 
government, but also from international agencies with a serious interest 
in poverty alleviation. Even if it is not wholly successful in meeting its 
aims, the IDT program should offer useful lessons for subsequent 
targeted anti-poverty programs in Indonesia and elsewhere. 
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