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CHAPTER I
INTRODUCfION

INDONESIA IN THE WORLD

With more than 180 million people, Indonesia is the fourth largest country in the

world today. The country consists of 13,667islands covering 1,919 square kilometers and

stretching over 5,000 kilometers. Given this expansive area, it is not surprising to find

that there is considerable diversity in Indonesia in terms of religion, culture, and

language.

Indonesia is abundant in natural resources. In the early 1990s, this country was

the leading producer of copra, nutmeg, and mace; the world's second-largest producer

of palm oil; and the third-largest producer of coffee. In terms of mineral resources,

Indonesia is a major producer of oil, with substantial reserves of recoverable oil. Other

minerals which are abundant in Indonesia include tin (Indonesia ranks third in world

production) and copper, while smaller quantities of manganese, phosphate rock, sulphur,

silver, and gold have been found. The country is also a significant producer of cloves

and pepper, rice, sugar, tea, and wood products.

Although it remains classified as a low-income developing country by the World

Bank with a per capita income of about US$600, Indonesia is on the verge of attaining

middle-income status (World Bank 1992). Growth in gross domestic product (GDP) has

averaged more than 7 percent annually over the past two decades, and with the

slowdown in population growth in the past decade, real GDP has experienced Significant

gains in recent years.
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INOONESIA AS A MEMBER OF ASEAN

Indonesia is by far the most populous member of the Association of South East

Asian Nations (ASEAN) and the largest among the group in terms of land area.

Indonesia also stands out as a giant among the ASEAN countries in terms of total GOP.

In 1991, total domestic output amounted to 227 trillion rupiah (Rp), or US$116.4 billion.

This is 30 percent more than Thailand which had the next highest GDP level in that same

year, and more than twice as high as that of Malaysia and the Philippines (see Table 1.1).

Despite the large size of its domestic output, in terms of per capita GDP, Indonesia ranks

among the lowest of the ASEAN nations due to its immense population. Nevertheless,

per capita GDP has been growing at a respectable pace of more than 4 percent each year

since 1986.

While the importance of Indonesia as an ASEAN member in terms of population,

size, and output is evident, in terms of the value of trade, Indonesia is not as prominent.

In 1991,Indonesian exports amounted to only US$28.8 billion, which is equivalent to 18.3

percent of total ASEAN exports. The value of exports from Singapore and Malaysia both

exceeded that of Indonesia, and Thailand's exports were only slightly smaller at US$27.7

billion. On the other hand, Indonesia's imports in 1991 were US$24.3 billion or about

14.4 percent of total ASEAN imports. Only the Philippines had imports that were less

than that of Indonesia.

Despite the country's smaller share in terms of ASEAN trade, Indonesia-because

of its immense physical and economic size-has been, and will continue to be, critical

to the success of ASEAN. As noted by Ariff (1993):
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Table 1.1
Size of ASEAN Countries in 1991

Indo- Malay- Philip- Sing- Thai-
Indicators nesia sia pines apore land

Population (millions) 186.3 18.2 63.4 2.7 57.5

Area (1,000 krrr) 1,905 330 300 1 513

Gross domestic product 107,294 42,373 45,038 39,984 80,172
(US$m)

GOP per capita (US$)a 600 2,400 700 14,500 1,400

Annual growth in per 4.2 4.5 1.1 6.7 7.7
capita GOP, 198&-1991b

Merchandise exports 28,791 34,837 8,931 57,113 27,601
(US$ million)

Merchandise imports 24,217 35,682 12,389 62,611 33,615
(US$ million)

Growth of exports, 8.8 15.7 11.8 18.3 25.7
198&-1991

Growth of imports, 11.9 21.8 16.6 17.7 27.1
198&-1991

Note: a. Data refer to 1990.

Sources: Asian Development Bank (1992); Hill and Knowlton, Inc. (1993); and World
Bank (1992).
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...Indonesia has always been playing a "BigBrother" role in
ASEAN. Indonesia, primarily because of its huge size, is
able to exert considerable influence on ASEAN policy
formulation. All said and done, the fact remains that
ASEAN can only go as far as Indonesia would let it.

THE CREATION OF AN ASEAN FREE TRADE AREA (AFTA)

On January 28, 1992, the ASEANcountries undertook a daring initiative towards

greater regional economic cooperation by agreeing to create an ASEAN Free Trade Area

(AFTA) within the next fifteen years. With the completion of AFTA, many barriers

restricting trade in manufactured goods between the ASEAN member states will have

been removed. At the same time, however, the individual ASEAN members will

maintain their individual external tariffs with the rest of the world.

There has been much excitement over AFTA, and questions have arisen as to the

impacts of AFTA on the individual ASEAN nations and the various industries within

ASEAN. In particular, the impact of the free trade area on the individual ASEAN

economies in terms of resource flows, trade composition and trade flows, and capital

movement are questions that need to be examined. Already, several studies have been

undertaken to answer such questions.'

Details on the timetable with which AFTA is to be completely in effect remain

vague, leading some individuals to question the seriousness with which ASEAN views

the agreement. In fact, recent calls for protection in selected industries in ASEAN have

led some private sector representatives to doubt the credibility of AFTA.2 Nevertheless,

'See, for example, lmada, Montes, and Naya (1991) and Naya et al. (1992).

2Interviews with firms exporting to the ASEANcountries revealed that protection of
electronic items (Thailand) and semi-processed chemicals (Malaysia) has risen through
administrative delays and imposition of higher tariffs (Kumar 1993).
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the ASEAN members did express a firm commitment to the Common Effective

Preferential Tariff (CEPT) scheme-more precisely, a reduction in tariffs to 20 percent

or less within five to eight years, and to 0-5 percent at the end of fifteen years-at the

last ASEAN summit meeting.

Indonesia's trade policies and liberalization efforts will be a pivotal factor in the

success of AFTA which was to have taken effect in January 1993. Given Indonesia's

significance as the largest ASEAN member in numerous respects, it is important that

Indonesia does not lag too far behind in its trade liberalization efforts and thereby create

a drag on the progress of AFTA. Thus, a thorough understanding of the existing

structure of protection in Indonesia is necessary.

To this end, this study will evaluate the pattern of protection using the concept

of the effective rate of protection (ERP). The theory of the effective rate of protection is

not new, and much work has been done in this field in terms of theoretical as well as

empirical studies. Nevertheless, with the creation of AFTA, a more up-to-date analysis

of effective protection rates in Indonesia is warranted. Indeed, among the more notable

contributions of this study will be the analysis of Indonesian protection using the most

recent trade and tariff data available from the Indonesian government-in particular,

1990 trade and tariff data will be used as the basis for evaluating the effective protection.

Additionally, more recent changes in tariff and non-tariff barriers stemming from the

latest July 1992 reform package will be incorporated into the analysis. The use of these

sets of data and the inclusion of the impacts of the latest reform package are particularly

noteworthy given the fact that Indonesia has undertaken substantial trade reforms and

economic liberalization since the mid-1980s. The detailed calculations derived from this
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study will provide policymakers with a quantitative assessment of the protective

structure in Indonesia.

In addition to evaluating the structure of protection, this study will provide

insights into the strategies that Indonesia may wish to take in light of the resource pulls

and flows that are implied from the effective protection rates derived. For example, the

tariff reductions specified in the CEPT scheme are nominal rates and the primary targets

for tariff reduction are final goods. However, the "true" impacts of the reduction in

nominal tariffs on the levels of effective protection are unclear. While the nominal tariffs

on final goods may be reduced, if the tariffs on inputs remain unchanged, it is

conceivable that the effective rate of protection for certain industries may, in fact, be

negative and thereby affect the export competitiveness of these industries. This is

particularly important given Indonesia's recent shift towards promotion of manufactured

exports.

ORGANIZATION OF THE PAPER

The remainder of this paper is organized as follows. Chapter II provides an

overview of the Indonesian economy, including general trends in economic growth and

structure. The size and growth of trade, changes in the trade structure, and the direction

of Indonesian trade are also evaluated. The recent shift in the Indonesian government's

development strategy in general and its trade policies in particular are discussed, and a

comprehensive overview of the elements affecting trade, both imports and exports, is

provided.

Chapter ill provides the theoretical background for the use of the effective rate

of protection concept. The definition of the effective rate of protection is introduced, and
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the basic assumptions of the ERP theory are given. The formulae to be employed in

estimating the rates are also presented in the chapter. The implications of relaxing some

of the assumptions of the basic model are also reviewed. The last section of this chapter

is devoted to a discussion of the limitations of the partial equilibrium framework of the

ERP model, and arguments which support the application of the model to assessing the

protective structure of countries.

In the first section of Chapter IV, the data sets to be used in estimating the rates

of effective protection-the 1985 Indonesian Input-output Tables, the 1990 trade and

tariff data, and the changes in tariffs and import surcharges as noted in the July 1992

reform package-are described in detail. Arguments for the level of aggregation and the

methodology used in the averaging of the nominal tariff rates are presented. The chapter

also considers cases where special adjustments to the tariffs may need to be made. For

example, tariffs on goods subject to quantitative restrictions-such as the export bans on

unprocessed logs and the subsidies on fertilizers and pesticides to Indonesian

farmers-will not reflect the "true" tariff rate and, hence, will need to be modified.

Chapter V presents the results of the empirical exercise described in Chapter IV.

The levels of effective protection in the Indonesian economy and specific sectors are

presented. Special discussion is made of cases whereby the nominal rates of protection

differ markedly from the effective rates derived in the study. In addition, the ERP

estimates derived in this study are compared with the ERP results of other studies on

Indonesia in recent years. Differences between the ERP estimates are examined, and

possible explanations for the discrepancies are presented. Similarities are also reviewed.

Chapter VI begins with a review of the history of ASEAN economic cooperation

and proceeds with a discussion of the CEPT scheme which is the main vehicle through
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which AFTA is to be implemented. The details of the CEPTscheme as spelled out in the

Singapore Declaration of 1992-which are, in fact, vague in terms of product coverage

and the timetable of tariff reductions-are presented. Two tracks for the CEPT scheme

were proposed in the Declaration-a fast-track program whereby the tariffs of fifteen

product groups are to be reduced in the next 5-8 years, and a normal-track program in

which tariffs of all items included in the CEPT scheme are to be reduced to 5 percent or

less within 15 years. Because progress in the fast-track portion of the CEPT scheme will

be viewed as an indication of the progress ASEAN is making towards the creation of

AFfA, this study focuses on the fast-track program. To assess the scope of the fast-track

CEPT scheme, this study devised a list of product items that may be included in the fast

track. The average levels and dispersion of tariffs of the individual products in the

fifteen product groups are examined. The chapter concludes with a discussion of the

possible impacts of the fast-track CEPT on the existing structure of effective protection

in the Indonesian economy.

As in any study of this nature, the numbers alone are not as interesting or as

important as how the numbers can be related to practical applications. To this end, the

final chapter, Chapter VII, reviews the results of the ERP estimates in terms of policy

implications for trade reform and the ongoing progress in AFfA. The limitations and

merits of the current study are also discussed. Perhaps the most important of the

limitations is that the estimates of effective rates of protection do not provide a

quantitative assessment of the resource pulls that occur as a result of the structure of

protection from tariffs and non-tariff barriers existing in the Indonesian economy.

Nevertheless, the rankings of ERPs do indicate where the resource pulls are likely to

occur. As in any study, the results often lead to more questions and provide a logical
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direction as to where further work in the area is necessary or desired. Such is the case

in this investigation, with the final chapter closing with suggestions for future research.

9



CHAPTER II
INDONESIA: THE GIANT OF ASEAN

GENERAL MACROECONOMIC POLICIES: PAST AND PRESENT

At the time of the establishment of the New Order in the mid-1960s, the

Indonesian economy was in a shambles. Growth of real GOP over the period 1960-1965

had averaged only 1.8 percent each year, and with the rapid population growth in the

same period, real per capita GOP actually declined. Export earnings were stagnant, while

inflation remained high.

Hence, upon taking office in March 1966, General Suharto gave top priority to

economic recovery and a reduction in the rate of inflation. Massive flows of foreign aid

were used and numerous domestic policy austerity measures were implemented to

revitalize the economy. Overseas and domestic private investment were encouraged

through the enactment of the Foreign Investment Law in January 1967and the Domestic

Investment Law in November 1968.

By the late 1960s, these measures had achieved some success. In the last few

years of the decade, average annual growth of real GOP had climbed to between 7 and

11 percent, while growth of per capita GOP had increased to 8.3 percent in 1968. Annual

export growth also improved, rising to more than 10 percent, and inflation abated

somewhat to less than 20 percent at the end of the decade (IMF 1985).

Since that time, the Indonesian government developed a series of five-year plans

(Repelita) with the objectives of economic stability, growth, and equity. While the plans

are designed to establish development priorities and set specific sectoral growth targets,

they are not rigid formulae or directives for specific programs and projects.

10



Repelita I (April 1969-March 1974)

In the first five-year plan, the government's development strategy was primarily

focused on agricultural development, particularly increases in food production and

development of agricultural infrastructure. The relatively large contribution of the

agricultural sector to the country's domestic output reflects the government's strategy.

As shown in Table 2.1, the contribution of the agricultural sector during this period

remained high, with its share of GDP-although declining slightly-remaining close to

40 percent throughout the five-year time period (except for 1974 in which the share was

31 percent). Industrialization during this period, which was focused on import

substitution, also proceeded with the industrial sector's contribution to GOP rising from

18 percent in 1969, to 27 percent in 1973, and 34 percent in 1974. However, the share of

the manufacturing sector remained around 10 percent throughout the period.

In Repelita I, annual real GOP growth was targeted to expand at a rate of 4.7

percent. However, primarily as a result of the unprecedented increase in the price of oil

in the early 1970s, actual growth of real GDP during the period was, in fact, much higher

at 8.1 percent (IMF 1992).

Repelita II (April 1974-March 1979)

The priorities of the second five-year plan included increasing the population's

standard of living through social welfare benefits, increasing job opportunities, and

attainment of an annual average GDP growth of 7.5 percent. Despite the onset of the oil

crisis and the subsequent difficulties encountered by the state oil company, Pertamina,

the plan was generally adhered to with real GDP rising at an annual average rate of 7.1

percent (IMF 1992).
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Table 2.1
Sectoral Contribution to GOP (percentage)

Other
Year Agriculture Manufacturing Industry Services

1969 47 10 8 35
1970 45 10 8 36
1971 43 9 12 36
1972 38 11 14 36
1973 38 11 16 35
1974 31 9 25 35
1975 30 10 24 36
1976 30 10 24 36
1977 30 11 24 36
1978 28 12 24 36
1979 27 12 26 35
1980 24 13 29 34
1981 23 12 29 35
1982 24 12 26 38
1983 23 13 27 37
1984 23 15 25 38
1985 23 16 20 41
1986 24 17 17 42
1987 23 17 19 40
1988 24 18 18 40
1989 23 18 19 39
1990 20 41 40
1991 19 42 40

Sources: Asian Development Bank (1991, 1992) and World Bank (1988, 1992).
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The agricultural sector continued. to be significant in the Indonesian economy,

contributing to approximately 30 percent of the country's total output during this period.

The significance of the industrial sector rose marginally from 34 percent in 1974 to 38

percent at the end of Repelita II. The manufacturing sector increased its share of GOP,

but by the end of the second five-year plan, output from this sector made up only 12

percent of Indonesia's GOP.

Repelita III (April 1979-March 1984)

With the growing uncertainty in world markets-most notably, the oil and

commodity markets-the targeted annual growth of real GOP of 6.5 percent in Repelita

III was much lower than in the previous five-year plans. The more modest target, in fact,

turned out to be rather close to the actual growth of real GOP which was 6.3 percent over

the period. The drastic decline in oil prices in 1982-1983 resulted in real GOP growth

of only 2.2 and 4.2 percent in the two years, respectively. Due to the decline in oil

revenues, 47 projects, including four large public-sector projects worth US$21 billion,

were deferred..

The downward trend in the share of agriculture to GDP continued during this

period, with the share falling to 23 percent in 1984. The share of industry remained

unchanged from the end of the previous five-year plan, holding steady at around 40

percent. However, the manufacturing sector continued a slow but steady increase in its

share to reach 15 percent by the end of 1984.
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Repelita W (April 1984-March 1989)

Given the sluggish growth in the world economy and the increasingly

unfavorable export environment, the targeted annual growth rate of real GDP was scaled

down from previous years to only 5.0 percent in the fourth five-year plan. In addition,

there was a clear shift in the Indonesian government's development strategy. As noted

by Drysdale (1990), the mid-1980s was "a major turning point in the development of the

economy. The new approaches to economic policy were pragmatic and effective

responses to crises" (p. 3). Greater emphasis was accorded to the private sector's role in

providing investment funds, and the manufacturing sector was expected to provide the

main impetus to the economy.

By the middle of Repelita IV, economic conditions made it necessary for the

Indonesian government to undertake sweeping reforms includ~g the liberalizing of

regulations on exports and imports, the easing of stringent requirements on foreign

investment, and devaluations of the rupiah.

By the end of the fourth five-year plan, it was clear that the modest growth target

was, in fact, justified; however, annual growth of real GDP over the period did exceed

the target averaging 5.7 percent over the period (IMF 1992). The contribution of the

agricultural and industrial sectors to GDP remained steady at 23 and 39-37 percent,

respectively, throughout the period. However, the manufacturing sector's share had

increased to 18 percent by the end of 1989.

Repelita V (April 1989-March 1994)

While the principal concern of the most recent five-year plan is the generation of

adequate employment opportunities for the projected increase of almost 12 million labor
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force entrants, what is most notable is the increased role of the private sector in

stimulating economic growth. In Repelita V, the private sector is expected to provide an

exceptional 55 percent of total investment in the economy. Government expenditure will

be concentrated on infrastructural and human development, while the expansion of

manufacturing is being left largely to the private sector (Table 2.2). The stimulus to

economic growth is expected to come from the manufacturing sector with particular

emphasis being placed on growth in the production of plastics, pulp and paper, footwear,

cooking oils, iron and steel, and fertilizers.

Thus far, the growth of real GOP has been relatively high by world standards.

In 1989, 1990,and 1991, annual growth of gross domestic output in constant prices was

7.5 percent, 7.4 percent, and 6.4 percent (Asian Development Bank 1991, 1992). The

trends in sectoral contribution to domestic output continued in 1991 with the share of the

agricultural sector falling to 9 percent, the share of the industrial sector rising slightly to

42 percent, and the share of services holding steady at 40 percent.

INDONESIAN TRADE: TRENDS AND POLICY

Trade Ratios and Growth of Trade

Several years following the initiation of the New Order, Indonesia embarked on

an import-substitution development and trade strategy. This strategy fulfilled two

goals-one economic and the other political. On the one hand, the focus on import

substitution implied an easing on the country's balance-of-payments as imports were

replaced with domestically produced goods. At the same time, the protection of

domestic manufacturers helped to strengthen the political position of the newly installed

Suharto regime. Because of Indonesia's huge domestic market and abundance of natural
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Table 2.2
Development Expenditure Targets for Repelita V

(billions of rupiahs in current prices)

Percentage
Sector Value of Total

Communications and tourism 20,512.0 19.1

Agriculture and irrigation 17,343.0 16.1

Education and religion 16,981.0 15.8

Mining and energy 11,193.9 10.4

Regional development 10,710.9 10.0

Housing 6,573.2 6.1

Defense and security 5,788.5 5.4

Health 4,088.3 3.8

Manpower and transmigration 3,086.2 2.9

Science, research, and technology 2,634.2 2.5

Manufacturing 2,119.2 2.0

Business enterprise development 1,747.8 1.6

Other 4,753.9 4.4

Total 107,532.1 100.0

Source: Economist Intelligence Unit (1991).
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resources, the country was able to follow this import-substitution strategy for a long

period of time without significant impacts being felt on the economy's efficiency and

growth.

The low ratio of exports and imports of goods and services reflect the relatively

inward-looking development strategy adopted by Indonesia in the 1960sand early 1970s.

Even as late as 1970, for example, the ratios of exports and imports to GDP were 12.8and

15.8 percent, respectively.

However, primarily as a result of the rise in the price of oil in the early 1970s, the

value of Indonesia's exports climbed to 22 percent in 1978. By 1980, Indonesia's

merchandise exports-the majority of which was made up of petroleum and primary

commodities-amounted to more than 30 percent of the country's gross domestic output.

Imports also increased over the decade, and in 1980, the import-to-GDP ratio was 22

percent.

Today, the export and import ratios are slightly lower, reflecting to some extent

the decline in prices of commodities and petroleum. In 1991, the ratios of exports and

imports to gross domestic output were 25.0 percent and 20.0 percent, respectively.

Structure of Indonesian Trade

Perhaps most striking in reviewing Indonesia's trade trends is the general long

tenn shift in exports from primary commodities to manufactured goods. In 1970, almost

99 percent of Indonesia's exports consisted of agricultural commodities and raw materials

(Table 2.3). The largest single export item, of course, was oil. Exports of manufactured

goods were practically non-existent in Indonesia at this time.

17



Table 2.3
Structure of Indonesian Exports, 1970 and 1991

(percentage)

Export Group 1970 1991

Agricultural and food products 19.6 11.3

Raw materials 45.4 8.1

Mineral fuels 32.8 38.5

Basic metals 0.8 2.3

Chemicals 0.5 2.9

Resource-based manufactures 0.1 14.1

Textiles 0.2 6.2

Clothing 0.0 8.0

Non-electrical machinery 0.3 0.3

Electrical machinery 0.0 1.4

Transport equipment 0.0 0.6

Furniture, footwear,
precision equip., and other 0.3 6.4

Total (US$m) 1,055 28,997

Source: United Nations, Commodity Trade Statistics,
data tape.
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However, the structure of trade has changed dramatically since then. Although

mineral fuels continue to dominate Indonesia's exports as the single most significant

export item, there has been substantial growth in exports of manufactured products.

While merchandise exports over the 1970-1991 period increased at an annual rate of 18.0

percent, growth in the value of manufactured exports over the same period was explosive

at 39.5 percent on an annual basis.

Because of this phenomenal growth in manufactured exports, the share of

manufactured goods in Indonesia's total value of merchandise exports has risen

significantly. From less than 2 percent throughout most of the 1970s, the proportion of

exports that are manufactured goods increased to 12.9 percent in 1985. Since the reforms

in the mid-1980s which emphasized export expansion and diversification, the share of

manufactured exports has risen even further. In 1990 and 1991, the share of

manufactured exports had increased to 34.5 percent and 39.8 percent, respectively.

Among manufactured exports, the most significant are resource-based

manufactures which comprised more than 14.1 percent of total merchandise exports in

1991. Clothing is the next largest industry with an export share of 8.0 percent. This is

followed by textiles with a share of 6.2 percent. Exports of footwear have made

significant strides in recent years, and in 1991, its share of total exports was 3.4 percent.

The share of chemicals, which has been between 2 and 3 percent in recent years, is also

significantly higher than before (in 1975 and 1980, the share of chemicals was less than

0.4 percent).

The structure of imports to Indonesia has also experienced changes albeit not as

dramatic as that of exports. In 1970,the bulk of imports to Indonesia were manufactured
. .

items, with non-electrical machinery (16.8 percent), chemicals (12.8 percent), textiles (11.8

19



percent), and transport equipment (11.6 percent) making up the bulk of imports

(Table 2.4). Imports of primary commodities (including agricultural and food products,

raw materials, and basic metals) amounted to a little less than 29 percent.

Today, imports continue to be dominated by manufactured products. Non

electrical machinery is by far the largest, making up 27.3 percent of the country's total

merchandise imports. Imports of chemicals, which had a share of 13.6 percent in 1991,

is also significant. The next three largest import shares belong to transport equipment

(9.2 percent), electrical machinery (8.2 percent), and resource-based manufactures (5.5

percent). Imports of agricultural and food products, raw materials, and basic metals in

1991 amounted to a little more than 29 percent.

Direction of Trade

Indonesia's major trading partners have been and continue to be Japan, the

United States, the countries of the European Community, and its ASEAN neighbors,

Singapore in particular. Together, these countries accounted for almost 90 percent of

Indonesia's exports and 70 percent of Indonesia's imports in 1970. In the following two

decades, Indonesian trade with these countries increased in absolute terms. However,

as a share of total exports and imports, Indonesian trade with these countries declined

slightly. In 1991, the proportion of Indonesian exports destined for these countries was

73.2percent while the share of Indonesian imports from these countries was 65.3percent.

Nevertheless, these ratios are relatively high, suggesting that these countries continue to

be important trading partners with Indonesia.

20



Table 2.4
Structure of Indonesian Imports, 1970 and 1991

(percentage)

Export Group 1970 1991

Agricultural and food products 14.8 5.5

Raw materials 12.0 7.0

Mineral fuels 1.5 9.0

Basic metals 2.5 7.6

Chemicals 12.8 13.6

Resource-based manufactures 6.8 5.5

Textiles 11.8 3.4

Clothing 0.2 0.1

Non-electrical machinery 16.8 27.3

Electrical machinery 5.9 8.2

Transport equipment 11.6 9.2

Furniture, footwear,
precision equip., and other 3.3 3.6

Total (US$m) 892 25,869

Source: United Nations, Commodity Trade Statistics,
data tape.
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Japan has been and continues to be the single most important trading partner of

Indonesia. In 1991,Japan received more than US$10.7 billion of Indonesia's exports (or

37.1 percent of Indonesia's total exports). The bulk of exports to Japan is comprised of

mineral fuels (67.3 percent), although other primary commodities are also important

export items (agricultural and food products, 7.0 percent, and raw materials, 7.3 percent).

In terms of manufactured exports, resource-based manufactures are the most important

making up about 10.2 percent of Indonesia's exports to Japan.

Indonesian imports from Japan are also significant, amounting to US$6.3 billion

in 1991 or 24.5 percent of total Indonesian imports. Japanese imports of non-electrical

machinery and transport equipment are significant, making up more than 40 percent and

18 percent, respectively, of all of Indonesia's imports from Japan. Other products that

are significant imports from Japan include basic metals (11.1 percent), chemicals (9.9

percent), and electrical machinery (7.2 percent).

The United States is Indonesia's second most important trading partner. Like

Japan, the single most important export item from Indonesia to the United States is

mineral fuels (22.1 percent) and the share of agricultural and food products and raw

materials are also significant at 11.9 percent and 14.1 percent, respectively. However,

manufactured exports to the United States is more diverse. Indonesian exports of

clothing made up 16.9 percent of total Indonesian exports to the United States. Other

significant shares are found for resource-based manufactured goods (11.8 percent) and

furniture, footwear, precision instruments and other miscellaneous manufactures (16.4

percent). A small but rapidly growing sector exporting to the United States is textiles;

the share of this sector increased from less than 0.10 percent in the 1970sand early 1980s

to more than 2 percent in recent years.
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The United States is also an important source of Indonesian imports. In 1991,the

total value of imports from the United States was US$3.4 billion or 13.1 percent of

Indonesian imports from the world. Like its imports from Japan, Indonesian imports

from the United States are concentrated in manufactured goods with the largest value

of imports in the non-electrical machinery sector (28.5 percent). This is followed by

chemicals (15.1 percent), transport equipment (14.2percent), and electrical machinery (9.3

percent). The share of raw materials imports from the United States was also significant

at 12.5 percent.

The European Community (Ee> is another important destination for Indonesian

exports and source of Indonesian imports. As a group, its share of total Indonesian

exports (12.8 percent or US$3.7 billion) and imports (18.2 percent or US$4.7 billion)

exceeded that of the United States. The structure of Indonesian exports to the EC is

markedly different from its exports to Japan and the United States. Agricultural and

food products make up 23.2 percent of Indonesia's total exports to these European

countries. Other significant export shares are exhibited in clothing (22.3 percent),

resource-based manufactures (13.4 percent), and textiles (12.3 percent).

Indonesian imports from the European Community, on the other hand, exhibit

a similar pattern to its imports from Japan and the United States with manufactured

items making up the majority share. Imports of non-electrical machinery (36.8 percent),

chemicals (15.7 percent), electrical machinery (15.2 percent), and transport equipment

(11.7 percent) are all notable.

Indonesia's ASEAN neighbors as a group ranks as the fourth most important

trading partner. Exports to and imports from the other five ASEAN countries amounted

to US$3.1 billion and US$25 billion in 1991; this represents 10.5percent and 9.5 percent,
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respectively, of Indonesia's total exports and imports with the world. By far, primary

commodities-including agricultural and food products (16.7 percent), raw materials

02.0 percent), and mineral fuels (8.6 percent)-were the most significant Indonesian

exports to ASEAN. However, several manufactured products exhibited high shares as

well. Textiles (20.2 percent), chemicals (9.6 percent), and resource-based manufactures

(8.8 percent) were also important Indonesian exports to ASEAN.

Indonesia's single largest import item from its ASEAN neighbors was mineral

fuels (40.8 percent), reflecting the fact that Singapore is the center of petroleum refining

in the region. Other important imports from the five ASEANcountries include chemicals

06.4 percent), non-electrical machinery 02.6 percent), and agricultural and food products

(8.3 percent).

Singapore is by far the most important trading partner among the ASEAN

countries for Indonesia with exports and imports of US$2.3 and US$1.70 billion in 1991.

Of non-manufactured goods, raw materials, which comprised more than 80 percent of

total Indonesian exports to Singapore in 1970, accounted for 13.7 percent of total exports

in 1991; mineral fuels accounted for 13.9 percent. The single most important

manufactured export to Singapore is textiles, accounting for 23.5 percent. Other groups

exhibiting significant shares are resource-based manufactures (8.5percent), chemicals (8.3

percent), and clothing (8.1 percent).

In terms of Indonesian imports from Singapore, mineral fuels account for the

largest share at 46.1 percent. Manufactured goods comprise the bulk of imports from

Singapore, however, with the most important groups being chemicals (15.4 percent), non

electrical machinery 03.1 percent), and electrical machinery (8.5 percent).

24



Malaysia is Indonesia's next most important ASEAN trading partner with exports

and imports amounting to US$341.7 and US$406.7 million, respectively, in 1991.

Agricultural and food products are the most important export items accounting for 30.8

percent of total Indonesian exports to Malaysia. Mineral fuels accounted for 9.7 percent.

Of manufactured exports, resource-based manufactures (13.7 percent), textiles (12.1

percent), chemicals (8.1 percent), and basic metals (8.1 percent) were the most significant.

The majority of imports from Malaysia were mineral fuels (54.2 percent). In terms

of manufactures, non-electrical machinery (12.7 percent), chemicals (8.3 percent), and

basic metals (6.4 percent) were the most important Indonesian imports from Malaysia.

Of the US$267.2 million of Indonesian exports to Thailand in 1991, the most

significant are agricultural and food products (32.3 percent); mineral fuels also accounted

for a substantial 17.7 percent of total Indonesian exports to this country. Basic metals

(18.7 percent), chemicals (9.3 percent), textiles (8.9 percent), and resource-based

manufactures (6.1 percent) were the most significant of manufactured exports from

Indonesia to Thailand.

Indonesian imports from Thailand, which amounted to US$227.5 million in 1991,

were concentrated in agricultural and food products (46.4 percent), chemicals (16.3

percent), and non-electrical machinery (12.7 percent). Other significant import groups are

raw materials (6.6 percent, resource-based manufactures (6.3 percent), and furniture,

footwear, and precision instruments (4.4 percent).
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INOONESIAN TRADE POLICY

Trade Policy Framework

While Indonesia has a commercial code that dates back to 1847, the country has

no basic trade law. Proposals on matters relating to trade policy are formulated within

the Ministry of Trade and submitted to the Coordinating Minister (EKUIN) who

discusses the proposals with relevant government institutions. The outcome of these

discussions are implemented as decrees from the Ministry of Trade. Other than the

Ministry of Trade, Indonesia has no permanent advisory body to advise the President of

Indonesia on trade matters. However, since 1985, a Deregulation Team-consisting of

members from the Ministry of State for Administration Reform, Ministry of Trade,

Ministry of Industry, and EKUIN-has made major contributions to the formulation of

the recent reform packages. In addition, a Tariff Team and a Technical Team assess

requests for tariff amendments from industries.

Historical Overview of Indonesian Trade Policy and Recent Reforms

In order to support the Indonesian government's initial strategy of import

substitution industrialization and development, the country's tariff structure and

regulations on exports and imports were heavily biased to protect industries producing

for the domestic market. Studies have shown that in the 1970s, the nominal and effective

rates of protection for manufacturing were generally higher for Indonesia than for any

other ASEAN country (James, Naya, and Meier 1987:47).

In the early and mid-1980s, the Indonesian economy was forced to cope with a

series of external shocks. Oil prices and prices of commodities declined, leading to a

deteriorating terms of trade for Indonesia. As a result, growth of the Indonesian
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economy stagnated in 1982 at only 22 percent. Still another blow to the Indonesian

economy was the depreciation of the U.S. dollar. Because much of Indonesian debt was

denominated in yen, the depreciation of the U.S. dollar meant a swelling of Indonesia's

debt service repayments. At the same time, the inflation rate had begun to reach double

digit levels, peaking at 11.7 percent in 1984.

In response to this situation, the Indonesian government recognized the need for

adjustment of its policies. In 1983, a series of market-oriented deregulation packages

designed to improve efficiency in the economy and stimulate economic growth were

introduced. The rupiah was devalued from Rp 703 to Rp 907 to the U.S. dollar or 27.5

percent. In addition, credit markets were deregulated through the abolishment of credit

ceilings for all banks and deregulation of interest rates.

In early 1984, a major tax reform that was designed to increase non-oil tax

revenues--through a simplification of the tax structure and the administration of all tax

sources, including taxes on foreign trade-was implemented. Later in that year, a value

added tax on goods and services and a sales tax on luxury goods was introduced with

Law No.8 of 1983. The 10 percent VATcovered most products and a number of services

as well.

However, as oil prices continued to slide, further reforms were required, and in

April 1985, a new import tariff schedule was introduced. Ad valorem tariff ceilings were

reduced from 225 percent to 60 percent, and the number of tariff categories was reduced

from 25 to 11. In addition, with Presidential Instruction (lNPRES) No.4, the government

undertook a reorganization of the customs, shipping, and port operations in order to

reduce handling and transport costs for exports and to simplify the administrative

procedures' governing interisland and foreign trade.
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In May 1986, the Indonesian government announced a package of reforms that

effectively revoked the import-substitution policies it had followed in the past. For

example, enterprises exporting at least 85 percent of their output were allowed duty-free

imports of raw materials and intermediate inputs which were otherwise subject to

restrictions of one kind or another. Another part of this shift in development strategy

was the promotion of export diversification (i.e., growth of non-oil exports) and growth

of manufactured exports, in particular. Among the principal measures taken to facilitate

growth of non-oil exports were (1) the lifting of foreign exchange controls and

requirements for foreign exchange earnings to be sold to the Bank of Indonesia; and (2)

the broadening of export credit guarantees and insurance facilities that were offered

through banks at 9 percent, while rediscount facilities were offered at 6 percent. It was

thus clear that the Indonesian government had shifted towards an export-oriented growth

strategy. Nevertheless, while the import bias of the protective Indonesian system had

been reduced, it was not done uniformly across sectors and goods.

In September 1986,the rupiah was once again devalued by 31 percent against the

U.S. dollar, dropping from Rp 1,134 to Rp 1,644. In the following month, import

procedures for certain items such as electrical and electronic products, chemicals, metal

products, equipment machinery and vehicle spare parts were simplified, and 329 items

that previously required approved importer licenses were now only required to have

general import licenses. Nominal tariffs were reduced for inputs that were not

domestically produced.

In early 1987,procedures to import raw materials were eased, and administrative

procedures affecting such industries as textiles, steel, motor vehicles, and specific

machinery were simplified. A major deregulation of the import licensing system
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affecting 616 items was announced, with 99 items moved to the general importer

category. Devaluations of the rupiah occurred periodically in the first few months of the

year.

Later in that year, measures to reduce the anti-export bias were announced,

including a reduction in the regulatory framework within which exporters were required

to operate. For example, Minister of Trade Decree No. 331/KP/XII/87 (enacted in

December 1987) further simplified export procedures by revoking the requirement for an

Exporter Identification Number (APE) and a Limited Exporter Identification Number

(APET) (United Nations 1989). In general, it was now sufficient for an enterprise to have

only a trading license to export goods.

In addition, the minimum export requirement to qualify for duty-free imports (as

specified in the May 1986 reforms) was reduced from 85 percent to 65 percent (except for

garment producers). Other fiscal incentives, such as exemptions on value added taxes,

were also made available to exporting companies. Non-tariff barriers were eliminated

on 111 items including some food and beverages, electrical products, chemicals, and

heavy equipment, but the bulk of the barriers lifted impacted on steel and aluminum

products. Tariffs were reduced on 65 goods, but at the same time were increased on 91

items.

In Fall 1988, the Indonesian government once again made a significant step

forward in reforming its domestic policies. The country's financial sector was liberalized

further with a lessening of restrictions on entry/exit and branching of banking

institutions, a reduction in reserve requirements, and easing of other policies which were

hoped to foster competition. More importantly for the trading sector, as part of this

reform package, a major liberalization import policy was introduced. With the enactment
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of Minister of Trade Decree No. 375/Kp/XI/1988, 318 items in five product

categories-these categories include (1) chemical, pharmaceutical, and cosmetic products;

(2) metal products; (3) textile products; (4) food and beverage items; and (5) raw and

processed agricultural products--were affected. On 301 of these items, non-tariff

barriers were substituted with tariffs, and on the remaining 17 items, tariffs were

lowered. In addition, import duties and surcharges on 86 items essential to the

production of domestic manufactures were reduced to improve international

competitiveness of domestic manufacturers. However, at the same time, import duties

and surcharges for other items (72 items in total) were increased (United Nations 1989).

In January 1989,a new system of trade classification was introduced. As a result,

specific tariff rates were converted to ad valorem rates. At the same time, there was

greater incidence in the use of import surcharges to compensate domestic producers for

the easing of certain import licensing restrictions (which implied a reduction in the level

of protection). In fact, studies have indicated that as a result of the conversion to the

new classification system, the unweighted average tariff rate (inclusive of import

surcharges) had increased from 24 percent to '2.7 percent. When weighted by domestic

production, the average increased from 18 percent to 19 percent. In addition, the

dispersion of tariff rates had widened (GAlT 1991).

The May 1990 reform package is notable in terms of its scope and extent. A

general reduction in nominal tariffs on 2,363 items was announced and tariffs on 125

items were eliminated. While the number of goods subject to tariffs or import surcharges

was increased, a large part of the increase reflected the switching from non-tariff barriers

to tariffs. Goods for which non-tariff barriers were replaced with surcharges of 10-20

percent include such items as meat and fish preparations, cocoa and cocoa preparations,
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plastics especially polyvinyl chloride, rubber tires, iron and steel tools, and watch straps,

bands, and bracelets. Import bans on radio telephones and television receivers were

abolished, and regulations on imports of pharmaceuticals, vegetables, fruit, fish, candies,

dredging vessels, and steel were eased.

In mid-1991,the Indonesian government announced a general reduction of import

tariffs including the abolition of outright bans on imports of cold-rolled steel coils. The

export quota system for palm oil and copra was also abolished, and there was a further

reduction in the extent of non-tariff barriers. However, the government also introduced

an import quota system on built-up commercial vehicles.

More recently, in July 1992, a reduction of tariffs on 44 items was announced.

Import surcharges on 81 items were lowered, and surcharges on 184other items such as

steel pipes, nail wire, and products in 27 food and beverage categories, in 19 tire

categories, and 51 metal goods categories, were abolished. As a result, only 3 percent of

all tariff items are currently subject to import surcharges.

In addition, the extent of non-tariff barriers was reduced further including NTBs

on batik cloth, agricultural products, mineral water, metal goods, and electricity

transformers. It has been estimated that with these latest steps in reducing NTBs,

imports subject to NTBs have declined from 43 percent in 1986 to 8 percent, while the

relative proportion of domestic production protected by NTBs has declined from 41

percent to 22 percent over the same period.' Further, import restrictions on certain

intermediate inputs (such as pistons and rotary engines) that are used in the production

INote, however, that these estimates may be biased as they were reported by a
government-sponsored organization.
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of manufactured goods have been made more flexible so as to increase the cost

effectiveness of the Indonesian manufacturing sector.

These measures appear to have had some success. Average most-favored-nation

tariffs have been lowered to 22 percent and Indonesia has made significant strides in

diversifying exports away from oil and agricultural commodities and towards

manufactured goods in the past few years.

THE CURRENT TRADE SCENARIO

Mensures Affecting Imports and Exports

Indonesia is a relatively protected country. Although the simple average most

favored-nation (MFN) tariff rate of 22 percent in 1990 does not at first glance appear to

be very high, the Indonesian economy is characterized by a number of impediments to

trade which serve to effectively shield the domestic market from foreign competition.

A variety of measures are imposed directly on imports and exports of goods and

services, while other measures indirectly affect Indonesian trade. This section reviews

Indonesian rules and regulations that affect imports and exports both directly and

indirectly, and thereby afford some measure of protection to domestic industries.

Tariffs

The tariff structure of Indonesia is a single-column tariff, i.e., the same tariff is

applied to all imports on an MFN basis, with the exception of the preferential treatment

given to its ASEAN neighbors under the ASEAN Preferential Trading Arrangement.

Moreover, all tariffs are ad valorem rates, which thereby increases the transparency of

32



the Indonesian tariff regime. Indonesia has never imposed alternate tariffs, seasonal

tariffs, or variable levies on imported goods.

In January 1989,Indonesia switched from the CCCN Nomenclature of classifying

imports and exports to the Harmonized Commodity Description and Coding System

(HS). The conversion to the HS system resulted in an increase in the number of tariff

lines from just over 5,000 to more than 9,100. As was noted earlier, the introduction of

the HS system increased the average tariff rate (inclusive of import surcharges). The

dispersion of tariffs, which was already high to begin with, increased as well.

Presently, only about 9 percent of Indonesia's tariff lines are bound under the

General Agreement on Trade and Tariffs (GATT). For almost all goods, the bound rates

exceed the current duties levied? by a significant margin. For example, it has been

reported that about 60 percent of all tariff lines subject to binding under GATT are bound

at a rate that is six times or more than the rate that is currently applied (GATT 1991).

Import Surcharges

Import surcharges, which are expressed as ad valorem rates of duty, affect the

price of imports in the same way as do tariffs. Like tariffs, the import surcharges raise

the price of imports and allow domestic producers of import-substitutes some protection

from import competition.

Import surcharges serve two main functions. First, they are viewed by the

Indonesian government as a less permanent means of raising tariffs to compensate

domestic producers for reductions in protection resulting from the relaxation and/or

2The duties referred to are inclusive of import surcharges. This additional tax on
imports are discussed in subsequent pages of this study.
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removal of import licensing controls. This was evidenced with the conversion of the

tariff classification scheme and the May 1990 reform package, where import licensing

regulations on many goods were eased and at the same time, import surcharges were

imposed or increased on the same goods. One could argue then that import surcharges

have, in effect, facilitated the tariffication process in Indonesia. A second function of

import surcharges is to protect domestic infant industries from fluctuations in world

prices. Import surcharges were mainly applied to intermediate and consumer goods such

as iron and steel goods, vegetable oils, chemicals, pharmaceuticals, rubber products,

paper and paperboard, footwear, and aluminum products to name a few.

Although import surcharges were intended to be temporary measures lasting for

one year (with extensions allowed for special cases deemed to have a valid reason), the

Indonesian government did not strictly enforce this time limit in the past. Most current

surcharges have, in fact, been in existence for more than one year.'

Last year, however, the Indonesian government moved to liberalize their trade

regime even further. As part of the July 1992 reform package, import surcharges were

abolished on a large number of items. As a result, only about 3 percent of all tariff items

are now subject to these surcharges.

..~ .
. : .

Tariff Concessions and Exemptions ,.......... "'-

To encourage investment in particular industries--most notably the export-

oriented industries-the P4BM scheme' allows raw materials, intermediate inputs, and

3However, the application of import surcharges in excess of one year is currently
being reviewed by the Indonesian government.

"The P4BM scheme was initiated in May 1986 and subsequently extended in
December 1987 and 1988.
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machinery to be imported duty free (i.e., exempt from both tariff duties and import

surcharges) under certain conditions. Material and machinery imports by specialist

exporter-producers--producers that export at least 65 percent of their output--are not

subject to import licensing and quota arrangements. Non-specialist exporter-producers,

on the other hand, are subject to import duties but can claim for a refund on the duties

paid for imports used in the manufacture of exports.

In 1990, more than one-third of total non-oil imports were covered by the P4BM

scheme. The manufacturing industries that have made use of this scheme include

footwear, rubber and plastic products, electronics and electrical machinery, processed

foods, chemicals, fabricated metal products, wood products, and iron and steel products.

Some industries in the agricultural sector-particularly the fishing industry and rubber

plantations--have also taken advantage of this scheme.

Import Prohibitions and Quantitative Restrictions

Indonesia explicitly prohibits imports of certain products such as transport

equipment, certain printed matter, rice,specific pesticides and salts, and pharmaceuticals.

The rationale for the import bans are to protect the domestic assembly or processing

industries (this is the basic reasoning behind the hans on transport equipment), to protect

national security and culture (the rationale for rice), and tc pl'otect the community's

health (the ban on pesticides).

Quantitative restrictions on imports, i.e., import quotas, have been employed by

Indonesia in a number of sectors. Most apparent is the quota on batik imports, the object

of which is to preserve and protect the Indonesian batik industries. However,

information on goods subject to quotas is not readily available and it is unclear as to
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which sectors are affected and the extent with which quotas are used in Indonesian trade.

In many cases, goods which require specific licenses for importation (see the section

below on import licensing) are imported under an informal quota between the license

holder and the Indonesian government.

Import Licensing

More than 85 percent of all tariff items can be imported by a licensed general

importer (i.e., someone with a IV or IV+ license) without restriction. All other

items-these are catalogued in the Restricted Goods List--can only be imported by

holders of the license under which the commodity is classified. The different licenses

include the importer-trader (IT) license, the producer-importer (Pl) license, the importer

producer OP) license, and the sole agent (AT) license.

IT licenses are held by six state-owned trading companies-PT Kerta Niaga, PT

Pantja Niaga, PT Mega Eltra, PT Tjipa Niaga, PT Dharma Niaga, and PT Sarinah. These

licenses effectively provide these companies with monopoly power in the import of a

number of finished products, including items such as apparel and accessories, and

alcoholic and non-alcoholic beverages.

Producer-importers, i.e., PI license holders, are allowed to import goods which

compete with their own output. Examples of organizations holding PI licenses include

(1) BULOG, the government organization in charge of the domestic production and

marketing of basic foodstuffs; (2) Krakatau Steel, the state-owned enterprise producing

steel products; (3) Dahana, a state-owned company which produces explosives; and (4)

Pertamina, the state-owned enterprise which produces petroleum and gas products.
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Importer-producer (IP) licenses are for firms wishing to import items that an:

used in their production processes but which are not available domestically. IP licenses

are concentrated in the iron and steel and electrical machinery industries.

Sole agents who hold AT licenses are national distributors appointed by the

government of Indonesia. Typically, enterprises in this category are national companies

that are appointed as overseas principals to import, promote, distribute and carry out

after-sales service of certain goods throughout Indonesia. Thus, owners of AT licenses

are in effect monopolists of their products in the Indonesian market.

The May 1990 reform package significantly reduced the restrictiveness of the

import licensing system by reclassifying a number of goods from the IT, PI, IP, or AT

category to the general importer category (IV or IV+). However, in certain sectors such

as cement and fertilizers, impediments to increased imports remain despite the relaxation

of licensing regulations.

Value-added, Luxury, and Excise Taxes

Since 1985,a uniform value-added tax (VAT) of 10 percent has been assessed on

most goods, with the exception of some agricultural products. This tax applies to both

imported and domestically-produced goods.

A luxury sales tax is assessed on specific luxury goods such as alcoholic and non

alcoholic beverages, transport equipment, electrical equipment, cosmetics and toiletries,

photographic equipment, and household furniture. Like the VAT, the luxury sales tax

is assessed on both imported and domestically-produced goods.
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An excise tax is also assessed on consumption of certain products, in particular,

sugar, specific artificial sweeteners, and cigarettes. Only for cigarettes do the excise

duties discriminate against imported goods."

Technical and Safety and Health Standards

An extensive system of technical and safety and health standards impact on

imports of fertilizers, pesticides, and insecticides; most agricultural products; livestock;

cosmetics and toiletries; and pharmaceuticals. There are a few cases in which Indonesian

regulations result in administrative delays and special registration. For example,

prescription pharmaceuticals can only be imported if they incorporate high technology

that has been developed from the importer company's own research efforts. Otherwise,

import of the product can only be licensed to a domestic firm. However, in most cases,

the standards of Indonesia are less stringent than international standards and hence do

not pose too great an impediment.

Government Procurement and Countertrade Agreements

Indonesian legislation on government procurement requires that goods and

services from domestic entities be used whenever possible. For contracts of Rp 20 million

or less, domestic suppliers recorded on a List of Capable Suppliers are awarded the

contracts. Contracts in excess of Rp 20 million but less than 500 million must go out for

bid. In most cases, only domestic suppliers are invited to participate in the bidding

process. Only for contracts in excess of Rp 500 million are foreign suppliers eligible, and

SFor a more detailed discussion of the discriminatory excise tax on imported
cigarettes, see the discussion on the. tobacco sector in this. chapter.
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only on the condition that the supplier agree to purchase certain amounts of Indonesia's

non-oil and non-gas exports, i.e., a counterpurchase. The value of the counterpurchase

must be equal to the value of the contract, less the value of Indonesian labor and services

input, and duties and taxes paid. In addition, the counterpurchase must be over and

above the level of Indonesian exports that would have been purchased by the foreign

firm had the contract not been awarded. Indonesian exports benefiting from this scheme

have customarily been in traditional products such as rubber, coffee, tea, cocoa, palm oil,

aluminum, coal, pepper, shrimp, palm oil, and textiles. More recently, counterpurchase

arrangements have been used to promote Indonesian exports of aircraft components,"

Local Content Schemes and Mixing Requirements

Local content schemes require that a certain amount of components in the

production of a good be sourced from domestic suppliers. In Indonesia, components that

are not on a Master List", i.e., deleted components, must be sourced locally. This

program has been applied in the production of motor vehicles, electrical equipment and

horne appliances, agricultural machinery, and machine tools.

In line with its recent move towards trade liberalization, however, the Indonesian

government has eased some of the local content requirements. For example, assemblers

can now import deleted components at the specified tariff rates for imports. The

6For example, in exchange for the purchase by Garuda (the state-owned airline) of
nine Airbus A-330s from Airbus Industries, Airbus has agreed to purchase aircraft parts
worth US$l00 million over the next 20 years. Fokker, a Dutch aircraft company, has also
agreed to purchase components in exchange for Garuda's purchase of twelve jets. A
similar agreement worth US$57 million was negotiated with General Dynamics, a U.S.
firm.

7Master lists are prepared by the Ministry of Industry on a case-by-case basis for each
product. These lists are reviewed twice a year.
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methods by which domestic assemblers can fulfill local content requirements has also

been made more flexible by allowing the assembler to choose which local components

to substitute in production provided the overall local content requirements are met. Still

another indication of the Indonesian government's seriousness in addressing this issue

is that no new local content schemes have been instituted in the past six years.

A related regulation affecting imports is the existence of mixing requirements,

particularly in the diary industry. According 1:0 this scheme, milk processing firms must

purchase one unit of locally produced milk for every two units of imported milk." This

mixing requirement has been strictly enforced by the Ministry of Trade.

Measures Affecting Exports

Measures that affect Indonesian exports include export finance, export bans,

licensing arrangements, quotas, and taxes. In most cases, the use of export restrictions

reflects the government's attempts to increase exports of non-oil goods, conserve scarce

resources, encourage greater domestic value-added especially for natural resource-based

products, and preserve the environment.

Export Finance: Export Credits, Guarantees, and Insurance

Since its signing of the GAIT Code on Subsidies and Countervailing Duties in

March 1985, Indonesia has phased out export subsidies by reducing the concessionary

terms of export finance to all industries. Export credits are now provided by commercial

SBecause the price of local milk is higher than that of imported milk, the mixing
requirement implies an even higher level of protection to domestic milk producers in
terms of value.
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banks at interest rates determined by the banks themselves." All export credits must be

covered by insurance against the exporter defaulting on his payments, The premium for

this guarantee is shared between Bank Indonesia and the commercial bank. The Export

Credit Insurance Guarantee Scheme, which protects exporters against non-payment from

overseas importers, is funded by the government.

Export Bans

Exports of a number of specific products-most notably, forest products such as

logs and rattan, animal and marine products, and low value-added manufactured

goods-are explicitly prohibited by the Indonesian government. The motives for these

export bans include environmental concerns on the deforestation of Indonesia's

rainforests, as well as the desire to decrease exports of low value-added unprocessed

goods in favor of higher value-added, processed products.

Export Licensing and Quantitative Restrictions

For a substantial number of Indonesian goods, a license is required in order to

export the good from the country. Goods that are subject to such licensing restrictions

include (1) goods which are subject to international import or production quotas and

(2) goods which can only be exported once domestic requirements have been met. Goods

in the first category include such products as textiles (which is covered by the Multi-fiber
,

Agreement), petroleum oil {which is governed by Indonesia's commitment to OPEC of

~hile the interest rates charged for export credits reflect market level rates of
interest, to some extent the obligation of banks to provide a minimum share' of loans for
the purpose of export finance implies some benefit to exporters. This is especially the
case for high-rise exporters who could not otherwise obtain access to export credits.
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which it is a member), and tapioca and tin (which is governed by Indonesia's

participation in international commodity agreements). Goods in the second category

include such items as rice and wheat flour, as well as fertilizers.

As in the case of imports, quotas on exports are not clearly specified in a formal

framework and information on the extent and sectors to which export quotas are applied

is not readily available. In most cases, quotas are informally applied as part of the export

licensing system.

Export Taxes

Export taxes are generally ad valorem rates--with the exception of certain wood

products which have specific rates-ranging from 5 to 30 percent. The tax is assessed

on the f.o.b. price of the export. Products subject to these taxes are generally agricultural

goods such as pepper, palm nuts, chinchona bark, natural cork, and animal hides and

skins.

Export Quality Standards

To improve the reputation of Indonesian products, the government has a set of

minimum standards for a number of exportables. However, there are no cases where the

Indonesian standards are more stringent than the standards applied internationally.

Hence, the quality standards for exports are not deemed to be a measure restricting

exports.
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Other Measures Affecting Exports

Special bonded zones have been established in Indonesia with the purpose of

promoting exports. The benefits to a firm locating in these zones include duty-free

imports of goods that are re-exported after processing and warehousing. Firms that

export at least 85 percent of their output may locate their operations in these zones.

Measure» Affecting Production and Trade

Input Subsidies for Agricultural Products and Petroleum and Gas

Input subsidies are most notable in the agricultural sector. For example, there are

subsidies on fertilizers and crop seeds, loans can be obtained at concessional rates by

rural producers, and farmers are provided irrigation facilities at less than the true cost

of operating the facilities.

The subsidy on fertilizers-which reflects the government's policy emphasis on

achieving food self-sufficiency, particularly in rice-differs depending upon the type of

fertilizer. Because different crops are utilize different fertilizers, the benefits of the

fertilizer subsidies differ across farmers of different crops. It has been estimated that the

largest benefits accrue to farmers growing tobacco and other estate crops. The benefits

of the subsidy are shared between the farmer and the fertilizer importer (PT Pusri) or

domestic fertilizer producer, although it is unclear as to how the benefits are distributed.

Since 1988, the level of fertilizer subsidies has been reduced.'?

The subsidy on crop seeds is similar to that of fertilizers with farmers and seed

suppliers sharing the benefits of the subsidy. Again there is no information regarding

how the benefits of the subsidy are shared.

lOSubsidies on pesticides were eliminated in January 1989.
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Still another benefit accruing to farmers is the benefits arising from access to

irrigation facilities at below cost." The value of the benefits across different farmers is

unclear for a number of reasons. First, different crops have different water requirements;

hence farmers cultivating crops that require large amounts of water would benefit more

than farmers cultivating less water-intensive produce. Second, the operation and

maintenance of many irrigation systems rest with provincial governments. Some of these

provincial governments charge service fees for using the water, while others do not.

Moreover, the fees are generally low and do not come near to recovering the full costs.

Input subsidies for natural gas also imply benefits to users of natural gas, most

notably, the fertilizer and steel industries. The price of the natural gas, and hence the

amount of the subsidy, is determined on a project-by-project basis.

Because domestic prices of petroleum and fuel products are usually set below

world prices, all users of these products in effect receive a subsidy on their use. As a

result, the competitiveness of industries that intensively use petroleum and fuel products

as inputs is improved. The largest subsidies are on kerosene and diesel fuels.

Other Measures Affecting Production and Trade

In addition to the input subsidies, fertilizer manufacturers also receive a price for

their output that is well above the world price. The margin between the price paid to

the manufacturer-which is determined by the government-and the world price varies

between manufacturers. For example, Fane and Phillips (1987) estimate that the

producers of urea received between -15.0 and 40.0 above world prices, while producers

"In fact, a report by the World Bank notes that "water...is the most subsidized of all
agricultural inputs in Indonesia" (World Bank 1989:93).
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of triple superphosphate and ammonium sulphate received up to two times the world

price.

Other controls on domestic production, marketing and pricing affect agricultural

products such as sugar, soybeans, and rice. For example, farmers of these commodities

are in some cases given direct production targets. In general, domestic prices of these

agricultural commodities are higher than the world market prices.

SUMMARY

With the recent emphasis on outward-oriented development and export growth,

the Indonesian government has taken steps towards liberalizing trade and promoting

export diversification. The trade and investment reforms that were initially implemented

in 1986 and which continue to be undertaken today indicate that Indonesia is serious in

this effort. Particularly noteworthy is the implementation of the Harmonized Commodity

Description and Coding System (HS) and the May 1990 package of reforms which

increased the extent of tariffication of products (by eliminating the licensing requirements

and establishing a tariff on the product) and reduced the level of nominal tariffs on a

wide range of items.

The data on trade trends in terms of direction, structure, and growth suggest that

the country has achieved some success in this endeavor. Trade growth continues to be

strong, and expansion of manufactured exports has outpaced that of total exports in

recent years.

In terms of production, as indicated by the manufacturing index, manufactured

output increased by 13.5 percent in 1990and 9.1 percent in 1991. In addition, real GOP
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which increased by an annual rate of 6.6 in 1991, is estimated to have expanded by 6.5

percent in 1992 (Hill and Knowlton, Inc. 1983).
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CHAPTER III
THEORY OF EFFECTIVE RATE OF PROTECTION

INTRODUCTION

Because of its position as the largest member of ASEAN and as the fourth largest

nation in the world, Indonesia is poised to be a significant actor in the growth of the

Southeast Asian region in the 1990s. As noted in the preceding chapter, Indonesia has

since the mid-1980s shifted its development strategy away from import substitution and

is now supporting export-led development, including a reduced reliance on oil and

primary commodity exports and increased emphasis on growth of manufactured exports.

Numerous changes to Indonesia's tariff structure have been made in the past seven years,

and this has rendered earlier studies on effective rates of protection in Indonesia less

valuable. It is, therefore, important to re-evaluate the ERPs across Indonesian industries

in order to obtain a clear picture of the existing structure of protection in the Indonesian

economy.

While an examination of the nominal tariff rates provides a quick idea as to the

level of protection, nominal tariffs only apply to final products. The effect of tariffs on

intermediate goods, i.e., inputs, and other policy instruments on the economy's structure

of protection are not incorporated into the analysis of nominal tariffs.

To this end, the effective rate of protection theory not only contributes to a better

understanding of the extent of protection arising from tariffs on final goods, but also the

protection arising from the interrelationships between tariffs on inputs, other duties on

imports and exports, and certain non-price barriers to trade. The first theoretical work

on effective rate protection theory was done by Johnson (1965) and Corden (1966). The

assumptions on which the basic theory of effective protection rates, as well as the
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mathematical derivation of the ERPs,were presented in these papers. Empirical analyses

of effective rates of protection for industrial countries by Balassa (1965) and Basevi (1966)

followed.

Since that time, numerous research works have employed the theory of the

effective rate of protection in analyzing the protective structure of nations around the

world. Estimates of ERPs have been made for the United States (Basevi 1966; Travis

1968),Norway (Balassa and Munthe 1971), and Canada (Melvin and Wilkinson 1968), to

name just a few of the studies on developed countries. Perhaps even more numerous are

the number of studies estimating the effective rates of protection in developing countries

in various regions, including Brazil (Bergsman and Malan 1971), Pakistan (Lewis and

Guisinger 1968), the Philippines (Power, Skat, and Hsing 1970),and East Africa (Reimer

1969). For most developing countries, the existing set of tariffs, subsidies, and other

measures affecting trade were implemented for the protection of a specific sector or the

attainment of a specific government goal. As noted by Little and Mirrlees (1974),

"protection has followed the establishment of industries, rather than itself being used as

a screening device." The impacts of the amalgamation of these policies on the overall

protective structure of the economy and on certain industries are unclear. The ERP

theory, by encompassing tariffs on intermediate goods and implicit tariffs imposed by

non-tariff measures, can contribute substantially to a better understanding of the

protective structure and sectoral impacts.
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THE BASIC THEORY OF THE EFFECTIVE RATE OF PROTECTION

The Definition of the Effective Rate of Protection

The original formulation of the effective rate of protection defines the ERP of a

good j as the increase in value added per unit level of an activity that is brought about

by the tariff structure over the value added per unit level of activity that would have

been gained without the protection, i.e., under free trade (Corden 1966). Alternative

definitions have been proposed depending upon the assumptions being made in

estimating the ERPs and on the focus of the study. Grubel (1971) notes that four

definitions of effective protection are valid (once the assumptions of the basic model are

relaxed): (1) the proportionate change in value added per unit of output, (2) the

proporitonate change in total value added of the industry, (3) the proportionate change

in the primary factor price, and (4) the proportionate change in gross output. The so

called Cordon-Leith definition defines ERPs as the proportional change in the "price" of

value added due to the tariff structure. Others have defined the effective rate of

protection with respect to labor (Basevi 1966) and capital (Schydlowsky 1967).

This study has opted to employ the original definition of the effective rate of

protection in analyzing Indonesia's protective structure. Not only is the original

definition one that is well understood by economists, but as noted by Grubel (1971), the

various definitions reduce to the original one posited by Corden (1966) when fixed input

output coefficients and constant returns to scale are assumed.

The Basic Assumptions

In applying the theory of the effective rate of protection to obtain useful results

in analyzing a country's protective structure, the following assumptions must hold:
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1. the elasticities of demand for all exports and imports are infinite

2. production and trade in protected industries remain even after the

application of the protection

3. supply of domestic non-tradeable goods is infinitely elastic

4. the physical input-output coefficients are fixed

5. the nominal tariff reflects the difference between domestic prices and free

trade world prices

Let us consider the validity of each of these assumptions in the case of Indonesia.

The first assumption of infinite elasticities of export demand and import supply implies

that the country under study is a "small" country and cannot affect the world price of

exports and imports. As one of the world's larger producers and exporters of natural

rubber, palm oil, copra and certain spices, this assumption may not hold for certain

sectors in Indonesia. Thus, caution must be exercised in analyzing the protection to the

sectors producing these commodities. However, for most products, the assumption is

valid.

The assumption that production and trade occur both before and after the

imposition of the tariffs (or other form of protection) ensures that the calculated rates of

ERP in fact measure an increase in value-added due to the tariffs. While this assumption

may not hold for a few individual products, for the most part the assumption holds in

the case of Indonesia. Moreover, given the level of aggregation that is required for the

analysis, this assumption is clearly valid in terms of the sectors to be studied.

By assuming an infinitely elastic supply of non-tradeable inputs, increased

demand for these inputs can be accommodated with no increase in the cost of the input.

To see the impact of this assumption, consider the case of a final product that is
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protected from international competition by a tariff. As a result of the protection,

resources will flow into the production of the protected good as domestic firms will

attempt to increase output at the higher domestic price. If the non-tradeable input is not

in infinite supply, the price of the input will rise. Thus, a part of the increase in the price

of the final protected good will be used to pay for the higher price of the non-tradeable

input and the actual effective rate of protection for the protected final good is lower than

it would otherwise be if the supplies of the non-tradeable inputs were, in fact, perfectly

elastic.

The fourth assumption of fixed input-output (1-0) coefficients means that inputs

are always combined in fixed proportions to produce a fixed amount of output regardless

of changes in relative factor prices or the scale of production. That is, the elasticity of

substitution among inputs is zero, i.e., the isoquants are L-shaped, and production is

characterized by constant returns to scale. There is no a priori reason to assume that

production in Indonesia does not satisfy this assumption. Nevertheless, as noted in the

discussion on a general equilibrium approach to effective protection, the assumption of

fixed production coefficients, if the free-trade input-output coefficients are known, has

been argued by Corden (I966) to be theoretically correct.

The last assumption Simply assumes that the nominal tariff rate in fact is the only

factor affecting the difference in the price of imports in the domestic market and the price

of the import in world markets. Clearly, this assumption is invalid for many countries

including Indonesia, due to the existence of import surcharges and taxes, as well as non

tariff barriers such as import and export licensing arrangements, subsidies, and quotas.

Adjustments to non-tariff elements affecting domestic prices will need to be taken into

account.
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The Algebraic Formulation of the Model

Consider the simple case of an importable good, j, which uses inputs i=l,...n.

Then, the value added for an activity producing the jth product is:

where =

n

V. = 1 -:E a..
free-trad~ value-atlded. of product j

(1)

= the ith input used in producing product j, where i =L,....n

Now suppose a tariff is imposed. on both the final product j and the i inputs. Then the

domestic value added on the activity producing product j becomes:

n

V/ = (1 + Tj ) - E ajj ( 1 + r, )
,-I

(2)

where v·'I = value-added. of the activity producing j after the imposition

of the tariffs

= the tariff on the jth product

= the tariff on the ith input

Given the definition of the effective rate of protection presented. earlier, the ERP can be

expressed. as:

(VI! -VI')
ERP. = _;....-........;._

I v
j

(3)

where effective rate of protection of the jth good

By substituting from equations (1) and (2), equation (3) becomes:

n
(4)

n

Tj - :E ajj t,
i-IERP. = _

I
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From the above equation, it is clear that the effective rate of protection can differ

from the nominal tariff rate, and depends not only on the different tariffs but also on the

input-output coefficients. In the special case where 1'; =T; for all i inputs-i.e., the tariffs

on inputs to the final product are equal to the tariff on the final product-then the

effective rate on good j is the same as the nominal tariff rate on good j (and the nominal

tariff of inputs i for that matter), i.e., ERPj =Tj =T; If the tariff on any input is not the

same as that on the final product, then ERPj will not necessarily be equal to the nominal

tariff on good j. Lastly, it is conceivable for the effective rate of protection to be negative

even if the nominal tariff on the good is positive.

Note, however, that calculations of the effective rates of protection using equation

(4) requires knowledge of the input-output coefficients that would prevail under free

trade. However, the data that are available are the production coefficients that exist

under the tariff regime. Thus the aijs must be estimated from the post-tariff 1-0 table.

Consider the following equations:

xl
I

1 + T.
J

(5)

(6)

where xj =
x.' =J

Xij =

Xi/ =

free-trade output of product j

post-tariff output of product j

coefficient of inputs i in product j under free trade

coefficient of inputs i in product j after the imposition of the

tariff

Then, the relationship between aij and a;/ is as shown in equation (7)
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_ Xij x'. 1 + T. 1 +T.
(7)= 'I I =a'. Ia.. -_

7'I X. 1 +T. 'I 1 + T.
I I

, I

Substituting equation (7) into equation (4), we obtain the following:

" 1 +T.
T. - E a.' T. I

I i-I 'I I 1 +T.
ERP. =

, (8)
I

"
a' [ 1

+T.
1 -E I

'I 1 +T.i-I I

which can be reduced to

1 -E a'.
'I

ERP. = i-I - 1
I

[ 1

" a'.1 -E 'I

+T. 1 +T.
I

i-I I

(9)

EXTENSIONS OF THE BASIC ERP THEORY

Criticisms of the concept of the basic effective rate of protection model have been

primarily concerned. with the validity of the assumptions that are made, particularly the

assumption of zero substitution elasticity between inputs and the acceptance of the

nominal tariff rate as the measure of differences between domestic and world prices of

a good. In addition, the existence of non-tradeable inputs such as transportation and

most services complicate the ERP theory, and may have significant effects on the

calculation of the effective protection rates. In this section, each of these issues is

examined. and treatment of the problems in this study is proposed.
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Treatment of Non-tradeable Inputs

Treatment of non-tradeable inputs in the calculation of ERPs depends on the

assumptions that one makes with regards to the elasticity of supply of the inputs.

Suppose, for example, that a tariff is imposed on a final good which uses as an input a

non-tradeable good. Due to the protective tariff, the final good can now command a

higher domestic price, and resources will flow into the production of this final good.

However, if the supply of non-tradeable inputs is fixed (if, for example, there is a fixed

amount of transportation services available), then not all of the rise in the price of the

final good will go to increases in the value-added of the good, as some part of the price

rise will now go to paying the higher price of the non-tradeable input.

Three methods have been employed in the treatment of non-tradeable goods.

First, Corden (1974) treats non-tradeable inputs in the same way as primary inputs.

Hence, the effective protection is the sum of the protection on primary inputs and non

tradeable inputs. allows for different elasticities of supply of non-tradeable inputs. The

second method, developed by Balassa (1971, 1982), treats non-tradeable inputs in the

same way as traded inputs where the supply of non-tradeable inputs is infinitely elastic

and the tariff on the non-tradeable inputs is assumed to be zero. A third treatment of

non-tradeable goods is the so-called Scott method (Little, Scitovsky, and Scott 1970). This

approach treats non-tradeable inputs as tradeable inputs with an implicit tariff equal to

the difference between the free-trade exchange rate and the exchange rate prevailing

under the existing tariff structure. Because inclusion of the impacts of changes in

exchange rates is beyond the scope of this study, this procedure was not considered

further.
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Before considering each of these methods in tum, however, consider that

production of non-tradeable inputs involves inputs of tradeable and other non-tradeable

inputs. For example, suppose there are two non-tradeable inputs, X, and X2, and two

tradeable inputs, Y, and Y2• Production of X, requires inputs of X2 and YlI and

production of X2 requires inputs of Y2• It is clear that the traded input Y2 is an indirect

input to the production of Xl'

In order to obtain an accurate picture of the ERPs in an economy, the input-

output coefficients should not only include the direct inputs but should also include the

indirect inputs used in producing any good. However, input-output tables do not

generally provide the total, i.e., the direct plus indirect, input-output coefficients; such

is the case with the Indonesian input-output data that is used in this study. It is

therefore necessary to derive the 1-0 coefficientmatrix of direct and indirect inputs from

the direct input coefficient matrix.

Consider a square matrix of direct plus indirect input coefficients, Z, where Zij

refers to the (direct + indirect) ith input in the production of good j. If A is the direct

input coefficient matrix for the production of j, then the relationship between the ai~ and

the ZiP is as follows:

n

Zij = aij + ~ Zij aij,-\

Equation (10) can be expressed in matrix form as

Z=A+ZA

The matrix Z can then be solved

z = ( 1 - A )-1 - 1

where 1 is an identity matrix.
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Let us again return to the problem of treating non-tradeable inputs in calculating

ERPs and the two procedures that are being considered in this study. Using Corden's

approach, the non-tradeable input is treated as any other tradeable input, and thus, the

value-added in the production of the non-tradeble good is included with the value-added

in the activity of producing the final good j. With this assumption, the effective rate of

protection for any jth good is

n m n

1 - E aj' - E E Qkj Zik
i-I 1 ;-1 k-m+l

1
1 + T.

}

n a m n

-E ij E E
i-I T7T i-I k-m+1I

akj zjk

1 + T.
I

(3)

where ajj =

=

=

direct input-output coefficient of ith tradeable input in production

of jth good, where i = l,....m

direct input-output coefficient of kth non-tradeable input in

production of jth good, where k =m-el,....n

direct plus indirect input-output coefficient for ith input in

production of kth (i.e., non-tradeable) input

The numerator represents the domestic value-added under the tariff structure where (1)

the cost of i traded inputs into the jth product and (2) the cost of non-tradeable inputs

into the jth product that are due to the direct plus indirect traded inputs (i.e., the i's) are

subtracted from the value of the output j. The denominator is the free-trade value-added

and is comprised of (1) the value of product j deflated by its tariff, (2) the cost of all i

tradeable inputs deflated by their tariffs, and (3) the portion of non-tradeable inputs that

are due to direct and indirect traded inputs deflated by their tariff rates.
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Balassa's derivation differs slightly, with the effective rate of protection for any

product j being

" "'
1 -E Q.. - E Qkj zjk1/

ERP. = i-I k.,,·! - 1
/

" " "' p m
1 Q.. Qkj zjk
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(14)

where = direct plus indirect input-output coefficient for value-added

embodied in the production of the kth (i.e., non-tradeable)

input

Again the numerator is the value-added of product j, where the cost of tradeable inputs

and the total cost of non-tradeable inputs are subtracted from the value of j. Like the

Corden equation, the denominator is the free-trade value-added and consists of (1) the

value of good j deflated by its tariff, (2) the cost of all i tradeable inputs, (3) the cost of

direct plus indirect tradeable inputs in the production of non-tradeable inputs, k, deflated

by the tariffs on the tradeable inputs and (4) the sum of value-added of non-tradeable

inputs.

The two approaches and the resulting equations are closely related, the difference

being that the Corden formula includes and the Balassa formula excludes the cumulated

value-added elements of non-tradeable inputs. This study has opted to employ the

Corden formula for the following reasons. First, Ray (1973) has shown that the ERP

derived from the Corden formula correctly indicates the degree of protection to non-

tradeable goods so long as the non-tradeable goods are intermediate commodities.

Second, Balassa (1982) found a high rank correlation between the ERP estimates derived
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from the Corden and Balassa formulae. Hence, it can be argued that calculations of the

effective rate of protection using both formulae yields no real additional insights.

Fixed Input-output Coefficients

A second limitation of the basic ERP model is the assumption of fixed input

coefficients. The imposition of tariffs on inputs alters the relative prices of those inputs,

and this is likely to lead to substitution among inputs; hence, fixed input coefficients

would be an invalid assumption. The impact of allowing factor substitution in

production on effective protection has been examined by a number of economists

including Ramaswami and Srinivasan (971), Jones (1971), Bhagwati and Srinivasan

(973), and Khang (1973). By incorporating the possibility of substitution in an analysis

of ERPs, some of the criticisms of the partial equilibrium framework of effective

protection are addressed. However, because of the data requirements and the complexity

involved in addressing the problem, the possibility of factor substitution will not be

addressed in this study.

Moreover, it has been argued by Corden (966) that

...the effective rate should be the percentage rise in the return to
the primary factor which would result if there were no substitution
between inputs and, hence, if there were no change in the input
coefficient. It follows that the ideal calculation should use the
input coefficient of the free-trade situation (p, 234)

Hence, the assumption of fixed coefficients in estimating ERPs can in fact be justified on

theoretical grounds if the free-trade coefficients are indeed known. While in most cases,

such data are not available, studies have dealt with this problem by either employing

input-output coefficients of another country that is similar to the country under study but
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is characterized by a relatively open trade regime, or by adjusting the a i;5 as was done

in equations (5) through (9) in the previous section.

The Implicit Tariff Rate: Adjustments to the Nominal Rate

The existence of import surcharges, input subsidies, export taxes and subsidies,

export and import licensing arrangements, and quantitative restrictions including quotas

and bans affects the relative domestic prices of goods and may result in a nominal tariff

rate that significantly underestimates (or overestimates) the "true" tariff rate on a product

(where the "true" tariff is defined as the ratio of the domestic price and the free-trade

world price of a good). Thus, adjustments to the nominal tariff rates will need to be

made for sectors in which the prevalence of such non-tariff elements is high.

Ideally, the "true" implicit tariff can be measured by a direct comparison of

domestic and free-trade world prices. However, this exercise would require a

tremendous amount of resources. To obtain world price on specific products would

require use of extensive surveys. Moreover, it can be argued for many products that a

free-trade world price does not exist; that is, very few commodities are traded in the

international market under perfectly free-trade conditions. Lastly, data on Indonesia's

domestic prices of specific products were not readily accessible.

To address the problem of non-tariff elements affecting the domestic price of

products, this study has opted to use the results obtained from previous work by Fane

and Phillips (1987, 1991) which examined effective rates of protection in the Indonesian

economy in the year 1987.

60



PARTIALEQUILmRIUM FRAMEWORK OF ERPTHEORY: WHAT ABOUT GENERAL

EQUILmRIUM REPERCUSSIONS?

The equations presented in the preceding sections apply the theory of the effective

rate of protection from a partial equilibrium standpoint. That is, general equilibrium

repercussions of a change in tariffs are assumed to be zero; in reality, however, this

assumption may be invalid. For example, an analysis of the removal of all tariffs in a

country without taking into account the effect of the change on relative prices of primary

factors such as land, labor, and capital, would be misleading. In fact, some economic

theorists have argued that

...policies based on rates of effective protection calculated under
the partial equilibrium assumptions are worse than policies based
on nominal rates because the neglect of general equilibrium
repercussions makes meaningless many of the inferences that have
been drawn from rankings of industries by their level of
protection. (Grubel 1971: 12)

Hence, these theorists argue that a general equilibrium approach is the correct framework

to employ.

Nevertheless, even if tariff changes are not marginal in magnitude, Grubel (971)

notes that the influence of general equilibrium impacts on rankings of ERPs for countries

with large and non-uniform tariffs is likely to be small. Indonesia qualified as a country

with these characteristics. Grubel further argues that the rankings of effective rates are

but one set of information that policymakers employ in arriving at policy decisions.

Hence the argument that policy decisions based on ERPs may be "worse" than policies

based on simple analyses of nominal tariffs holds no water, as policy decisions are

typically based on numerous pieces of information.

In most cases where ERPs have been used, the changes in tariffs are not

comprehensive across all industries but deal with marginal changes in tariff rates. Such
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is the case in government assessments of the impacts of tariff increases for products in

a particular industry or of tariff reductions being offered in trade negotiations. This

paper considers tariff reductions to take place under the CEPT scheme over the next 5

to 8 years. If this scheme is implemented, the reductions in tariffs may, in fact, have

some general repercussions. Hence, caution must be exercised in interpreting the ERP

estimates.

Finally, general equilibrium analyses of effective protection also suffer from two

major drawbacks. The first is that the data requirements of such an approach are

enormous. In addition to data on tariffs, trade, and input-output coefficients, information

on production functions and exchange rate movements would be necessary. Moreover,

elasticities of demand and supply are necessary to assess the general equilibrium impacts

and the choice of the actual value of the elasticities is rather arbitrary.

CONCLUDING ARGUMENTS FOR THE THEORY OF THE EFFECTIVE RATE

OF PROTECTION

Despite its limitations, the theory of the effective rate of protection contributes to

trade theory and policy by providing insights that go beyond an analysis of nominal

tariff rates. By incorporating the impacts of tariffs on intermediate inputs and other non-

tariff elements on the protective structure of an economy, a ranking of the effective rates

of protection across industries provides an indication of the resource pulls (pushes) into

(out of) particular activities that will occur as a result of the protective structure.'

lA few economists-most notably, Ray (1980) and Ethier (1972, 1977)-have
maintained that an analysis of the structure of nominal tariffs is sufficient for assessing
the impacts of protection on the society's welfare. However, in most studies, an
assessment of the total welfare impacts on the society is not the main purpose of the
analysis of the protective structure. Rather, the distribution of protection across
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Some have argued that the correlation of rankings of protection using nominal

tariffs and effective rates is high, and therefore, the structure of protection is adequately

indicated by analysis of nominal rates.! However, as noted by Balassa (1971), the

rankings of relative protection of industries can be substantially different when using

nominal and effective rates of protection (this was true even when the correlation

coefficient was high). Moreover, Balassa (1971) argues that analyses based on nominal

tariffs alone focus solely on the nominal rates of the outputs, to the neglect of the

nominal rates on inputs and the share of the value added in the price of the output.

The application of ERP theory is particularly useful in assisting countries

formulate policies that are consistent with their overall national goals. For example, if

confronted by an application for greater tariff protection from a domestic industry (for

example, the steel industry), a country would be wise to consider not only the protective

impacts of the tariff on the industry in question but the impacts on other industries (such

as the transport equipment and machinery industries) which may be considered to be

vital in the nation's drive towards industrialization. As another example, if in the course

of international bargaining, tariff reductions are being considered, an analysis of ERPs

would help in providing a more accurate picture of the effective reductions in levels of

protection being offered or requested.

Still another use of effective rates is in the appraisal of projects. Organizations

such as the World Bank have used ERPs in formulating guidelines on industrial policy

industries, and the resulting incentives for resource flows, is the main point under
consideration.

~e, for example, Cohen (1969).
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and in assessing investment projects, where projects are ranked according to the cost of

processing of the product in question.

ERP measures have also been used to assess the discriminatory effects of the

system of protection in industrial nations on imports of manufactured goods from

developing countries.' In addition, if relevant elasticities on import and/or export

demand can be found, the impacts of changes in tariffs and other protective measures on

the total value of imports and/or exports can be determined.

~e, for example, Johnson (1967), Balassa (1967), and Baldwin (1970).
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CHAPTER IV

ESTIMATING THE EFFECTIVE RATE OF PROTECTION:
DATA AND METHODOLOGY

INTRODUcrION

Because of the trade reforms that have taken place since the mid-1980s and the

more recent commitment of Indonesia towards AFTA and the CEPI' program, analyses

of the protective structure of Indonesia's trade regime in the late 1980s or early 1990s is

particularly interesting and relevant. Fane and Phillips (1987, 1991)and Wymenga (1991)

examined the structure of protection in Indonesia for the year 1987and 1989 using tariff

and output data for those respective years, and the 1985 Indonesian Input-output Table.

Since that time, however, tariffs have been reduced dramatically and some non-tariff

barriers have been eased (for example, a reduction in the number of tariff lines subject

to import surcharges). Hence, this study builds on the earlier work on Indonesia by

employing the most recent data available. The data include input-output coefficients

from the 1985 Indonesian Input-output Table; 1992 tariff and import surcharge data

reported under the HS classification system; and 1990 trade data also reported under the

HS classification system.

Another noteworthy feature of this study is that it extends beyond the studies by

Fane and Phillips (1987, 1991)and Wymenga (1991) to the extent that all 9000+ tariff lines

are included in the study. In the previous research work of these economists, the average

tariffs of only selected commodities that were considered to be significant in the

particular sector were used in the analysis. While their approach makes the entire

exercise of estimating Indonesia's effective structure of protection more manageable, the
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incorporation of all 9000+ tariff lines in this study makes this investigation a more

comprehensive one.

THE INPUT-OUTPUT COEFFICIENlS

In Indonesia, input-output tables have been compiled about once every 5 years

since 1971. The most recent 1-0 table for the Indonesian economy that is available is the

1-0 table of 1985, which represents the fourth l-O table published by the Indonesian

Central Bureau of Statistics.' The 1985 l-O table is based on several sets of data

including (1) national account data, (2) a special 1-0 survey on input structure, and (3)

the 1986 Economic Census.

The complete 1985 1-0 table disaggregates the economy into 169 sectors. In

addition, the 1985l-O coefficients were also reported at the 66-sector and 19-sector levels.

For this study, a combination of both the 169-sector and 66-sector tables were employed.

The 66-sector input-output coefficients were used as the basis for the analysis, and the

169-sector data were employed in further disaggregation of sectors deemed to be more

relevant for expansion of Indonesian exports. The input-output coefficients from a total

of 88 sectors were used in this study. A list of the sectors is given in Table 4.1.

Of the 88 sectors, the first 72 sectors were considered to be tradeables. Of the

remaining 16 sectors, the trade (wholesale and retail) and other services sectors were

found to have either import and/or tariff data reported and were thus also considered

to be tradeables. Sector 63, public administration and defense, had no input or output

11-0 tables for 1990 were reportedly being constructed at the time of writing, and
hence were not yet available.
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Table 4.1
The 88 Sectors from the 1985 Indonesian Input-0utput Tables

Input-output
Code

01
02
03
04

05
06

07
08
09
10
11
12
13
14
15
16
17
18

19
20
21
22
23

24

25
26

27

28
29

Sector/ commodity

Paddy
Handpounded rice
Maize
Root crops and flour: cassava, other root crops, dried cassava and

flour
Vegetables and fruits
Other farm food crops: other cereals, groundnut, soybean, and

other beans
Rubber
Sugarcane and brown sugar
Coconut and copra
Crude coconut and palm oil
Tobacco
Coffee
Tea
Clove
Pepper and nutmeg
Other estate crops: cocoa, vanilla, cinchona bark, cinnamon, sago
Other crops: fiber crops and other agriculture
Livestock: livestock and livestock products except fresh milk, milk

livestock raising, and other livestock raising
Slaughtering
Poultry and its products
Wood
Other forest products and hunting
Fishery: sea fish and other sea products, inland water fish and its

products, and drying and salting of fish
Coal and metal ore mining: coal, iron sand, tin, nickel, bauxite,

copper, gold, silver, and other non-ferrous metals
Crude oil, natural gas, and geothermal mining
Other mining and quarrying: chemical and fertilizer minerals,

crude salt, asphalt, and other quarrying
Manufacture of food processing and preserving: processing and

preserving of meat, manufacture of dairy products, canning and
preserving of fruits and vegetables, processing and preserving of
fish and similar foods

Manufacture of animal and vegetable oils and fat
Cereal mill products: milling/polishing of rice, other cereal milling
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Table 4.1 (Continued)
The 88 Sectors from the 1985 Indonesian Input-Output Tables

Input-output
Code

30

31
32

33

34
35

36-76
36-77
36-78
36-79
36-80
36-81
36-82
36-83
37-84
37-85
37-86
37-87

37-88
37-89

38

39
40

41
42

43

44

Sector/ commodity

Manufacture of flour, all kinds: wheat and other flours,
manufacture of bakery products, manufacture of noodle, macaroni
and the like

Sugar factory
Manufacture of other food products: chocolate and sugar

confectionery, coffee milling, tea, soybean products, other foods
Manufacture of beverages: syrup, alcoholic and non-alcoholic

beverages
Manufacture of cigarettes and other tobacco products
Yam spinning
Weaving mills
Manufacture of textile goods except wearing apparel
Knitting mills
Manufacture of woven apparel
Manufacture of carpet, cordage, and the like
Manufacture of other textiles
Manufacture of leather tanneries and leather finishing
Manufacture of footwear and leather products
Sawmills
Manufacture of plywood and the like
Manufacture of wooden building materials
Manufacture of furniture and fixtures, primarily of wood, bamboo,

and rattan
Manufacture of other materials, primarily of wood and cork
Manufacture of non-plastic pleat
Manufacture of paper, paper products, and cardboard; printing and

publishing
Manufacture of fertilizers and pesticides
Manufacture of chemicals: basic chemicals except fertilizers;

synthetic resins, plastic materials, and synthetic fibers; paint,
varnishes and lacquers; drugs and medicines; cosmetic and
cleaning materials; other chemicals; native medicines

Petroleum refinery and liquified natural gas
Manufacture of rubber and plastic wares: smoking and crumbed

rubber, tires, other rubber products, plastic wares
Manufacture of non-metallic mineral products: ceramic and

earthenware; glass and glassware; clay and ceramic building
materials; other non-metallic mineral products

Manufacture of cement and limestone
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Table 4.1 (Continued)
The 88 Sectors from the 1985 Indonesian Input-0utput Tables

Input-output
Code

45
46
47

48-120

48-121
48-122
48-123
48-124
48-125
49-126
49-127
49-128
49-129
49-130
49-131

50

51
52

53
54
55
56
57
58
59
60
61
62
63

Sector/ commodity

Manufacture of basic iron and steel
Manufacture of non-ferrous basic metals
Manufacture of fabricated metal products: kitchen apparatus;

agriculture tools and cutlery; structural metal products, other metal
products

Manufacture of machines and apparatus, except electrical
machinery

Manufacture of electrical machinery and apparatus
Manufacture of communication equipment and apparatus
Manufacture of household electrical appliances
Manufacture of other electrical appliances
Manufacture of batteries
Shipbuilding and repair
Manufacture of trains and its repair
Manufacture of motor vehicles, except motorcycles
Manufacture of motorcycles
Manufacture of other transport equipment
Manufacture of aircraft and its repair
Manufacture of other products not elsewhere specified:

professional, scientific, and measuring equipments; photographic
and optical equipment: watches, clocks, and the like; jewelry
articles; musical instruments; sporting and athletic goods; other
manufactured products

Electricity, gas, and water supply
Construction: residential and non-residential buildings; public

works in agriculture, road, bridges, harbors, and airports;
installation of electricity, gas, water supply and communications;
other construction

Trade: wholesale and retail
Restaurants and hotels
Railway transport
Road transport
Water transport
Air transport
Services allied to transport including storage and warehousing
Communication
Financial intermediaries
Real estate and business services
Public administration and defense

69



Table 4.1 (Continued)
The 88 Sectors from the 1985 Indonesian Input-Output Tables

Input-output
Code

64

65

66

Sector/ commodity

Social and community services: education, health, and other
community services

Other services: motion picture production and distribution;
amusement, recreational, and cultural services; repair shops;
personal and household services

Unspecified sector

coefficients reported, and was therefore dropped from the analysis? The remaining 13

sectors-these included utilities, construction, public works, and services in public

works; communication; transportation; restaurants and hotels; business, finance, and real

estate; storage and warehousing; and social and community services-were categorized

as non-tradeable goods.

TARIFFS AND IMPORT DATA: SOURCES AND AVERAGING

Data on nominal tariffs and trade for the year 1990were reported according to the

HS classification system. The 1990 tariff data were then amended according to Decree

of the Minister of Finance No. 685/KMK.OO/1992, which was part of the July 1992

reform package of the Indonesian government. Import surcharges as amended in the

Decree of the Minister of Finance No. 686/KMK.OO/1992 (which was also part of the

2This is necessary to invert the coefficient matrix, an operation that must be done to
derive the effective rates of protection.
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July 1992 package) were also included in the analysis by adding the surcharge to the

tariff to obtain the total nominal tariff.

Indonesian trade and tariff data basically conform to the HS system which is

standardized across countries up to the six-digit level. Beyond the six-digit level, the

criteria for further disaggregation are left up to the discretion of each country. In the

case of Indonesia, the data are reported at the nine-digit level, resulting in more than

9,000 trade and tariff lines.

Based on descriptions and comparisons of the International Standard Industrial

Classification (ISIC) scheme, the Standard International Trade Classification (SITC)

scheme, and the Harmonized Commodity Description and Coding System (HS), the tariff

and trade data were reclassified according to the sectors defined in the input-output

table. That is, the 9,000+ lines of data reported were reduced to 74 numbers, representing

each of the tradeable goods sectors. Clearly, with this amount of aggregation, caution

must be exercised in making sweeping generalizations about the sector.

In order to compute the ERP for each of the 88 sectors, it was necessary to

calculate some average tariff for each tradeable goods sector. As described by Basevi

(1971), the most popular averaging procedures include: (1) the Simple average of tariff

rates for products within a single group; (2) the average of tariffs weighted by the value

of imports for each product within a group; (3) the average of tariffs weighted by the

value of production for each product within a group; (4) the average of tariffs weighted

by the value of domestic demand for each product within a group; and (5) the average

of tariffs weighted by the value of world trade for each product in the group.

Each of these procedures will result in some aggregation bias. For example, the

use of simple average tariffs implies equal weights for all products within the group; this
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implicitly assumes that the "law of large numbers" will lead to a "washing out" of any

systematic bias. The second procedure of weighting tariffs by the country's own imports

is subject to a downward bias of the effective rate of protection to the extent that low

tariffs associated with high value of imports are given greater weight while products

with prohibitively high tariffs and are therefore not imported are given low or zero

weights. Methods (3) and (4) require data on domestic production and demand which

are not typically easily accessible, and were not available for Indonesia. The last method

requires an extensive amount of data for world trade, which are reported under different

classification schemes.

Despite their limitations, the first two procedures--the simple unweighted

average tariff and the import-weighted tariff-are employed in this study. The primary

reasons for the use of these two tariff averages are the unavailability or enormous data

requirements of the other three procedures and the ready availability of data on

Indonesian imports. In addition, it is hoped that the use of both rates in calculating the

ERPs will provide insights into the sensitivity of the ERP rankings from the average tariff

used.

OTHER NON-TARIFF FACTORS AFFECTING THE NOMINAL RATE OF PROTECIlON

As noted in Chapter IT, nominal tariffs and import surcharges are not the only

factors affecting the domestic price of importable goods. Subsidies on inputs, local

content mixing requirements, and licensing arrangements are just some of the factors that

may impact on the price faced by Indonesian producers for their inputs and their

outputs. To derive an accurate picture of the effective structure of protection, it is

therefore necessary to incorporate the impacts of these other factors into the analysis.
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Incorporating the impacts of these non-tariff barriers is a complex exercise, and

many studies of effective protection assume that the "true" nominal tariff faced by

producers and consumers in an economy is simply the border price of the good plus any

tariff imposed at the border. In certain economies, this assumption mayor may not

result in large distortions.

As much as possible, this study tries to take into account and quantify the impacts

of the non-tariff barriers. In certain sectors-in particular, certain agricultural

commodities for which international price data are available-comparisons between the

domestic price (i.e., the Jakarta price) and the price of the good in world markets are

made, where the international price is adjusted upwards by 15 percent to take into

account the additional costs of freight, insurance, and handling. The difference in the

prices is then used as an estimate of the "implicit" nominal tariff that the product faces.

An adjustment of approximately 10 percent to the "implicit" tariff as derived is sometimes

made to reflect a more conservative estimate (instances where such a conservative

estimate was taken are reported).

In other sectors where direct price comparisons were not possible due to lack of

price data, adjustments were made based on past studies on effective protection and

current knowledge of existing regulations and policies. Again, the tendency is to err on

the conservative side when making adjustments to nominal tariffs.

Import Surcharges

Since Indonesian import surcharges are expressed as ad valorem rates, the

inclusion of the surcharges is done simply by adding the percentage value of the

surcharge to the existing tariff on the product. It is also interesting to note that since
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1990, import surcharges have been abolished for most product lines, and it has been

estimated that presently only 3 percent of all tariff lines are subject to surcharges.

Nevertheless, for specific items, the addition of the surcharge to an already high tariff

implies a prohibitive tariff on the good.

Input Subsidies

The existence of subsidies for specific inputs complicates the analysis to the extent

that the general nominal rate of protection (inclusive of import surcharges where

applicable) for a particular good is not necessarily the same rate faced by all sectors using

the product as an input. For example, the government provides irrigation facilities at

below cost, offers a concessional credit scheme, and provides fertilizer subsidies to rice

farmers. All of these factors imply a lower cost of production to the rice farmer, and for

any given tariff placed on rice imports, the rice farmer's protection from import

competition is higher with the government subsidies.

To quantify the impact of these subsidies on the relative protection of the activity

is difficult and requires detailed sectoral analysis of domestic prices and market

conditions. In Indonesia, input subsidies are most significant in the production of

agricultural goods (fertilizer subsidies, irrigation facilities, and concessional credit) and

energy-intensive activities (due to the lower-than-world price of petroleum and gas

products).

Subsidies in the agricultural sector

In Indonesia, input subsidies are most notable in agricultural products where

farmers are subsidized by lower fertilizer prices, concessional credit schemes, and use of
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irrigation facilities that are largely paid for by the Indonesian government.' An estimate

of the impact of these subsidies on each agricultural crop is difficult. For example, the

subsidy on fertilizer differs by the type of fertilizer and the usage of a certain type of

fertilizer differs across crops. Moreover, a precise measure of the distribution of the

credit schemes and relative utilization of irrigation facilities across agricultural products

is beyond the scope of this study. Hence, for certain agricultural products-including

the main agricultural staple of Indonesia, rice--estimates of the impact of these subsidies

in terms of an output subsidy equivalent by Fane and Phillips (1991) were utilized.

Subsidies on petroleum and natural gas inputs

Subsidies on the use of petroleum and natural gas as inputs also help to boost the

effective rate of protection, especially for those sectors that are energy-intensive in

production. For the fertilizer and steel industries, the Indonesian government provides

a subsidy on the use of natural gas as an input. Users of petroleum are also subsidized

to the extent that domestic prices of petroleum products, which are determined by the

government-owned Pertamina, are usually set below international prices. In 1986-1987,

this subsidy amounted to an overall input subsidy of 8 percent for users of petroleum

(GAlT 1991).

However, because of the rise in the price of oil in the international market in 1990,

the subsidy increased in 1990. Using data on retail prices of diesel fuel and gasoline in

Indonesia and Singapore (assuming that Singapore, a relatively free-trade economy, does

~ubsidies were also given to farmers for pesticides until January 1, 1989.
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not significantly protect the petroleum industry or subsidize its users), it is estimated that

the amount of the subsidy to users of petroleum is 50 percent,"

Licensing Arrangements

As noted in the previous chapter, a significant portion of Indonesian trade is

managed under licensing arrangements set forth by the government. Instances where the

coverage of the licensing system in terms of number of tariff lines or value of imports

exceeds 40 percent were deemed to be signiftcant." For these products/sectors, special

adjustments may need to be made. However, because products subject to licensing

arrangements in imports and/or exports in effect imply an informal quota between the

government and the importer/exporter, quantification of the impacts of the licensing

arrangements is difficult. The case of rice production, marketing, and trade by BULOG

is a case in point.

Where possible, the international price of the product and the price of the product

in the Indonesian market are compared to determine the impacts of the licensing system

and obtain an estimate of the nominal level of protection afforded by the licensing. This

can be done for certain commodities, where the product is homogenous and widely

traded on the international market and the Indonesian and world prices of the product

4Using the same set of data for 1986, the subsidy was estimated to be 12 percent.
While this is slightly higher than the estimate in the GAlT study, the study also noted
that the estimate it derived is lower than the actual subsidy (GAlT 1991).

sSectors in which the coverage of import licensing restrictions in 1990 exceeded 40
percent either in terms of number of tariff lines or value of imports were: dairy products,
30.8 and 86.0 percent; fresh vegetables, 7.5 and 58.3 percent; fresh fruits and nuts, 85.4
59.4 percent; oilseeds and oleaginous fruit (soybeans, palm nuts), 5.2 and 85.0 percent;
.sugarcane. and beet sugar, 29.4 and 97.2 percent; beverages and spirits, 75.0 and 56.9
percent; wool or hair fabrics, 29.4 and 46.4 percent; apparel and accessories (not knitted
or crocheted), 64.7 and 31.9 percent; and articles of iron and steel, 10.8 and 42.0 percent.
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are available. For other products where domestic and/or international prices are not

available, estimates provided by Fane and Phillips (1987), Wymenga (1991), and the

GATT study (1991) are used.

Subsidies Provided by the P4BM Scheme

Under this scheme, imports of raw materials, intermediate inputs, and machinery

that are used in the manufacture of exported goods are eligible for exemptions or refunds

of tariff duties and import surcharges (as well as VAT and luxury taxes). At most, the

scheme provides exporters with an effective protection rate of zero, and importers with

even higher protection. Ideally, using information on the portion of output that is

exported and the portion that is sold domestically, one could calculate the effective

protection to the sector. However, data on the share of domestic output sold in the

domestic market were not available for each product.

To try to incorporate the impact of the scheme into the analysis, each of the

tradeable goods sectors was classified either as an import-competing or an export

competing sector. It is inevitable that in some cases the decision as to which category a

particular sector belongs is arbitrary. This study basically followed the classification

scheme employed by Fane and Phillips (1987,1991), Wymenga (1991), and GATT (1991).

In the next chapter which analyzes the estimates of the effective rates of protection, the

categorization of the sector as an import-eompeting or an export-competing one will

serve as the launching ground for the discussion of the structure of protection.
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ADJUSTMENTS TO THE NOMINAL RATES BY SEcrOR

In this section, the adjustments that were made to the reported nominal tariffs of

goods are explained in greater detail for those sectors where the adjustments were

significant. Explanations of adjustments that were not as significant are given in

Appendix A. A list of the unweighted and import-weighted average tariffs for each of

the sectors-where the tariffs are inclusive of any adjustments such as import surcharges

and the impacts of non-tariff barriers-is given in Table 4.2. Also included in the table

are the maximum and minimum tariffs for products in each of the sectors, as well as the

standard deviation of the tariffs of products in the sector. For further clarity, the simple

MFN rate, as well as the adjustments that were made to reflect the impacts of other tariff-

like barriers (i.e., import surcharges and export taxes) and the non-tariff barriers (i.e.,

licensing arrangements, restrictive distribution) are given in Appendix B.

Paddy (sector 1)6

While the nominal tariff on paddy is zero, paddy farmers are guaranteed a

minimum price by BULOG. This price is set using a complex formula that takes into

account the farmer's costs inclusive of the subsidies awarded. In 1990, the buying price

for paddy rice by the National Marketing Board (BULOG) was Rp 544.14 per kilogram

or U$295.28 per metric ton (Biro Pusat Statistik 1990)1 while the world price of Thailand

(Bangkok) rice was US$287.17 per metric ton in that same year (IMF 1992). Assuming

a 15 percent additional charge to cover the costs of transport, freight, and insurance, the

6No tariffs or trade data were found for handpounded rice (sector 2); hence, this
sector was neither included in the tables nor discussed in the analysis.

7The average exchange rate for 1990 of 1,842.8 Rp to the U.S. dollar was used to
obtain the US$ equivalent,
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Table 4.2
Dispersion and Average Tariffs for the 1-0 Sectors

Input- Maximum Minimum Simple Import-
output Tariff Tariff Standard Average weighted
Code Rate Rate Deviation Tariff Tariff

01 15.00 15.00 0.00 15.00 15.00
03 45.00 45.00 0.00 45.00 45.00
04 30.00 0.00 12.99 7.50 1.40
05 30.00 0.00 14.11 14.85 8.31
06 60.00 0.00 25.00 15.45 20.95
07 -5.00 -20.00 5.59 -17.50 -20.00
08 14.00 14.00 0.00 14.00 14.00
09 5.00 0.00 2.36 1.67 0.03
10 10.00 10.00 0.00 10.00 10.00
11 15.00 15.00 0.00 15.00 15.00
12 0.00 0.00 0.00 0.00 0.00
13 30.00 0.00 14.70 12.00 24.97
14 5.00 5.00 0.00 5.00 5.00
15 30.00 -10.00 16.39 17.50 19.67
16 30.00 0.00 9.80 9.30 5.46
17 40.00 0.00 9.15 3.82 0.13
18 50.00 0.00 10.71 3.57 6.65
19 -20.00 -20.00 0.00 -20.00 -20.00
20 20.00 0.00 6.61 2.50 0.13
21 15.00 -30.00 18.10 -19.05 1.78
22 10.00 -20.00 11.33 -6.54 -19.22
23 30.00 0.00 10.62 20.91 21.25
24 5.00 -10.00 4.88 1.96 -1.58
25 5.00 0.00 2.36 3.33 0.00
26 30.00 0.00 7.06 6.25 1.89
27 73.00 0.00 12.90 28.97 24.45
28 40.00 0.00 8.43 16.57 9.27
29 10.00 0.00 4.71 6.67 0.29
30 40.00 0.00 12.00 20.77 8.63
31 75.00 5.00 25.22 32.16 54.67
32 40.00 0.00 13.10 20.77 10.14
33 50.00 0.00 13.65 34.74 21.73
34 60.00 5.00 15.12 35.38 16.73
35 30.00 0.00 4.84 13.64 14.06

36-76 40.00 5.00 4.97 28.30 28.29
36-77 40.00 0.00 9.88 27.50 16.61
36-78 40.00 25.00 2.59 29.28 29.90
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Table 4.2 (Continued)
Dispersion and Average Tariffs for the 1-0 Sectors

Input- Maximum Minimum Simple Import-
output Tariff Tariff Standard Average weighted
Code Rate Rate Deviation Tariff Tariff

36-79 40.00 5.00 5.77 36.15 35.52
36-80 40.00 5.00 12.02 24.28 12.75
36-81 35.00 5.00 11.12 19.65 23.98
36-82 40.00 0.00 10.48 6.81 0.55
36-83 40.00 0.00 10.32 33.49 20.17
37-84 20.00 0.00 8.66 9.22 1.17
37-85 15.00 0.00 4.60 1.58 0.04
37-86 40.00 15.00 6.85 25.00 39.11
37-87 40.00 20.00 5.77 33.33 38.90
37-88 30.00 0.00 11.58 20.29 15.63
37-89 30.00 30.00 0.00 30.00 30.00

38 40.00 0.00 12.28 21.63 10.20
39 35.00 0.00 13.11 9.30 0.95
40 50.00 0.00 11.12 10.54 6.48
41 -30.00 -SO.OO 3.40 -44.31 -44.99
42 40.00 0.00 14.60 20.11 16.68
43 50.00 0.00 15.16 26.03 13.03
44 5.00 0.00 2.28 4.41 1.95
45 40.00 0.00 10.81 13.03 12.93
46 40.00 0.00 10.52 12.27 7.14
47 60.00 0.00 13.24 21.54 14.63

48-120 50.00 0.00 10.98 13.55 11.39
-Components 40.00 0.00 9.10 8.46 8.68
-Final goods 50.00 0.00 11.02 15.42 12.27

48-121 50.00 0.00 13.98 19.33 14.60
-Components 40.00 0.00 10.36 9.29 16.22
-Final goods 50.00 0.00 13.25 23.19 14.23

48-122 40.00 0.00 15.01 18.96 15.87
-Components 40.00 0.00 12.55 7.50 1.94
-Final goods 40.00 0.00 13.29 23.70 22.21

48-123 40.00 0.00 7.75 29.13 25.80
-Components 30.00 0.00 10.30 22.86 14.48
-Final goods 40.00 30.00 3.90 31.88 31.65

48-124 40.00 0.00 14.00 15.75 17.74
-Components 40.00 0.00 10.92 8.93 6.54
-Final goods 40.00 0.00 13.73 21.51 24.92

48-125 30.00 0.00 13.55 21.43 9.92
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Table 4.2 (Continued)
Dispersion and Average Tariffs for the 1-0 Sectors

Input- Maximum Minimum Simple Import-
output Tariff Tariff Standard Average weighted
Code Rate Rate Deviation Tariff Tariff

49-126 50.00 0.00 10.71 5.11 1.17
-Components 10.00 0.00 4.33 2.50 7.56
-Final goods 40.00 0.00 12.05 6.03 0.81

49-127 10.00 0.00 2.34 1.05 0.42
-Components 0.00 0.00 0.00 0.00 0.00
-Final goods 10.00 0.00 2.99 2.22 0.49

49-128 200.00 0.00 59.09 51.30 33.92
-Components 100.00 0.00 41.20 48.15 36.85
-Final goods 200.00 5.00 74.19 54.86 11.59

49-129 100.00 0.00 40.50 62.80 4.10
-Components 50.00 0.00 14.52 31.25 4.09
-Final goods 100.00 5.00 40.30 77.65 60.74

49-130 50.00 0.00 18.76 16.67 5.36
-Components 40.00 0.00 11.76 7.58 2.70
-Final goods 50.00 0.00 15.44 36.72 28.69

49-131 5.00 0.00 1.79 0.75 0.02
-Components 5.00 0.00 1.98 0.97 0.09
-Final goods 0.00 0.00 0.00 0.00 0.00
50 60.00 0.00 14.53 23.23 12.56
51 5.00 0.00 2.50 2.50 0.42
53 40.00 0.00 14.97 16.00 7.99
65 40.00 0.00 10.98 24.40 27.76
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world price rises to US$330.25 per metric ton. This would seem to imply that the price

of paddy received by Indonesian farmers was about US$35 or 10.6percent lower than the

world price. However, because of the government's goal to cushion Indonesian

consumers from fluctuations in world prices, increase farmer incomes, and raise the level

of the country's self-sufficiency in rice, the production, marketing, import, and

distribution of rice are controlled by the BULOG.

As a result of the monopoly by BULOG in the rice market, the domestic price of

milled rice has traditionally been higher than the world price by an average of 10 percent

(Fane and Phillips 1991). At the same time, although domestic prices have tended to be

higher, they have generally followed movements in the world price of rice (Ali 1986).

Thus, the 10 percent average differential between the domestic price and the world price

is assumed to hold in 1990, and nominal rates are adjusted upwards accordingly.

The production of rice is also affected by the existence of subsidies on irrigation

facilities, fertilizers, and rural credit which assist rice farmers in lowering their costs

which, in turn, implies a higher effective rate of protection for rice production. In a

study by Ali (1986), the level of subsidy was found to be rather high at about 55 percent

in 1983. In a more recent study, Fane and Phillips (1991) estimate that the impact of

these subsidies in terms of an output subsidy equivalent was 5 percent.

Taking these two factors into account, the nominal rate of protection for paddy rice

is adjusted upward by 15 percent. Making these adjustments to the reported nominal

tariff rate of zero, the adjusted NRP that is to be used in the calculation of ERPs is 15.0

percent," The adjusted maximum and minimum tariffs for the paddy sector are 15.0

~is compares to a nominal rate of protection of 10 percent used in the: studies by
Fane and Phillips (1991) and Wymenga (1991).
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percent, and since the tariffs of all items in this sector were adjusted by the same factor,

the level of dispersion is zero.

Maize (sector 3)

The sector producing maize is affected by much the same factors that operate in

the production of paddy rice. Subsidies on irrigation facilities, fertilizers, and

concessional credit all operated to raise the implicit domestic price of maize in Indonesia.

Fane and Phillips (1991) estimate the impact of the input subsidies to be equivalent to a

3 percent higher domestic output price.

Up until January 1991, a price floor scheme for the price of maize that was run by

BULOG effectively raised the price of maize in the domestic market. However, in 1991

the scheme was dismantled.

To determine the impacts of the subsidies, the wholesale price is compared to the

price of a similar product traded in the world market. In particular, the wholesale price

of (yellow) maize in Jakarta for the first nine months of 1990 was Rp 348.51 per metric

ton or U5$5.95 per bushel; in contrast, the price of Thailand maize traded in the

international market was U5$3.33 per bushel." Taking into account the 15 percent

margin for transportation, freight, and insurance, the price of maize on the international

market is adjusted upwards to US$3.83 per bushel. At this international price, the Jakarta

price of maize is found to be 55 percent higher than world prices.

"Because of the different measures used in the price of maize, it was necessary to find
some equivalence between the weight and volume measures. The following facts were
used in the conversion: (1) one bushel of husked com is equal to 70 pounds (this
information was obtained through a telephone call to the State of Hawaii, Agricultural
Extensions Statistical Service); and (2)one kilogram is equal to 2.205 pounds (Newspaper
Enterprise Association 1985).
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Summing the estimates of the two effects, the nominal rate of protection which is

zero for maize should be adjusted upwards. While the sum of the two effects is

approximately 58 percent, a more conservative value of 45 percent for this sector's NRP

is used in the calculation of ERPs.10 Since both of the two line items in this sector were

adjusted by 45 percent, the level of dispersion as measured by the standard deviation of

the tariffs remained unchanged at zero.

Other farm food crops (sector 6)

This sector includes activities such as the production of wheat, groundnut,

soybean, and other beans. Soybeans are particularly important in this group as it is

considered to be a strategic commodity by the Indonesian government. Hence, the

production, import, and marketing of soybeans is controlled by BULOG. The subsidy

to soybean farmers that is provided by the government-funded irrigation facilities and

rural credit on concessional terms amounted to 10 percent (Fane and Phillips 1991). In

addition, the government-sponsored regulation of the soybean market is such that

domestic prices are well above world prices. It has been estimated that the impacts of

the licensing system and floor price scheme on soybeans is that domestic prices are 60

percent higher than world prices. Hence, for soybeans (i.e., all items under HS 1201.00),

the nominal rate of protection used in calculating the ERPs for all sectors was 60 percent.

As a result of the significant upward adjustments to the reported tariffs, the

average unweighted tariff rises from 1.82 to 15.45 percent, while the import-weighted

l'1bis is much higher than the 10 percent NRP used by Fane and Phillips (1991) in
their study of Indonesia's structure of effective protection.
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average tariff increases from 1.49 to 20.95 percent. The level of dispersion also increases

from 6.59 to 25.00.

Rubber (sector 7)

This sector is largely affected by the export bans on various kinds of low-grade

rubber which are used as a means of protecting domestic tire manufacturers by lowering

the price of domestic rubber (and hence implies an input subsidy for tire manufacturers).

The wholesale price of rubber (R.S.S. I grade) in Jakarta was Rp 1392.72or US$O.7558 per

kilogram. The wholesale price for the same grade of rubber in the New York market was

US$1.0044 per kilogram." With the 15 percent margin, this implies a price of US$1.5506

or a -35.0 percent nominal rate of protection for R.S.s. I grade rubber. For the purpose

of calculating the ERPs for all rubber grades, however, a more conservative estimate of -

28.0 percent is employed."

At the same time, rubber producers also benefit from the use of government-

subsidized irrigation facilities and availability of credit at concessional rates. Fane and

Phillips (1991) estimate the direct subsidy to be equivalent to 3 percent in the production

of rubber.

Taking these factors into account, the nominal rate of protection for all line items

in this sector is the reported MFN rate adjusted by -25.0percent. With these adjustments,

11Although this is not a low-grade rubber, the difference in the domestic price in
Indonesia and the market price of the commodity in the New York market provides an
indication of the level of negative protection to rubber products (and the level of input
subsidy to downstream users of rubber).

l~e lower estimate for the NRP of rubber is justified further if one believes that the
difference between domestic and international prices of high-grade rubber are likely to
be larger than that of low-grade rubber.
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the unweighted average tariff for this sector declines from 7.50 to -17.50 percent; the

import-weighted average tariff falls from 0.17 to -20.00 percent. Since the tariffs for all

items in this sector were adjusted by the same factor of -25.0, the standard deviation

remains unchanged.

Sugarcane and brown sugar (sector 8) and the manufacture of sugar (sector 31)

The sugar industry, from the growing of the sugar cane to the manufacture of

refined sugar and syrups, is one of the most heavily regulated of all sectors in the

Indonesian economy. As sugar is considered to be a strategic commodity, imports of

sugar are allowed only by BULOG which imports sugar primarily to meet shortfalls in

domestic production. Because of this import monopoly, BULOG has been able to

maintain domestic prices of sugar about 15 percent higher on average than international

levels.

In addition, the use of irrigation facilities at below cost and the use of concessional

credit schemes imply that farmers are subsidized on inputs; a recent estimate of the level

of this subsidy is 14 percent (Fane and Phillips 1991). Thus for sugarcane (HS

1701.11.000), the nominal tariff rate was adjusted by +14.0 percent.

In the final processing stages, BULOG purchases the entire output of refined sugar

at fixed prices. The refined sugar is then sold through private wholesalers appointed by

BULOG at retail prices that cover the costs of production, storage, transportation, and a

nominal profit margin. In 1990,the price of white sugar was about US$O.2405 per pound

in Jakarta. In contrast, the price of sugar (Caribbean sugar in the New York market) was

US$O.1251 per pound, and adjusting this by a 15 percent margin the price is US$O.1439.
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This implies an implicit tariff of 67.2 percent. Hence the tariffs for all items under HS

1701 were adjusted by +65 percent.

As a result, the tariffs for sector 31 range from 5 to 75 percent (standard deviation

of 25.22), and the unweighted and import-weighted average tariffs were 32.16and 54.67

percent.

Tobacco (sector 11) and manufacture of cigarettes and other tobacco products (sector 34)

Other than an import tariff of 15 percent (which applies to all items in sector 11),

unprocessed tobacco is not subject to any other restrictions. Thus, no adjustments were

made to tariffs for items in sector 11.

However, imports of cigarettes are subject to tariffs ranging from 5 to 30 percent

(the average for the sector is 26.92percent). Import surcharges of 20 percent are assessed

on four line items-they include reconstituted tobacco (HS 2403.91.000), beedies (HS

2403.99.100), snuff (HS 2403.99.200), and other tobacco products (HS 2403.99.900). In

addition, imported cigarettes must pay an excise tax of 70 percent which is 30-35

percentage points higher than the excise tax paid on domestically-produced white

cigarettes. Domestically-produced kretek cigarettes-which are cigarettes that are made

of high-quality cloves and tobacco and which dominate domestic consumption of tobacco

products-face an even lower excise tax. Because of the prohibitively high barriers,

imports of white cigarettes are relatively low; the value of imported cigarettes amounted

to less than 2 percent of all tobacco products imported in 1990. To incorporate the

impact of the prohibitively high excise tax, the nominal MFN rate of imported white

cigarettes (HS 2402.20.900) was adjusted upwards by 30 percent.
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With these corrections, the nominal tariffs in sector 34 range from 5-60 percent

with a standard deviation of 15.12. The unweighted average tariff is 35.38. The import

weighted tariff of 16.73 percent is almost one-half that of the unweighted tariff,

suggesting that the import surcharges and excise taxes effectively discourage imports.

Livestock (sector 18)

An import surcharge of 25 percent is assessed on imports of live horses for sport

(HS 0101.19.100) which is already subject to a tariff of 25.0 percent. As a result, the

maximum tariff in this sector is SO.O percent and the minimum is zero. The standard

deviation of tariffs is 10.71 and the unweighted and import-weighted tariffs are 3.57and

6.65 percent, respectively.

Special mention needs to be made here regarding milk livestock. Because of the

government's regulations on dairy products--that is, the mixing requirements where for

every two units of imported milk, one unit of locally produced milk must be

purchased-demand for milk livestock is high. However, the Indonesian farming

industry has been unable to meet the high demand, and as a result, the government has

been compelled to provide concessionalloans to farmers for imports of milk livestock to

increase herd quantity and quality. Unfortunately, no estimate of the output equivalent

of this program has been made as yet. In the two studies by Fane and Phillips (991)

and Wymenga (1991), the relative ratios of protection afforded to milk products were

assumed to apply to milk livestock as well, and the output-equivalent nominal rates of

33 percent and 100 percent were assumed for the input NRP and output NRP. In this

study, however, a more conservative estimate of 10 percent is used as the output

'equivalent" of the concessionalloans for imports of milk livestock. Two reasons are given
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for this much lower estimate. First, the estimated impacts of concessional loans to

farmers in food crops ranged from zero to 5 percent (Fane and Phillips 1991) would

suggest that the 33 percent nominal rate assumed by the two aforementioned studies is

too high. Note that this implicitly assumes that the government's support for the

individual markets in the agricultural sector is generally more similar than different.

That is, the degree of concessionality is assumed to be similar across agricultural sectors.

A second reason for the lower estimate is that the import of milk livestock is not

differentiated in the tariff and trade data from import of other cattle livestock for

purposes other than the production of milk. That is, it is unclear from the Indonesian

classification scheme as to which cows are being used to produce milk. Because of these

two factors, a lower estimate of 10 percent was deemed appropriate.

Wood (sector 21)

The wood sector is dominated by export restrictions including an export ban on

logs and unprocessed rattan. Following a comparison of the prices of logs in Jakarta and

in the commodity market, the nominal tariff rates for items falling under HS 1401.10,

1401.20, and 1401.90 were adjusted by -40.0 percent." This NRP value is slightly lower

than that used by Wymenga (1991); however, he adds that the values could have been

even lower with the introduction of even higher export taxes in October 1989. Hence,

the NRP estimate of -40.0 percent is considered to be reasonable.

l%e price of meranti logs in Jakarta in 1988 was US$130 per cubic meter; in that
same year, the price of logs in the commodity market (as reported in the IMF commodity
price table) was US$233.44. Assuming a 15 percent mark-up to cover profits and
transportation costs, this results in an Indonesian price that is 48 percent below the world
price. The more conservative estimate of -40 percent was used for the nominal rate.
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Moreover, unlike the studies by Fane and Phillips and Wymenga which assumed

that all users of raw logs and sawn wood faced identical tariffs on these inputs, i.e., they

face the same implicit nominal prices for these inputs, this study assumes different prices

for raw logs and sawn wood for the different classes of users of these inputs. The

different prices arise from distortions created by (l) the log export ban and prohibitive

export taxes on sawn wood, and more importantly, (2) the existing regulations, the effect

of which is to vertically integrate the activities of timber concessionaires, saw mill

operators, and plywood producers.

On the one hand, the export ban limits the sale of logs to domestic log

concessionaires, which effectively increases the supply of logs to the domestic market and

artificially depresses prices of logs below their world market levels. This is reflected in

a downward adjustment of -40.0 percent mentioned in a preceding paragraph. However,

the second restriction-i.e., that each timber concessionaire must have direct access to

log processing facilities-has effectively integrated log production and plywood

manufacturing, and on balance, implies a positive profit margin of the integrated activity.

The end result of this integration is thus a profit margin for the integrated activity that

is higher than that which would occur in the absence of the export ban and licensing

restrictions.

Producers of non-plywood manufactured wood products, on the other hand, are

compelled to buy their logs and sawn wood on the "open" market which is supplied

solely by the small amount of logs that do not get channeled into plywood production;

that is, the residual logs that are for whatever reason not used by plywood manufacturers

or logs obtained from illegal harvesting of timber. Because of the restricted supply of

logs to this "open" market, log prices faced by non-plywood manufacturers of wood
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products are significantly higher than that faced by the plywood makers. At the same

time, the fact that log imports to Indonesia are negligible suggests that log importing logs

once the costs of transport, freight, and insurance are included is not a profitable activity

for non-plywood wood manufacturers. Thus, the price paid by furniture makers for logs

and sawn wood, for example, must lie somewhere between the price paid by plywood

manufacturers and the higher price associated with imports of logs. To take this into

account, the nominal tariff rate for the wood sector was simply the MFN rate for all

sectors except the plywood sector which faces a nominal tariff of -40 percent for output

from the wood sector.

As a result of these adjustments, tariffs for items in this sector range from 10

percent to -30 percent. The unweighted average tariff is -19.05 for plywood

manufacturers, and for other sectors the unweighted tariff is 10.16. The import-weighted

average tariff, on the other hand, is positive but extremely low at 1.78 percent for

plywood manufacturers, and also low at 2.06 percent for all other sectors.

Manufacture of food processing and preserving (sector 27)

Perhaps the most regulated of all industries in Indonesia is the dairy industry,

which is included in sector 27. In addition to tariffs, domestic dairy products are

protected from import competition through import licensing arrange~ents and a strict

local content mixing requirement. Raw milk products such as buttermilk and milk fat

and lactose can only be imported by one importer, and although private importers can

import finished milk products, they must obtain approval from two state-trading

companies which allocate imports according to some kind of informal quota. In addition,

for every two units of a milk product that is imported, the importer is required to
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purchase one unit of domestically-produced fresh milk. As a result of this local content

scheme, the price of domestic milk has been estimated to be 100 percent above a

comparable world price, i.e., equivalent to a tariff of 100 percent, and the protective rate

on milk as an input is 33 percent."

To reflect the impacts of the protection of the dairy industry, the nominal tariff rate

for all items under HS 0401 and 0402 were adjusted by +33.0 percent. In addition, a 10

percent import surcharge is assessed on meat and edible offal (HS 0210.90.100),

With the adjustments to the reported tariffs, the maximum tariff in this sector rises

to 73 percent (the minimum tariff remains zero). The level of dispersion rises slightly

(from 11.41 to 12.90). The unweighted and import-weighted average tariffs are 28.97 and

24.45 percent, respectively.

Manufacture of flour, all kinds (sector 30)

This sector includes the manufacture of flour of all kinds, especially wheat flour,

and of flour products such as bakery goods and noodles. Of these commodities, wheat

flour deserves special attention as the markets for wheat and wheat flour are both under

the control of the Indonesian government. In particular, wheat is imported by BULOG

and milled by private flour millers who are under contract.

Unfortunately, the prices at which millers buy the wheat and sell the flour, which

are also determined by BULOG, are not available. Data for 1986-1987 suggest that flour

l~O see this, consider the price of milk at world prices equal to 1. Then as a result
of the mixing requirement, the price of milk as an input is 4 (two units of milk at world
prices, and one unit of domestic milk at a price equal to 2). If there had been no mixing
requirement, the same milk could have been produced at a cost of 3. Hence, as a result
of the scheme, the price of milk inputs is 33 percent higher than it would have been
otherwise.
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millers received a subsidy of 33 percent on the price of wheat (the input); that is, millers

paid about one-third less for the wheat than they could have on the international market

(Fane and Phillips 1991). The price paid by BULOG for the wheat flour, however, was

equal (or very close) to the world price. Hence, wheat flour millers had an input subsidy

of 33 percent.

Downstream users of wheat flour, however, typically paid a price that was 50

percent higher than the world market price. That is, the nominal rate of protection for

the output of flour millers differs from the nominal rate of protection of wheat flour used

by downstream producers. Thus, the output NRP for flour millers of their flour is the

MFN rate; however, the input NRP of wheat flour is 50 percent. This of course impacts

on bakery products, noodles and macaroni. Given the level of aggregation, however,

these products are also produced in this sector; thus caution must be taken in

interpreting the results of the ~RP calculations.

An import surcharge of 10 percent is assessed on cassava flour (HS 1106.20.200).

Adjusting the nominal tariffs for all of these factors, the un weighted and import

weighted average tariffs derived were 20.77 and 8.63 percent, respectively (standard

deviation is equal to 1200).

Manufacture of plywood and the like (sector 37-85)

The plywood sector provides a classic case of tariff redundancy, where the official

tariff on an item does not accurately reflect the level of protection that is actually being

used in terms of imports of the good. Consider, for example, the case where the official

tariff of a good is 10 percent. Suppose also that the country has a strong comparative

advantage in producing this good, and thus, does not import any of the goods but, in
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fact, exports these goods. In such cases, reductions (or increases) in the tariff rate will

have no impact on the trade of the good as the official tariff is not being "used"

(Langhammer 1988). In the case of the Indonesian plywood sector, as a result of the

export ban on logs and unsawn timber, plywood has become one of Indonesia's leading

manufactured exports in recent years. In addition, as noted by Fane and Phillips (1991),

the domestic content of plywood is close to 100 percent and thus, the tariff on plywood

imports is, in effect, zero. Hence the nominal tariff employed in the derivation of the

effective rates of protection is adjusted to zero for plywood and like products (HS 4408,

4410, 4412 and 4413).

Manufacture of cement and limestone (sector 44)

Although nominal tariffs on products in this sector tend to be low, the cement

industry is a strategic sector that is characterized by some government involvement.

With the May 1990 reform package, cement imports were no longer subject to restrictive

licensing arrangements; however, the price of cement continues to be controlled at the

regional level. As regional price data on cement were not available, data from past

research work on the subject were examined. Fane and Phillips (1991) and Wymenga

(1991) both assumed nominal rates of about 30 percent, or an adjustment of 10 percent

above the tariff rate to reflect the strict licensing arrangements. Since that time, as the

rules governing the cement industry have been eased somewhat, the nominal tariffs on

cement were adjusted upwards by only 5 percent to reflect the remaining barriers to

cement trade. This results in an increase in the average tariff weights; from 1.47 percent,

the average unweighted tariff rises to 4.41 percent and from 1.19 percent, the import

weighted average tariff rises to 1.95 percent.
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THE AGGREGATION PROBLEM BETWEEN COMPONENTS AND FINAL GOODS IN

THE SAME SECTOR: ANALYSIS OF SECTORS 48 AND 49

For a number of industries in sector 48 (i.e., manufacture of machinery, electrical

machinery, and apparatus; subsectors 120 through 125) and sector 49 (i.e., manufacture

of transport equipment; subsectors 126 through 131)/ domestic assemblers are protected

by local content schemes that effectively raise the price of components to the assembler.

As noted in Chapter 11/ however, these local content requirements have been eased in

recent years allowing assemblers greater flexibility in fuUilling the requirements. Hence,

the impact of these schemes in 1990 was much lower than in previous years, and no

adjustments were made to compensate for such restrictions (except for the import of

motor vehicles, which is subject to an import ban).

However of greater importance is the fact that both component manufacturers and

assemblers are both included in the (trade and tariff) statistics defining the sector. This

complicates the analysis in terms of determining the average tariff, as a significant share

of the inputs to assemblers are outputs from another industry within its own sector.

Thus/ even if the nominal rate of protection on the finished product, i.e., the assembled

output/ is high, if the nominal rate of protection on inputs (i.e., components) is low, the

nominal tariff by the law of averages will fail to reflect the protection afforded to final

goods. The problem is exacerbated by the fact that a large portion of the sector's inputs

are outputs from within the same sector.

To take all of these factors into account, the products in each of the subsectors

were further disaggregated and classified as a component item or as a finished good.

Items that were clearly final products (for example, a refrigerator for domestic use and

motor vehicles in other than completely knocked-down condition) were classified as such;
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all other products, including parts, were considered to be components. Admittedly,

determination of whether an item is a component or a final good was at times arbitrary;

nevertheless, there were only a few instances where this criteria did not clearly determine

the nature of the product.

Manufacture of machinery and apparatus, except electrical machinery (sector 48-120)

Disaggregation of the products in this sector resulted in 505 of the total 690

products being classified as final goods and the remaining 185 products as

components. For the group of components, the tariffs range from zero to 40.0 percent.

The average unweighted tariff is 8.46 percent; the import-weighted tariff is almost

identical at 8.68 percent. The standard deviation is 9.10 percent."

For final goods, the average tariffs are higher at 15.42 and 12.27 percent for the

unweighted and import-weighted average tariff, respectively." While the tariffs range

from zero to 50.0 percent, the dispersion of tariffs is lower, however, relative to the mean

with a standard deviation of 11.02. Note that an import surcharge of 5 percent was

assessed on four items in the final goods category.

Manufacture of electrical machinery and apparatus (sector 48-121)

Disaggregation of this sector into components and final goods resulted in an

interesting outcome. For components, tariffs range from zero to 40.0 percent with a

I~is is very close to the estimate of 10.0percent derived by Fane and Phillips (1991).

l~ese average tariffs are somewhat lower than the estimate of 33.0 percent used by
Fane and Phillips (1991) in their study.
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standard deviation of 10.36. The unweighted and import-weighted average tariffs are

9.29 and 16.22 percent, respectively."

For final goods, the average tariffs are both higher than the average tariffs of the

components. However, the unweighted average tariff of 23.19 percent is higher than the

import-weighted tariff of 14.23 percent which is the opposite of what was found for

components. IS The tariffs on final goods range from zero to 50.0 percent, and the

standard deviation is 13.25.

No import surcharges were assessed on any items in these two subsectors.

Manufacture of communication equipment and apparatus (sector 48-122)

The disparity between the average tariffs of components and final goods is large

in this sector. For both subgroups, tariffs range from zero to 40.0 percent, and the level

of dispersion is similar at 12.55 (for components) and 13.29 (for final goods). However,

the average tariffs of the components are markedly lower than the average tariffs for final

goods. Forexample, the unweighted average tariffs for components is 7.50 percent, while

for final goods, it is 23.70 percent." The difference is even larger for import-weighted

tariffs: for components, it is 1.94 percent and for final goods, it is 22.21 percent.

I7The unweighted average tariff derived for components is very close to the 10.0
percent estimate used by Fane and Phillips (1991).

Isne average tariffs on final goods are slightly lower than that derived by Fane and
Phillips (1991) which was 38.0 percent.

"The nominal tariff rates for inputs of this sector to itself (i.e., as components) and
as an output (i.e., as a final good) used by Fane and Phillips (1991) were 15.0 and 29.0
percent, respectively.
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Manufacture of household electrical appliances (sector 48-123)

For both the components and final goods groups, no import surcharges were

assessed on any item. Tariffs on components range from zero to 30.0 percent, with a

standard deviation of 10.30. The average unweighted and import-weighted tariffs are

22.86 and 14.48 percent, respectively." Tariffs on final goods, on the other hand, range

from 30.0 to 40.0 percent and the standard deviation is 3.90. The average tariffs for the

group of final goods are higher for both the unweighted and import-weighted average

at 31.88 and 31.65 percent, respectively."

Manufacture of other electrical appliances (sector 48-124)

In this sector, the disaggregation of products according to whether the product is

a component or a final good yielded very different average tariffs for the two groups.

For both subgroups, the tariffs range from zero to 40.0 percent. However, the

unweighted and import-weighted average tariffs for components are 8.93 and 6.54

percent; the same two tariffs for final goods are 21.51 and 24.92 percent. The standard

deviation of components is 10.92 and that of final goods is 13.73.

Manufacture of batteries (sector 48-125)

In this sector, the difference between a component and a final good led to very

clear results. For components, the maximum, minimum, and average tariff is zero; for

2Dnese values are lower than the tariff on inputs of this sector to itself that was used
by Fane and Phillips (1991) which was 10.0 percent.

21Fane and Phillips (1991) used a nominal tariff of 55.0 percent for output of this
sector to other sectors.
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final goods, the same set of tariffs is 30.0 percent. No adjustments were made to the

reported tariffs on goods in this sector.

Shipbuilding and its repair (sector 49-126)

While the average tariffs are generally low in this sector, the disaggregation

between components and final goods did result in significant differences between the

tariffs of the two subsectors. For components, tariffs range from zero to 10.0 percent,

with the unweighted and import-weighted average tariffs equal to 2.50and 7.56 percent.

For final goods, the dispersion of tariffs is wider with tariffs ranging from zero to 40.0

percent, and the unweighted and import-weighted average tariffs are 6.03 and 0.81

percent, respectively.

Manufacture of trains and its repair (sector 49-127)

All components of trains face tariffs of zero, while the average tariffs on final

goods is also low at 2.22 percent for the unweighted average tariff and 0.49 percent for

the import-weighted average tariff. No adjustments were made to the nominal tariffs in

either of the two subsectors.

Manufacture of motor vehicles, except motorcycles (sector 49-128)

Products in this sector faced the highest tariffs of all in the Indonesian tariff

structure, with the maximum tariff being 200 percent for final goods and 100 percent for
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components. The average tariffs are also high. For components, these two tariffs are

48.15 and 36.85 percent,"

For final goods, it is interesting to note that while the unweighted average tariff

is rather high at 54.86 percent, the import-weighted tariff is much lower at 11.59 percent.

The low import-weighted average tariff is probably due to the import ban on motor

vehicles, which reduces the value of imports and thus the relative weight of the tariffs

on motor vehicle final products. This suggests that the impact of the import ban should

be quantified as it appears to be a binding constraint on the import of automobiles. Fane

and Phillips (1987,1991) found that the price of finished motor vehicles to all other users

was 100.0percent above the border price. Hence, this study will also employ this value

of 100.0 percent for the nominal rate of protection of motor vehicle outputs to other

sectors.

Manufacture of motorcycles (sector 49-129)

Tariffs on motorcycle components range from zero to 50.0 percent, with a standard

deviation of 14.52. The average unweighted tariff is 31.25 percent. Interestingly, the

import-weighted tariff is a low 4.09 percent, suggesting that there may be a prohibitively

high tariff among the components.

For final goods, the tariff rates are generally much higher, ranging from 5.0 to

100.0 percent (standard deviation of the tariffs is 40.30). The average unweighted tariff

is 77.65 percent, and the import-weighted average tariff is 60.74 percent.

~is is very close to the estimate of 52.0 percent by Fane and Phillips (1987, 1991)
of the average price of components to the motor vehicles sector.
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Manufacture of other transport equipment (sector 49-130)

The structure of tariffs on other transport equipment mirror that of the motor

vehicles and motorcycles in that the average tariffs of final goods are higher than that of

components. Ranging from zero to 40 percent, the average unweighted and import

weighted tariffs for components are 7.58and 2.70percent. For final goods, the same two

tariffs are 36.72 and 28.69 percent, respectively.

Manufacture of aircraft and its repair (sector 49-131)

The aerospace industry is considered by the Indonesian government to be a

strategic one, involving high-technology products and processes. To protect this

industry, only one state-owned manufacturer operates in the country, and investments

in this industry are closely regulated by the government. Given this scenario, it is thus

not surprising to find that tariffs of goods in this sector are low ranging only from zero

to 5 percent for components and zero percent for all final goods. This tariff structure

ensures the monopolist of easy access to imports of technology and component materials.

SUMMARY

This chapter began by outlining the data sources that are to be used in estimating

the effective rates of protection across industries in Indonesia. The bulk of the chapter

was then spent on discussion of adjustments to the MFN tariff rates reported by the

Indonesian government. These adjustments attempt to' incorporate the impacts of non

tariff elements that affect the price of inputs and outputs, and thereby the level of

protection afforded to various Indonesian industries. As much as possible, these

adjustments were made using comparisons of prices in the domestic Indonesian market

101



(i.e., Jakarta) and international prices. In some instances, however, such data were not

available and estimates from previous studies-Fane and Phillips (1991), Wymenga

(1991), and GATT (l991)-were utilized to take these effects into account. To this end,

availability of more detailed data on prices in Indonesia is desirable as it would help to

provide a more accurate picture of the impacts of the various measures discussed.

Nevertheless, despite the data limitations, the inclusion of import surcharges and

quantitative estimates of the level of protection afforded (whether it be through price

comparisons or estimates from other studies) is preferable to the more simple assumption

that the implicit domestic tariff is the reported nominal tariff. To this end, the results of

this exercise using the data described in this chapter will provide interesting and

important insights into the resource pulls and pushes associated with the structure of

protection in Indonesia.

102



CHAPTER V
EMPIRICAL ESTIMATES OF EFFECTIVE PROTEcrION IN INDONESIA

INTRODUcrION

Using the formula derived in Chapter III and the implicit nominal tariff rates

derived in Chapter IV, the effective rates of protection of the tradeable goods sectors in

the Indonesian economy were estimated. In this chapter, the structure of protection in

the Indonesian economy is discussed in terms of the dispersion and average rates of

effective protection.

Analysis of aggregate ERPs of the import-competing and export-eompeting sectors

is performed to determine whether or not the structure of protection is biased against

export-competing activities. In other studies of effective protection in developing

countries, export-competing sectors have typically been subject to negative levels of

effective protection while import-competing sectors tended to receive higher levels of

positive protection (Balassa et al. 1971). This pattern is primarily a result of deliberate

policies to promote development and growth of the manufacturing sectors, oftentimes

at the expense of the agricultural sectors, in the country's quest to industrialize the

economy.

In addition, the ERP estimates will provide some interesting information on the

protective structure of the Indonesian trading environment in certain aggregated sectors.

For example, the effective rates of protection for agriculture suggest how and to what

extent the Indonesian tariff structure and trading framework affect farmers in terms of

incentives and disincentives for engaging in agricultural activities. Still another

.interesting. question to be answered by the aggregate ERP is the level of protection

afforded to the manufacturing sector and particular sectors within manufacturing.
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The chapter concludes with a discussion on the differences in ERP estimates

between the studies on Indonesian protection in 1987 and 1989, and the 1992 estimates

derived in this study. Possible explanations for these differences are considered.

THE STRUCTURE OF EFFECTIVE PROTECfION

The effective rates of protection that were derived from this study are shown in

Table 5.1. In column (2), the ERPswere derived using the simple average nominal tariffs,

while the ERPs reported in column (3) are those that were derived using the import-

weighted average nominal tariffs. The sectors are categorized according to whether the

sector produces products that are import-competing (I) or export-eompeting (E).I For

comparison purposes, the ERPsderived by Fane and Phillips (1991) and Wymenga (1991)

for all 168 sectors are shown in Appendix C.

In deriving the average effective rate of protection for the overall Indonesian

economy and for the aggregated economic sectors, the effective protection rates of each

of the tradeable goods sectors were weighted by the value added of that sector.

However, as extreme "outlier" values would skew the average for the group, these values

were not included in the average.'

'Fane and Phillips' (1991) determination of whether a sector produced goods that
were import-eompeting or export-eompeting is used in this analysis.

~ectors with extreme values of ERPs, i.e., of 600 percent or more were not included
in the averaging of the ERP for the overall economy or the broader economic sectors.
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Table 5.1
Effective Rates of Protection in Indonesia

ERPs Based on ERPs Based on
Unweighted Import-wgt.

Sector Avg. Tariffs Avg. Tariffs

1 (I) 15.55 16.41
2 (I) -30.47 -30.19
3 (I) 52.38 56.44
4 (E) 7.44 1.30
5 (I) 15.37 8.80
6 (I) 16.04 22.75
7 (E) -21.57 -23.86
8 (I) 18.91 20.82
9 (E) 1.48 -0.02

10 (E) 14.67 17.46
11 (I) 20.00 22.64
12 (E) -0.62 -0.18
13 (E) 12.71 27.73
14 (I) 4.98 5.42
15 (E) 18.47 21.25
16 (E) 10.17 6.53
17 (I) 3.74 0.16
18 (I) -3.88 10.59
19 (I) -67.97 -68.66
20 (I) -1.52 -1.89
21 (E) -20.18 3.49
22 (E) -7.74 -21.47
23 (I) 29.46 30.78
24 (E) 10.41 5.56
25 (E) 3.62 0.19
26 (I) 11.28 6.08
27 (I) 122.42 94.86
28 (E) 48.02 19.86
29 (l) 33.82 -13.87
30 (I) 47.08 26.73
31 (I) 89.43 322.54
32 (I) 51.91 12.16
33 (I) 73.39 37.65
34 (I) 77.03 27.70
35 (I) 32.64 47.32

36-76 (I) 84.10 89.53
36-77 (I) 44.20 16.55
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Table 5.1 (continued)
Effective Rates of Protection in Indonesia

ERPs Based on ERPs Based on
Unweighted Irnport-wgt.

Sector Avg. Tariffs Avg. Tariffs

36-78 (I) 65.52 72.82
36-79 (I) 75.75 76.82
36-80 (I) 73.61 33.16
36-81 (I) 54.08 81.52
36-82 (E) 90.17 52.54
36-83 (I) 82.05 550.93
37-84 (E) 51.46 2.83
37-85 (E) 43.23 4.91
37-86 (I) 60.45 47.15
37-87 (I) 83.26 126.36
37-88 (I) 39.19 32.89
37-89 (I) 67.65 82.60

38 (I) 56.84 19.10
39 (I) 25.79 6.10
40 (I) 14.36 10.94
41 (E) -66.02 -66.14
42 (I) 86.63 49.44
43 (I) 65.21 33.99
44 (I) 40.13 5.78
45 (I) 29.04 31.88
46 (I) 40.17 30.21
47 (I) 46.62 31.16

48-120 (I) 31.27 20.43
48-121 (I) 78.29 31.00
48-122 (I) 70.96 85.01
48-123 (I) 104.16 131.00
48-124 (I) 40.17 67.87
48-125 (I) 65.71 29.26
49-126 (I) 8.20 -2.72
49-127 (I) 1.69 -0.93
49-128 (I) 600.00 600.00
49-129 (I) 600.00 600.00
49-130 (I) 131.74 106.14
49-131 (I) -2.80 -0.64

50 (I) 42.34 21.74
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Table 5.1 (continued)
Effective Rates of Protection in Indonesia

Sector

For all sectors:
Average
Standard deviation

ERPs Based on
Unweighted
Avg. Tariffs

10.87
38.60

ERPs Based on
Import-wgt,
Avg. Tariffs

7.84
80.90

For export-competing sectors:
Average -7.58
Standard deviation 33.42

For irnport-eompeting sectors:
Average 27.30
Standard deviation 36.85

-10.34
24.31

24.02
88.20

Note that this implies that the actual protection rate may, in fact, be higherflower

(depending upon the number of sectors that are omitted and the magnitude of the ERP

value for the sectors) as a result of this omission.

In the simple average tariff-based sample, the effective rates of protection range

from a low of -67.97 percent to a high of more than 600 percent, and the standard

deviation is 38.60. The average ERP for all sectors is 10.87 percent.

The ERPs derived using the import-weighted average tariffs also vary widely

ranging from -68.66 percent to a high of more than 600 percent, and the standard

deviation is much higher at 80.90 percent. The average ERP for all sectors is slightly

lower at 7.84 percent.

. From the ERPs for the overall economy, it would seem that Indonesia's economy

as a whole is not characterized by extreme levels of protection. In fact, the overall
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averages of 10.87and 7.84 percent are rather low by developing-country standards. For

example, an average ERP of 110 percent was found for Turkey in 1989 (Olgun and Togan

1991), while in Burundi, average effective rates for most manufactured goods were in

excess of 100 percent (Greenaway and Milner 1990).

Economywide estimates of effective protection were also derived by Fane and

Phillips (1991) and Wymenga (1991) for 1987 and 1989; the values of the effective rates

are 18.5 percent and 15.0 percent, respectively. A comparison of their results with those

derived in this study suggest that since 1987,the effective level of protection in Indonesia

has indeed been declining. Thus the data appear to validate the claim that Indonesian

trade policy has, in fact, become less protective of its domestic sectors.

However, while the ERP for the overall economy has declined, more interesting

questions would include: (1) what does the structure of effective protection look like

across sectors and (2) has this structure changed with respect to the individual sectors

since 1987? In the sections that follow, the effective rates of the export-eompeting and

import-eompeting sectors are reviewed. Aggregate sectors, such as agriculture; fishery,

forestry, and livestock; wood products; textiles and garments; and manufactured goods

are also analyzed with respect to the rates of effective protection.

Protection of the Export-eompeting vs. Import-eompeting Sectors

It is readily apparent from the two tables that, in general, the sectors that are the

most highly protected are those that produce import-competing goods; at the same time,

sectors producing goods that are primarily export-eompeting tend to have lower ERPs.

For both ERP rankings, whether it be the ERPs derived from the use of simple average

tariffs or import-weighted average tariffs, the average ERP is negative for the export-
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competing sectors? That is, the Indonesian structure of protection discourages producers

from engaging in export-eompeting activities, in general. On the other hand, the average

ERPs for the import-eompeting sectors, which is 27.30 percent for the unweighted

average tariffs and 24.02 percent for the import-weighted tariffs, are much higher than

the overall average for the respective ERP estimates.

A quick look at the number of sectors that are above the average effective rate

also yields interesting information. In the unweighted tariff data, of the 17 export-

competing sectors, only seven sectors--namely, crude coconut and palm oil (sector 10),

tea (sector 13), pepper and nutmeg (sector 15), manufacture of vegetable oils and fat

(sector 28), sawmills (sector 37-84), manufacture of leather tanneries and leather finishing

(sector 36-82), and manufacture of plywood and the like (sector 37-85}-had ERPs that

were higher than the average ERP for all 72 tradeable goods sectors. On the other hand,

only 9 of the 55 import-eompeting sectors had ERPs that were below the average for the

entire group.

For the import-weighted tariff sample, the pattern of export-eompeting sectors

having significantly lower ERPs than the import-competing sectors is even more

dramatic. Only five of the 17 export-competing sectors have an ERP that is higher than

the group average" and only ten of the 55 import-competing sectors have ERPs below

the average for the group of all sectors.

3In the case of the unweighted average tariffs, the average ERP for export-competing
sectors is -7.58 percent, while for the import-weighted average tariffs, the ERP estimate
is -10.34 percent.

"These.sectors include crude coconut and palm oil (sector 10), tea (sector 13), pepper
and nutmeg (sector 15), manufacture of animal and vegetable oils and fat (sector 28),
manufacture of leather tanneries and leather finishing (sector 36-82).
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Comparing these results with the results of previous studies, it appears that the

level of protection of the import-competing sectors declined only marginally between

1987 and 1989, and then fell more markedly since then. In their study of Indonesian

protection in 1987, Fane and Phillips (1991) find average effective protection of 47.0

percent for the import-competing sectors. The comparable rate found by Wymenga

(1991) in his study of effective protection in Indonesia in 1989 was 44.4 percent. Thus,

it would appear that the reform packages of May 1990, June 1991, and July 1992 did

affect the import-competing sectors to a significant degree.

In terms of the export-competing sectors, the ERP aggregate estimates suggest

exactly the opposite with the biased ness against exports increasing over time! The ERPs

derived by Fane and Phillips and Wymenga for the export-competing sectors were -2.0

and -6.4 percent, respectively, while as noted earlier, the ERPs derived in this study were

also negative but in the range of -7 to -10 percent.

Effective Protection of Individual and Aggregated Non-manufacturing Sectors

While the ERP estimates in Table 5.1 provide detailed levels of protection for the

sectors in the Indonesian economy, it is also interesting to review the level of protection

by sectors at a more aggregated level. For this section, the ERPs of certain sectors are

aggregated into larger sectors including agriculture; livestock, fishery, and forestry; and

mining and quarrying.

Agricultural sectors

In both sets of ERP estimates, the aggregated ERPs for the agricultural sectors

(these include sectors 1 through 17) are generally low at about 13-14 percent, which is
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of only slightly higher magnitude than the general level of effective protection for the

Indonesian economy. These estimates are slightly lower than the 1987 estimates of ERP

for agriculture by Fane and Phillips (1991) of 19 percent, and very close to the 1989

estimate of ERP for this sector by Wymenga (1991), which was 13.9 percent. Thus it

would appear that while the reforms that have taken place since 1987 reduced the

average level of protection of the agricultural sectors to some degree, since 1989, the

protection levels have not declined.

Across sectors within agriculture, the effective protection levels vary widely.

Maize (sector 3) is the most highly protected of all agricultural sectors with ERPs in

excess of 50 percent in both sets of ERP estimates. This is not an unsurprising finding

given the extensive control by BULOG over this wheat and wheat flour market. On the

other hand, handpounded rice (sector 2), rubber (sector 7), coconut and copra (sector 9),

root crops and flour (sector 4), and coffee (sector 12) all have negative or very low levels

of protection. Other agricultural products with low to moderate levels of protection are

clove (sector 14) and other fiber crops (sector 17). Agricultural products receiving

moderate to high levels of protection include paddy rice (sector 1), vegetables and fruits

(sector 5), other farm food crops (sector 6), sugarcane and brown sugar (sector 8), crude

coconut and palm oil (sector 10), tobacco (sector 11), tea (sector 13), and pepper and

nutmeg (sector 15).

Livestock, fishery, and forestry

With the exception of the fishery sector, the livestock, fishery, and forestry sectors

generally received low or negative levels of protection. Slaughtering (sector 19) received

extreme levels of negative protection (i.e., -67.97 percent for the unweighted tariff ERPs
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and -68.66percent for the import-weighted tariff ERPs). Other sectors including poultry,

wood, and other forest products received either negative levels of protection or very low

levels of protection, depending upon the data set being used. Livestock, however,

exhibited a value of -3.88 percent in the unweighted tariff data sample, but a positive

10.59percent in the import-weighted tariff ERP. Only fishery received positive protection

of about 30 percent in both ERP estimates.

The effective rates of protection for the livestock, fishery, and forestry sectors as

an aggregate were -3.72 percent for the unweighted tariff-based ERP and 4.40 percent

for the import-weighted tariff-based ERP. With the exception of livestock, these

estimates generally mirror those obtained by Fane and Phillips (1991). In their study of

Indonesian protection in 1987, forestry received negative levels of protection (-20.4

percent), while fishery received positive levels (14.9 percent). Wymenga (1991) did not

consider these sectors in the aggregated. Nevertheless, from his estimates for the

individual sectors, the pattern of mixed protection for livestock (high for milk livestock

and moderate for poultry and other livestock products), negative protection for wood,

and positive and moderate protection for fisheries is clear. Wymenga's estimates of

protection for the fishery subsectors correspond closely with the ERP of 30 percent

derived in this study for the fishery sector,"

Mining and quarrying

This aggregated sector includes three sectors, namely, coal and metal ore mining

(sector 24), crude oil and natural gas mining (sector 25), and other mining and quarrying

SERP estimates by Wymenga (1991) for the fishery subsectors are as follows: 22.3
percent for marine fish, 34.3 percent for freshwater fish, and 30.9 percent for dried
smoked fish.
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(sector 26). The estimates of effective protection obtained for the crude oil and natural

gas mining sector indicate that this sector receives very low protection. The ERPestimate

is 3.62 percent in the unweighted tariff-based sample and is even lower (0.19 percent)

in the import-weighted tariff-based sample. The other two sectors receive low to

moderate rates of protection of between 5 and 10 percent. However, the value added of

the crude oil and natural gas mining sector is more than thirteen times as large as the

value added of the other two sectors combined. As a result, the aggregated ERP for

these sectors is very low at 4.12 and 0.58 percent for the unweighted and import

weighted data samples.

The 1992 estimates differ somewhat from those of previous years. In the Fane

and Phillips study, all of the mining and quarrying sectors exhibited negative rates of

protection in the range of -2.5 percent (quarrying) to -30.9 percent (crude oil and natural

gas). Wyrnenga (1991) also found that most of the sectors received negative levels of

protection, although asphalt and quarrying had positive ERP values. Moreover, the

aggregated ERP for the mining and quarrying (including oil) sector was reported to be 

0.7 percent.

Given these data, it appears that the trend in Indonesia is a decline in the

biasedness against mining and quarrying activities. That is, the levels of negative

protection are being reduced.

Effective Protection in the Manufacturing Sectors

The aggregate ERPs for the manufacturing sector (not including petroleum

refinery) are both very high. For the unweighted tariff data, the ERP derived is 49.75
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percent, while it is 37.53 percent for the import-weighted tariff data," Comparable ERPs

for the manufacturing sector, excluding oil refinery, by Fane and Phillips (1991) and

Wymenga (1991) suggest that since 1987, the level of protection to the manufacturing

sector as a whole has declined. In 1987, the ERP for the manufacturing sector was 80

percent (Fane and Phillips 1991), while in 1989 the ERP was 63.6 percent (Wymenga

1991).

For the individual sectors, the ERP estimates derived are generally positive and

high. The highest levels of protection are clearly being received by the motor vehicles

and motorcycles sectors. In addition to the tariffs of 100 and 200 percent, import bans

apply, making the "true" protection even higher than the nominal tariff rates would

suggest.

Other sectors also receiving high levels of protection include the beverages and

tobacco sector; textiles, clothing, and footwear sectors; wood products sectors, excluding

saw mills and plywood for import-weighted tariffs; and machinery, non-electrical, and

electrical equipment.

Extreme Protection of the Motor Vehicles and Motorcycles

For both data sets, the effective rate of protection is inordinately high for the

manufacture of motor vehicles (sector 47-128) and motorcycles (sector 47-129),7 These

results are similar to that obtained by Fane and Phillips (1987,1991)and Wymenga (1991)

6It should be noted here that the aggregated ERPs do not include either the extreme
values for the motor vehicles and motorcycles sectors, or the negative values of the
petroleum refinery sector.

7Note that excessively high ERPs are assigned a value of 600 percent for ease of
interpretation. The extreme values were not included when calculating the standard
deviations of the ERPs.
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who also found these sectors to be highly protected. For the motorcycles sector, it is

interesting to note that unlike the aforementioned studies, the nominal tariff rates used

in deriving the effective rates for the motorcycles sector were not adjusted for the fact

that an import quota is in place for completely built-up motorcycles. That is, only the

difference in the tariff assessed on components and final goods was used in deriving the

ERPs for these two sectors. Nevertheless, because the nominal tariff on components of

motorcycles is only one-half that of the final good and because components make up

more than 53 percent of total inputs into this sector, the protection afforded to the

motorcycles sector is very high.

Food, beverages, and tobacco

The aggregated food, beverages, and tobacco sector received high levels of

protection for both tariff data sets. The unweighted tariff-based and import-weighted

tariff-based ERPare 63.33 and 43.64percent, respectively. These estimates are somewhat

lower than the ERPs derived in previous studies where ERPs of 134.1 percent and 149.5

percent were found for 1987 and 1989, respectively.

The manufacture of food processing and preserving (sector 27) and manufacture

of sugar and confectionery (sector 31) received the highest protection among this

subgroup, with ERPs close to or in excess of 100 percent for both ERP rankings. The

other sectors in this aggregated group also received effective protection two to three

times above the economywide average. This conforms with the findings of the previous

studies which showed very high protection of certain sectors including processed meat,

milk products, processed fish, wheat flour, sugar, and cigarettes.
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An interesting ERPvalue is that derived for cereal mill products (sector 29) which

has an ERP value of 33.82 percent in the un weighted average tariff sample, but a

negative level of protection (-13.87 percent) when employing the import-weighted tariff

data. This divergence between the estimated ERPs derived from the two data sets is due

to the fact that the unweighted average tariff of 6.67 percent is more than twenty times

larger than the import-weighted average tariff of 0.29 percent. Looking closely at the raw

data reveals that imports of goods with the official (i.e., MFN) tariff rate of 10 percent are

relatively small, while those goods with a zero tariff make up a relatively large share of

imports in this sector. Hence, the startling divergence in tariffs, which, in tum, leads to

the disparity in the ERPs derived for this sector.

Textiles, clothing, and footwear sectors

The ERPsderived for this aggregated sector are both high at about 6~7 percent.

Comparable ERP estimates from 1987(101.5 percent) and 1989 (66.6 percent) suggest that

while the level of protection for textiles, clothing, and footwear declined markedly

between 1987 and 1989, the protection levels have remained unchanged in the 1990s

(Fane and Phillips 1991, Wymenga 1991).

Protection levels within these sectors are generally higher for the ERP rankings

that employed the unweighted average tariffs, which range from a low of 32.64 percent

for yarn spinning (sector 35) to a high of 90.17percent for leather tanneries and finishing

(sector 36-82). Nevertheless, the combined effect of the yam spinning (sector 35),

weaving mills (sector 36-76),and wearing apparel (sector 36-79) carrying the most weight

in terms of value added, and the fact that the ERPs for these three sectors are similar for
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the two lists of ERP rankings, the estimates of overall ERP for the aggregated sector are

almost identical for the two.

It is interesting to note that for yarn spinning (sector 35), the level of protection

was estimated to be 120.1 percent in 1987 and 57.8 percent in 1989. These two estimates

combined with that derived for 1992 in this study suggests that the level of protection

to the yarn spinning sector has dropped markedly since 1987, especially between 1987

and 1989.

For weaving mills (sector 36-76), the trend is not clear. The level of effective

protection is estimated to have been 195.3 percent in 1987, and in 1989, the estimated ERP

rises to 217.3 percent. In this study, the estimated ERP is in the vicinity of 84-90 percent

which is about eight times as high as the average level of protection for the overall

economy, and less than twice as high as the average protection for manufacturing as a

whole. These numbers more closely conform to the 1987 estimates derived by Fane and

Phillips (1991), not in terms of the absolute values of the ERPs, but in terms of the

sectoral ERP as it relates to the ERP for the overall economy and the manufacturing

sector.

For textile goods not including wearing apparel (sector 36-77), the 1987 and 1989

estimates are 94.5 and 84.9 percent. The ERPs derived in this study are 44.20 percent for

the unweighted tariff data and 16.55 percent for the import-weighted tariff data. The

divergence between the two estimates can be explained by the differences between the

import-weighted and unweighted nominal tariffs used in deriving the ERPs. Whichever

ERP estimate is used, it is clear that the trend is a decline in the level of protection for

this sector.
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The ERP estimates of protection in the knitting mills sector (sector 36-78) differs

dramatically between 1992and that of previous years. The ERPs derived from this study

were 65.52 and 72.82 percent for the unweighted and import-weighted rankings,

respectively. In stark contrast is the ERP estimates of 24.9 and 3.5 percent in 1987 and

1989. A review of the raw tariff data did not help to explain this difference. All

products in this sector are consistently faced with a tariff of about 30 percent (the

nominal tariff averages are 29 percent for both the unweighted and import-weighted data

and the standard deviation of tariffs is a low 2.59 percent). Thus, it would seem that a

misassignment of certain products to this sector as an explanation for the difference

between the results of this study and the previous studies is not valid. Moreover, while

the nominal tariff employed by Wymenga (1991) for this sector, i.e., 17 percent, is much

lower than that used by this study, the nominal tariff used by Fane and Phillips (1991)

is 27 percent which is not very different from the nominal MFN rates found in this study.

One possible explanation is that the tariffs on products in this sector are redundant, but

as this sector is an import-competing one, this reasoning would not appear to apply.

Another possible explanation is that the previous studies did not fully take into account

the impact of non-tariff elements which may have had an impact on the protection levels

and are, therefore, too low. With the tariff and trade reforms since 1987and 1989, many

non-tariff barriers (these include, for example, import surcharges and licensing

arrangements) have been reduced and/or eliminated, and the tariffs on these products

have been raised at the same time (i.e., the process of tariffication which has been taking

place in Indonesia with successive reform packages). A third explanation for the

discrepancy between the estimates derived in the previous two studies and the ERP

rankings derived in this investigation involves the way in which the average nominal
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tariffs that are used to derive the ERPswere derived. For each input-output sector, Fane

and Phillips (1991) and Wymenga (1991) do not consider all products in deriving the

average nominal tariffs; instead, they estimate an average nominal rate based on the

tariffs of major commodities weighted by production. In certain sectors, tariffs of

commodities with low levels of production are therefore given low weights while tariffs

on other products in the sector may not even be considered.

A result similar to that of knitting mills is also observed for wearing apparel

(sector 36-79), where the effective protection levels appear to decline from 39.1 percent

in 1987 to 16.5 percent in 1989, and suddenly increase to 76-77 percent in 1992. Again

the raw tariff data do not provide an indication of the sudden increase in protection, as

the nominal tariff rate used by Fane and Phillips (1991) of 34 percent is not very different

from that used in this study (35-36 percent).

A trend of increasing levels of protection is indicated by a comparison of the

1987,1989, and 1992ERPestimates for the carpet and cordage sector (sector 36-80). Fane

and Phillips (1991) find an effective rate of 44.1 percent, and in 1989, Wymenga (1991)

finds an effective rate of 50.6 percent. The 1992 ERP estimate derived from the

unweighted tariff data is slightly higher at 73.61 percent (although the ERPderived from

the import-weighted data is almost one-half in value at 33.16 percent),"

There was a clear divergence between the ERP estimates for the three

years/periods of other textiles (sector 36-81). In 1987, this sector received negative

&rhe divergence between the two ERPs can be explained by the fact that the
un weighted nominal rate used in calculating the ERPs is almost twice as high as the
import-weighted nominal rate. That is, for the majority of items within this sector, the
nominal tariff is greater than 10 percent (i.e.,47of the 69 items in this sector had nominal
tariffs, inclusive of import surcharges, greater than 10 percent), but the import value of
these items is relatively small; hence, the lower average tariff when weighted by imports.
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protection (-8.6 percent), and in 1989, protection was positive albeit a low 6.8 percent.

The ERPs derived in this study are 54.08 percent for the unweighted tariff sample and

81.52 percent for the import-weighted tariff data. To some extent, the differences are

attributable to the higher average nominal tariff rates used in this study in deriving the

ERPs. While the nominal rates for this sector were 9 and 14 percent in 1987 and 1989,

respectively, the average nominal tariffs in 1992 were much higher at 19.65 and 23.98

percent.

Wood products sectors

The estimates of effective protection diverge widely between the three studies.

Fane and Phillips (1991) find that the aggregated wood products sector received

moderate protection of about 25 percent in 1987. In 1989, Wymenga (1991) finds that the

wood products sector received negative protection (-4.5 percent!) as a whole. And the

ERP estimates derived in this study, i.e., 57.5 and 53.09 percent for the unweighted and

import-weighted nominal tariff data, suggest that the wood products sector as a whole

receives moderate to high levels of protection.

Two of the four import-eompeting wood product sectors--they include wooden,

rattan, and bamboo furniture (sector 37-87); and woven, non-pleat goods (sector 37

89)-receive relatively high levels of effective protection (between 60 and 125 percent).

The other irnport-eompeting wood product sectors, i.e.,wooden building materials (sector

37-86) and other wooden products (sector 37-88),receive moderate protection of 30 to 60

percent. These findings are very similar to those obtained from the previous studies,
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although the effective rates for 1987 and 1989 are generally much higher than 100

percent,"

Two wood product sectors were considered to be export-eompeting sectors--they

include sawn, processed wood (sector 37-84) and plywood and the like (sector 37-85).

In 1987 and 1989, the sawn, processed wood sector was found to receive negative

protection. Both ERP estimates for 1992 indicate that protection in this sector is positive,

but the protection is only marginal when using the import-weighted average tariff data

(2.83 percent) but is significant when using the unweighted average tariff (51.46 percent).

Despite their estimate of negative protection for the sawmills sector, Fane and Phillips

do concede that lias a result of the export ban on logs...plywood and blockwood

manufacturers have benefitted from lower log prices,'?" suggesting that protection to the

sawmills sector may be relatively high and certainly not negative.

The same pattern of effective protection is exhibited by the plywood

manufacturing sector (sector 37-85). In 1987 and 1989, protection of plywood was slightly

above 20 percent; in this study, the ERPs are higher at 43.23 percent for the unweighted

average tariff data and 4.91 percent for the import-weighted average tariff data. While

the problem of tariff redundancy may have resulted in a nominal tariff that was higher

than the true implicit tariff faced by plywood imports, it is also true that the existing

regulations have resulted in the plywood manufacturers being closely tied to the

sawmills in such a way that the sawmill and plywood maker act as a single entity. Thus,

9Infact, ERPs in excess of 200 percent were found by Fane and Phillips (1991) in 1987
for the wooden furniture and by Wymenga (1991) in 1989 for wooden building materials,

.wooden furniture, and other wood products.

IllJ<ane and Phillips (1991), p. 178.
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the combined protection of both sawmills and plywood manufacturers suggest a

significant level of protection of these two industries.

Machinery, non-electrical, and electrical equipment and batteries

The ERP estimates for this aggregated sector are positive and moderately high

at 46.24 percent for the unweighted average tariff data and 40.11 percent for the import

weighted average tariff data. Unfortunately, the previous studies of Indonesian structure

of protection in 1987and 1989 did not report an average ERP for this aggregated sector.

However, an analysis of the individual sectors provides some interesting insights.

In all sectors, the estimates of protection in 1992are lower than those obtained for 1987

and 1989,suggesting a decline in the level of protection in the machinery, electronics, and

batteries sector. However, the pattern of protection over time differs across the sectors.

In the manufacture of non-electrical machinery (sector 48-120) household electrical

appliances (sector 48-123), and other electrical goods (sector 48-124), for example, the

effective levels of protection exhibit a declining trend. For the non-electrical machinery

sector, the ERPs in 1987, 1989, and 1992 are 166.5 percent, 138.4 percent, and 31.27

percent (ERPbased on unweighted tariff data), respectively. Similarly, for the household

electrical appliances sector, the effective levels of protection for those same years are

600.0 percent, 362.7 percent, and 104.6 percent (or 131.0 percent tf using the import

weighted average tariffs). lastly, for the other electrical goods, the ERPsderived are 72.4

percent, 69.5 percent, and 40.17 percent (although the import-weighted ERP is 67.87

percent).

For other sectors, such as the electrical machinery (sector 48-121) and

communications electronics (sector 48-122), the ERPs indicate that protection rose
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between 1987and 1989, and then declined in 1992. In the electrical machinery sector, for

instance, the ERP of 151.9percent in 1987rises to 366.5 percent in 1989, and then falls to

78.29percent in 1992,u Paralleling this pattern is the communications electronics sector,

where the ERP rises from 92.5 percent in 1987 to 163.9 percent in 1989, and drops

thereafter to 70.96 percent in 1992.

The manufacture of batteries (sector 48-125) is an interesting case of extremely

high protection in 1987 and 1989, and high to moderate protection in the 1990s. Both

Fane and Phillips (1991) and Wymenga (1991) found protection levels in excess of 600

percent for this sector; in contrast, the ERPs derived in this study are 65.71 and 29.26

percent."

Caveats to the Intertemporal Comparison of ERPs

There are a number of differences between the ranking of ERPs derived in this

study and those reported by Fane and Phillips (1991) and Wymenga (1991). Differences

in the levels of protection reported are, however, to be expected given that the

aforementioned studies estimate the structure of protection in 1987and 1989, respectively,

and significant changes have since been made with respect to the Indonesian tariff

structure and non-tariff barriers to trade.

llNote that the 78.29 percent ERP for 1990/92 is the effective rate derived using the
unweighted average tariff data. This sector, as well as the other sectors in this
aggregated sector, is an import-eompeting one, and thus no tariff redundancy problem
is anticipated.

12J'he difference between the two ERP estimates is partly attributable to the lower
average nominal tariff derived when weighting the MFN rates by imports. In the
unweighted sample, the NRP is 21.43 percent, while the unweighted sample has an NRP
of 9.92 percent.
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However, it is important to keep in mind that the approach of these studies

differs from the present one in terms of the sectoral breakdown of the economy and how

the average nominal tariffs for each of the economic sectors were derived. With respect

to the first two reasons, the trend towards trade liberalization by the Indonesian

government, particularly in the past five years, was described in Chapter II of this study.

The different methodology used in this study in deriving the average tariffs for the

sectors was referred to in Chapter IV.

Significant differences exist between the ERP estimates derived by Fane and

Phillips (l991), Wymenga (l991), and by this study. Most notable are the differences in

the ERP estimates of livestock (sector 18), flour (sector 30), paper and paper products

(sector 38), rubber (sector 42), non-metallic minerals (sector 43), sugar (sector 31),

cigarettes (sector 34), and footwear (sector 83).

In this study, effective protection for the livestock sector was found to be negative

(based on the unweighted average tariffs) or very low. In contrast, both Fane and

Phillips (l991) and Wymenga (l991) find positive rates of protection for this sector. Note,

however, that both of these studies utilized the entire 169 sectors in their analysis of

effective protection; hence, the single livestock sector defined in this study is composed

of three sectors in the other two studies. The ERPs estimated for these three subsectors

were low to moderate for livestock (i.e., between 2 and 17 percent), moderately high for

slaughtering (50 to 115 percent), and extremely high for the milk livestock (in excess of

600 percent). Since only one line item among the 21 items in the livestock sector refers

to livestock, the relative weight of the higher tariff arising from the protection afforded

to milk livestock is relatively low. Hence, the low ERP for the more aggregated livestock

sector is plausible.
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For flour, the estimates of effective protection are moderate to high at about 27

percent for the import-weighted tariff data and 47 percent for the unweighted tariff data.

For the 1987and 1991 studies of effective protection, the flour sector is disaggregated into

wheat flours, other flour, bakery products, and noodles. Even in these two studies, the

ERP estimates vary widely. For both studies, extremely high protection in excess of 600

percent was found for wheat flours. However, high protection was found for other flour

but the ERP estimates are very different at 67 and 600 percent. High protection is also

found for bakery products, but again the ERP estimates of the two studies differ

markedly, i.e., 83 and 370 percent. In the noodles sector, high protection is found by

Wymenga (245 percent) but moderate protection by Fane and Phillips (34 percent).

Protection of the paper and paper products sector is found to be moderate to

high at 57 and 19 percent for the unweighted- and import-weighted tariff-based ERPs.

This sector is disaggregated into three subsectors in the two studies: paper and

paperboard, paper and paperboard products, and printing and publishing. The estimates

of protection are as follows: for paper and paperboard, the estimates derived by Fane

and Phillips and Wymenga are 516 and 73 percent, respectively; for paper and

paperboard products, 28 and 70 percent; and for printing and publishing, -26 and -7

percent. The ERPs derived in this study fall in between these estimates, suggesting a

plausible result.

In the 169-sector 1-0 data, the rubber sector is disaggregated into smoked

remilled rubber, tires, and other rubber products. Although for tires, the effective

protection was found to be very high by both studies (i.e., in excess of 600 percent),

negative protection was found for smoked remilled rubber and high protection for other
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robber products. Hence the high protection (50 to 86 percent) found in this study is

deemed to be valid.

Protection of 65 and 34 percent is found for the non-metallic mineral sector. Fane

and Phillips (l991), however, find high to very high levels of protection for the

subsectors. In particular, the ERPs derived were 600 percent for ceramics and

earthenware, 110 percent for glass and glassware, 68 percent for structural clay products,

and 30 percent for other non-metallic products. The ERPs derived by Wymenga (l991)

are 445 percent, 165 percent, 63 percent, and 63 percent for the same four subsectors.

Clearly, the estimates derived from this study show relatively lower protection than do

the previous studies.

For the sugar, cigarettes, and footwear sectors, the estimates derived from this

study are lower than those derived from the other two studies. Nevertheless, the ERPs

that were derived in this analysis confirm the findings of Fane and Phillips and

Wymenga in that the level of protection afforded to these three sectors is high relative

to other sectors in the economy.

Despite the differences, several similarities between the results of the

aforementioned studies and this analysis can be found. Most importantly, the extremely

high level of protection afforded to the motorcycles and motor vehicles sectors are found

in all studies. This is to be expected as the Indonesian government, despite its move

towards trade liberalization and reform, has continued to protect its domestic automotive

and motorcycles industry through import bans and high tariffs (exceeding 100 percent)

on knocked-down kits of these products.

Second, the bias towards import-competing sectors and against export-competing

sectors continues to hold true. As noted by Fane and Phillips (1991): "One important
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feature of the results is the much higher estimated protection for the import-eompeting

sectors than for the export-eompeting sectors" (p. 119). In 1989,Wymenga (1991) reports:

"...effective protection levels...were still providing higher assistance to import-competing

industries than to export-competing industries" (p. 147). The results of this study also

show that the export-competing sectors generally have lower ERPs than do the import

competing sectors, suggesting that this bias has not changed.

Third, the data indicate that the manufacturing sectors tended to be more highly

protected usually at the expense of the agricultural and mining and quarrying sectors.

This is evidenced by the higher level of protection afforded to the manufacturing sector

as a whole when compared to the level of protection faced by the non-manufacturing

sectors. Analysis of aggregated sectors within manufacturing also indicate rather high

levels of protection, often in the range of 50-80 percent.

SUMMARY

The estimates of effective protection that were derived in this and previous

studies suggest that the overall level of protection in the Indonesian economy has fallen

since 1987. However, the decline in protection has not been uniform across sectors and,

as a result, has implications on the incentives and disincentives for resources to flow into

highly protected sectors and out of sectors faced with negative protection.

First, it appears that the bias towards greater protection of import-competing

sectors relative to export-eompeting ones that was found by Fane and Phillips (1991) and

Wymenga (1991) in the 1987 and 1989 Indonesian tariff and trade structure continues to

hold. In addition, the sectors that were the most protected in 1987 and 1989-Le., the

127



motorcycles and motor vehicles sectors-continue to be the most protected in the early

1990s with effective protection in excess of 600 percent.

Second, the data indicate that the agricultural sectors, the livestock, forestry, and

fishery sectors, and the mining and quarrying sectors generally receive low levels of

protection, though the level of negative or low protection has generally been reduced.

On the other hand, the manufacturing sectors tend to have very high levels of protection

ranging from two to ten times (and in the case of motor vehicles and motorcycles, it is

even higher) the average for the overall economy. Thus, it would appear that the

manufacturing sectors are being protected at the expense of the agricultural and other

primary commodity sectors.

Third, for most individual sectors, comparisons with previous studies indicate

that the levels of protection have declined since 1987. However, several exceptions are

found. Most notable is the motor vehicles and motorcycles sectors, which continues to

have very high rates of protection, and the electrical machinery and communication

equipment sectors which exhibited a rise in protection from 1987 to 1989, and a

subsequent decline.

To some extent, differences between the estimates derived in this study and in

previous studies should occur as the trade and tariff regimes have changed dramatically

over the past six years. In addition, the methodology with which the ERPs are derived

differ slightly between each of the three studies and is another reason that results in

diverging estimates. For the most part, the differences in ERP estimates were explained

by these two factors.

Still the results of this study provide some evidence of the Indonesian

government's success in liberalizing its trade regime and reducing distortions in resource
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flows across sectors. The numerous trade reforms, including the tariff reductions and

easing of licensing arrangements and other NTBs, are reflected in the decline in the

overall level of effective protection since 1987.

However, there remains room for continued reforms. The recent shift from bans

to high tariffs for imports of motor vehicles is a step in the right direction, but more can

be done in this and other sectors. In the wood manufactures sectors, for example,

producers of plywood although internationally competitive are helped to a significant

degree by the lower input prices for their log inputs. Yet other wood-using

manufacturers, while protected from foreign competition through high tariffs on their

outputs, are squeezed out of the domestic market for log inputs which are largely sent

to plywood makers. One implication of this has been the limited expansion and lack of

greater export competitiveness of furniture makers for instance. Since these furniture

producers are protected in the domestic market from foreign competition, they have no

incentive to compete in world markets. Yet they are not subsidized to the extent that

plywood manufacturers are. It is somewhat puzzling to find such a system of incentives

in the face of Indonesia's push to promote greater value added exports of which hand

crafted furniture of high-quality woods such as mahogany and teak are an example.
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CHAPTER VI
THE CEPT FAST-TRACK PROGRAM:

HOW WILL IT IMPACT INDONESIA'S STRUCTURE OF PROTECTION?

INTRODUCTION

This chapter opens with an overview of ASEAN cooperation, from the inception

of the organization in the 1960s to the outcome of the latest summit meeting, in

particular, the commitment by the ASEAN members to form an ASEAN free trade area

within the next fifteen years. The mainstay of the free trade area is the Common

Effective Preferential Tariff (CEPT) scheme which has both a fast-track and normal-track

component. As success in the fast-track component will be pivotal in the overall progress

made in the move towards AFfA, special focus is made on the fifteen product groups

that are included in the fast-track. However, since the detailed llist of items to be

included in the CEPT fast-track has not yet been agreed upon by the ASEAN members,

this study derives such a list by employing a broad definition of the products. Using this

list of items, an investigation of the trade magnitudes and flows of the fifteen CEPT

product groups in Indonesia and ASEAN is made. With the data on the relative

magnitudes of the CEPT products, and the levels of effective protection for these

products that were derived in the previous chapter, Chapter VI then discusses the likely

impacts of the CEPT scheme on the existing structure of effective protection.

ASEAN COOPERATION: PAST, PRESENT, AND FUTURE

The Association of South East Asian Nations (ASEAN) was established in 1967

by the countries of Indonesia, Malaysia, the Philippines, Singapore, and Thailand (Brunei

became the sixth member of the group in 1984, following its independence) to promote
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regional cooperation. In the initial phase of the group's history, the basic catalyst behind

the cooperation was political. Tensions between the Philippines and Sabah (Malaysia)

in 1962, between Indonesia and Malaysia in 1963, and those arising from the

independence of Singapore from the Malaysian federation in 1965, for example, provided

the main impetus for the push for increased regional cooperation. However, the Bangkok

Declaration which formally established the ASEAN grouping provided only a general

statement on the need to develop and promote regional cooperation. No specific goals

were enunciated either in terms of political issues or economic targets. Even in the 1970s,

ASEAN cooperation continued to be focused on political concerns, primarily the threat

of military aggression that was posed by the conflicts in Vietnam and Cambodia.

Nevertheless, in the mid-1970s the ASEAN governments began to realize the

necessity of increased regional cooperation, including the promotion of economic

development. An ASEAN Summit was first held in Bali in February 1976,during which

the Treaty of Amity and Cooperation in Southeast Asia and the Declaration of ASEAN

Accord was signed by the leaders of the ASEAN countries. Shortly thereafter, the

ASEAN Secretariat was established to serve as the coordinating organization for ASEAN

economic cooperation. A second summit was held in Kuala Lumpur in August 1977.

Although economic issues were addressed at this meeting, ASEAN continued to serve

primarily as a political organization in international disputes and issues, particularly the

lingering problems arising from the Vietnam war.

It has only been in the past one-and-a-half decades that the ASEAN countries

have seriously begun to consider economic cooperation as a major priority of the

Association. The worldwide recession induced by the oil shocks of the late 1970s and

early 1980s, the slow growth of world trade in the early 1980s,and the precipitous drop
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in prices of commodity items which were major exports of the A.5EAN members

contributed to a dramatic slowdown in their economic growth. In addition, protectionist

sentiment in developed countries was on the rise and there was considerable uncertainty

about the favorability of world market conditions.

These factors prompted ASEAN to hold a third summit in Manila in December

1987. At this summit, several important steps were taken to enhance cooperation among

the member nations. For example, the ASEAN industrial joint venture (AIJV) program

which was initiated in 1983 to promote industrial complementation among the ASEAN

countries was strengthened with tariff preferences being increased and the approval

process for projects under this program being streamlined. In addition, under the

ASEAN Preferential Trading Arrangements (PTA) which has been the main vehicle for

trade cooperation among the ASEAN countries, the margin of preference given to

ASEAN members was increased from 25percent to 50 percent, and the exception list was

confined to 30 percent of all products. The goal of having one-half of the value or 90

percent of all line items traded among the ASEAN members falling under the PTA within

five years was also set (Indonesia and the Philippines were given up to seven years to

comply with this schedule).

In the 1990s, the formation of regional blocs-most notably, the comprehensive

integration of the countries in the European Community (EC) and the establishment of

a North America Free Trade Area (NAFfA)-and the need for a cohesive, regional front

at the Uruguay Round of GAIT negotiations highlighted the necessity of greater ASEAN

economic cooperation. In response, the fourth ASEAN Summit meeting was held in

Singapore in January 1992. It was in this latest of summit meetings that the ASEAN

leaders took the bold step of committing their countries to the formation of an ASEAN
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Free Trade Area (AFTA) within fifteen years. The main mechanism by which AFTA is

to be established is the Common Effective Preferential Tariff (CEPT) scheme. However,

the Singapore Declaration-which is the framework agreement that establishes

AFTA-is vague in terms of the timetable under which the tariff-reduction process will

proceed and the technical aspects involved in the implementation of the reductions.

THE COMMON EFFECTIVE PREFERENTIAL TARIFF PROGRAM

The ultimate goal of the Common Effective Preferential Tariff (CEPT) program,

which is the backbone of AFTA, is to reduce tariffs to between zero and five percent

within the next 15 years beginning from January 1, 1993. Identification of products to

be included in the program is made on a sectoral basis at the six-digit HS level. The

CEPT program includes only manufactured products, including capital goods and

processed agricultural products; agricultural raw materials and goods that have

undergone simple processing with only minimal change in form from the original

products are excluded from the scheme. In addition, at least 40 percent of a product's

content must have originated from within the ASEAN economies in order to be eligible

for the preferential tariffs.

Exclusions at the HS 8/9-digit levels are permitted for specific products that the

ASEAN members are "temporarily" not ready for inclusion in the scheme. The final

exclusion list is to be reviewed and decided upon at the end of the eighth year.

Two programs for tariff reduction are featured in the CEPTprogram: the normal

track program and the fast-track program. Under the normal-track program, existing

tariffs of more than 20 percent will be reduced to 20 percent within 5-8 years. The

annual rate of reduction is at the discretion of each ASEAN member, although the
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countries are encouraged to adopt the formula (X-20 percent) /Year, where X refers to

the existing tariff rates and Year is the 5-8 years. Subsequent reduction of tariffs to 0-5

percent is to be completed within the next seven years at a rate of 5 percent per

reduction. Tariffs that are currently 20 percent and below will be reduced to between

zero and five percent at the conclusion of the AFfA timetable. However, ASEAN

members are not precluded from reducing their tariffs to between zero and five percent

at an accelerated pace.

In launching the CEPT program, the ASEAN members have agreed to a fast-track

program in which tariff reductions for items in fifteen product groups will follow an

accelerated schedule. These product groups are vegetable oils, cement, chemicals,

pharmaceuticals, fertilizers, plastics, rubber products, pulp, textiles, leather products,

ceramic and glass products, copper cathodes, electronics, wooden and rattan furniture,

and gems and jewelry. For items in these categories, the schedule of tariff reductions are

as follows: tariffs above 20 percent and tariffs of 20 percent or lower will be reduced to

between zero and five percent within ten and seven years, respectively. As of mid-1993,

Indonesia had submitted a list of 3,170 items to be placed under the fast-track program.

The number of items in the list proposed by the other ASEAN members are 3,251 for

Malaysia, 2,200 for Singapore, 1,936 for Thailand, 862 for the Philippines, and 1,826 for

Brunei (Review Indonesia 1993).1

While the ASEAN governments expressed a strong commitment to the program

at the 1992 ASEANsummit meeting, there has been some concern about the effectiveness

of the scheme. Already, the individual ASEAN members have submitted lists of items

1As of Summer 1993, the ASEAN governments had agreed to include additional items
in the CEPT fast-track program. However, as of Fall 1993, a formal detailed list of the
items to be included had not been released.
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whose exclusion from the program are being requested. Under the normal-track

program, Indonesia has proposed that more than 4,000items be exempted from the CEPT

list. Exemptions from the other ASEAN members amount to almost 7,000 items for

Malaysia, about 3,500 items for Singapore, 3,250 items for the Philippines, about 2,700

items for Thailand, and more than 4,000 items for Brunei (Review Indonesia 1993).

Earlier this year, the ASEAN Secretariat was given the task of consolidating the

lists of the product lines presented by each of the individual member countries for

inclusion in the CEPT fast-track program. The task of simply "matching" the items across

the lists from the various ASEAN countries is itself an enormous one that will require

a tremendous amount of time and effort. While it is true that the ASEAN countries

basically follow the harmonized system (HS) of classification of tradeable goods, the

correspondence of items is only matched to the six-digit level. Beyond this, each country

is free to disaggregate the groups further as they see fit. As was noted in Chapter IV,

Indonesian trade and tariff are disaggregated to the nine-digit level. In the case of the

Philippines, however, the disaggregation is carried out to the eight-digit level.

In addition to tariff reductions, the CEPT scheme includes the elimination of all

quantitative restrictions (QRs) on included products. Other non-tariff barriers are to be

eliminated on a gradual basis but within a period of five years. Thus, in estimating the

impacts of the CEPT scheme, it is assumed that there are no quantitative restrictions or

other non-tariff barriers; this implies that the "true" value of the tariff faced by the

product is represented by the nominal tariff rate assessed on the good.
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What's in the CEPT Fast-track Program?

For the purposes of this study, the items that were included in the CEPT fast-track

program were defined rather broadly. Using the SITC (version 1) classification, SITC

groups that most closely matched with the fifteen CEPT groups subject to accelerated

tariff reductions were used as the basis for the initial selection of line items. For example,

for vegetable oils, all items in SITC group 42 were considered as possible candidates for

inclusion in the analysis. The list of srrc groups that correspond to the CEPT product

groups is shown in Table 6.1.

Special mention needs to be made regarding the determination of certain CEPT

product groups. For commodities such as cement, which is a distinct individual product

that is easily identified, the choice of SITCclassification was not difficult. However, for

the broader CEPT product groups, the task was not as simple. In the case of chemicals,

for example, the products in SITC 5 include a diverse range of chemicals and chemical

products including such items as basic chemicals, pharmaceuticals, perfumes, and

household cleaners. Should all product lines under SITC 5 be included? In cases such

as these, choices had to be made regarding the scope of the CEPT product group.

Certainly to some extent, the choices are arbitrary; however, this study opted to employ

a broad definition of the product groups.

Because pharmaceuticals were considered a separate CEPT product group, it was

necessary for the chemicals product group (SITC 5) to be further disaggregated. For the

purposes of this study, basic chemical elements and compounds (SITC 51 and 52),dyeing

and tanning compounds (SITC 53),and other chemical products (SITC 59)were included

in "chemicals." Excluded were medicinal and pharmaceutical products (SITC 54) which

were placed in its own CEPT group, "pharmaceuticals"; essential oils, perfume materials,
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Table 6.1
The Fifteen CEPT Categories in the Fast-track Program

CEPT Product Group SITC Category Input-out Sector

Vegetable oils 42 28

Cement 6612 44

Chemicals 51, 52, 53, 59 40

Pharmaceuticals 54 40

Fertilizers 56 39

Plastics 58 42

Rubber products 62 42

Leather products 61 36-82, 36-83

Pulp 25,64 38

Textiles 65 36-76, 36-78,
36-80, 36-81

Ceramic and glass products 662, 663, 664, 43
665,666

Copper cathodes 7761, 7762 48-122

Electronics 72 48-121,48-122,
48-123, 48-124, 48-125

Wooden and rattan furniture 6327 37-87

Gems and jewelry 897 50
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soaps, and cleansing agents (SITC 55); manufactured fertilizers (SITC 56) which is also

placed in its own CEPT group, "fertilizers"; explosives and pyrotechnics (SITC 57); and

regenerated plastic materials (SITC 58).

For ceramic and glass products, the non-metallic mineral manufactures group

(SITC 66) was further disaggregated as the CEPTscheme singles out cement (SITC 6612)

as a separate group of products in the fast-track program. Thus, products included in

this CEPT product group were clay construction materials (SITC 662), mineral

manufactures (SITC 663),glass (SITC 664), glassware (SITC 665),and pottery (SITC 666).

Pearls and precious stones (SITC 667) were not included.

For the pulp CEPT product group, line items from both SITC 25 (pulp and waste

paper) and SITC 64 (paper and paperboard) were included. Although items in SITC 25

are typically considered to belong in primary commodities, the nature of the

product-i.e., pulp-is such that the degree of processing that defines whether the

product is a manufactured item or not was considered to be too vague. Hence, the

product lines in SITC 25 were included.

Note that no single line item could be found in the SITC classification system for

copper cathodes. SITC 682 includes copper manufactures, including bars, rods, wires,

etc. However, no mention is made of copper cathodes as a unique item. However, items

under SITC7293 (which correspond to HS 8540) include cathode valves and tubes. Thus,

only items in SITC 7293 are defined as belonging to the CEPT product group, "copper

cathodes."

Lastly, wooden and rattan furniture is also not singled out in the SITC

classification (revision I), The furniture category in the SITC system (SITC 82) does not

single out furniture made of wood, and includes furniture made of plastic and metal,
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including such items as barber and beauty shop chairs. Hence, only SITC 6327 which

includes domestic and decorative articles of wood, including small articles of furniture

was used.

To approach the problem of adjusting the tariffs of the CEPT products, the sectors

in the Indonesian input-output tables were matched with the fifteen CEPT product

groups to determine the input-output sectors that would be affected. In the case of

vegetable oils, it was determined that sector 28, which refers to the manufacture of oil

and fat, was the relevant sector. Table 6.1 lists the input-output sectors that correspond

to the CEPT product groups. Note that the CEPT program specifically excludes

agricultural goods; hence, only items that were in the manufacturing sectors of the input-

output tables were considered.

THE SIGNIFICANCE OF THE FIFTEEN CEPT GROUPS IN TERMS OF ASEAN AND

INDONESIAN TRADE

The Fifteen CEPT Groups in Terms of ASEAN Tradt?

According to 1991 trade data from the United Nations Commodity Trade Statistics

database, total ASEAN exports and imports of CEPT products amounted to US$44.8

billion and US$59.4 billion, respectively.' This represented 28.1 and 33.6 percent of

ASEAN's total trade with the world.

~ee Appendix D for the value of CEPT trade of the other ASEAN countries.

3Note that the data on CEPT products were derived from the United Nations
Commodity Trade Statistics database in order to ensure consistency in terms of definition
of the CEV!' product groups. However, in the next section which discusses the
importance of the CEPT products in terms of Indonesian trade, Indonesia's trade data
under the HS classification scheme are used in addition to the UN data.
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Of the fifteen CEPT product groups, the most important in terms of total ASEAN

exports were electronics (17.0 percent), textiles (2.9 percent), chemicals (2.1 percent), and

vegetable oils (1.8 percent). All other CEPT product groups accounted for less than 1.0

percent of total ASEAN exports. For imports, the sectors that had shares greater than 1.0

percent include the electronics (18.0percent), chemicals (5.1 percent), textiles (3.1 percent),

plastics (2.3 percent), and pulp (1.6 percent) sectors.

In terms of intra-ASEAN trade, exports and imports of CEPr products which

amounted to US$11.7 and US$10.6 billion, respectively, represented a more significant

portion of total trade with shares of 49.8 and 52.0 percent of total trade among the

ASEAN economies. As a share of total ASEAN exports to ASEAN members, the CEPr

sectors with the highest values include the electronics (27.7 percent), textiles (5.7 percent),

chemicals (4.6 percent), and plastics (3.1 percent). All other sectors had shares of less

than US$500 million.

The share of CEPT trade for the individual ASEAN countries varies widely in

terms of total exports to the world. The shares of total exports of CEPT products range

from 14.0 percent for Indonesia to 39.5 percent for Malaysia (see Table 6.2). In terms of

intra-ASEAN trade, however, the share of CEPT trade is about one-half for all of the

individual ASEAN members.

The value of CEPr imports, on the other hand, is highest in Singapore at US$22.9

billion in 1991. As a share of total imports from the world, however, CEPT products are

most significant for Malaysia (40.9 percent). In terms of imports among the ASEAN

countries, the share of CEPT products was about 50 percent for all five countries, and

ranged from a low value of US$315 million for the Philippines to more than US$5 billion

for Singapore.
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Table 6.2
Trade of CEPT Products with World and ASEAN

Trade wi World Trade wi ASEAN
% of Tot. %dTd

Country US$m Trade US$m Trade

Exports
ASEAN 44,807 28.1 11,660 49.8

Indonesia 4,050 14.0 1,063 34.8

Malaysia 13,554 39.5 3,777 522

Philippines 1,924 21.8 150 51.1

Singapore 19,244 32.7 5,604 522

Thailand 6,378 22.2 1,066 50.4

Imports

ASEAN 59,416 33.6 10,583 52.0

Indonesia 7,564 29.2 661 51.9

Malaysia 14,389 40.9 3,303 51.6

Philippines 3,473 28.6 315 51.6

Singapore 22,875 34.7 5,170 522

Thailand 11,115 29.7 1,134 52.6
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The Significance of CEPT Products in Indonesia's Trade

The significance of the fifteen CEPT product groups in Indonesian trade is about

14 percent for exports to and 29 percent for imports from the world as a whole. In terms

of trade of the CEPT fast-track products between Indonesian and ASEAN, however, the

shares are much larger at 35 percent for exports and 52 percent for imports.

Textiles are the most important CEPT group in terms of Indonesian exports with

an export value of US$1.79 billion to the world (or 6.2 percent of its total exports to the

world), and of US$615 million to its ASEAN partners (see Table 6.3). This contrasts

markedly with the other ASEANmembers, for which electronics was the most important

CEPT group in terms of exports to the world and other ASEAN countries (see

Appendix D). Other CEPT groups that were significant in terms of Indonesian exports

include vegetable oils, wooden and rattan furniture, and pulp (Table 6.3). With respect

to bilateral trade with its ASEAN partners, trade of CEPT products is most significant for

Indonesian exports to Singapore, amounting to US$782 million; however, as a share of

total bilateral trade, Indonesian CEPT exports are highest to the Philippines (48.3

percent). The share of CEPT Indonesian exports to the other ASEAN countries are 40.8

percent for Malaysia (US$139.3 million), 34.4 percent for Singapore, and 22.7 percent for

Thailand (US$60.7 million).

In terms of Indonesian imports, the largest CEPT group is chemicals for both

imports from the world and the other ASEAN members <Table 6.4). Chemical imports

were US$2,239 million from the world, or 8.7 percent of total imports, and US$251 million

from the ASEAN partners, or 19.7 percent of total imports from ASEAN. Imports of

electronics were also large, accounting for 8.2 and 13.0 percent of total Indonesian

imports from the world and ASEAN, respectively. The next two largest CEPT groups
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Table 6.3
Indonesian Exports of the Fast-Track CEPT Products from ASEAN and the World (US$ thousands)

As a % of
total trade

Malay- Philip- Singa- Thai with with
Commodity sia pines pore land ASEAN World ASEAN World

Vegetable oils 23,914 1,693 17,838 0 43,445 468,316 1.42 1.62
Cement 4,521 3,376 11,821 2,839 22,557 43,072 0.74 0.15
Chemicals 7,145 19,595 34,591 9,629 70,960 234,826 2.33 0.81
Pharmaceuticals 1,029 547 1,824 450 3,850 21,638 0.13 0.07

..... Fertilizers 11,471 27,731 1,807 10,928 51,937 297,174 1.70 1.02~w Plastics 4,301 2,689 24,033 2,425 33,448 79,481 1.10 0.27
Rubber products 868 653 4,452 267 6,240 68,507 0.20 0.24
Leather products 31 138 3,021 1,386 4,576 59,702 0.15 0.21
Pulp 28,828 887 33,237 3,875 66,827 334,224 2.19 1.15
Textiles 41,317 15,659 534,483 23,851 615,310 1,786,078 20.16 6.16
Ceramics and glass 9,306 6,443 21,643 1,738 39,130 166,435 1.28 0.57
Electronics 6,426 1,481 84,840 3,307 96,054 391,270 3.15 1.35
Wooden and

rattan furniture 102 1 1,01 30 1,34 64,857 0.04 0.22
Jewelry 6 na 7,453 1 7,460 34,636 0.24 0.12
Copper cathodes 0 0 0 0 0 0 0.00 0.00

Total CEPT products 139,265 80,893 782,244 60,726 1,063,128 4,050,216 34.83 13.97
(as a % of total exports) 40.75 48.25 34.38 22.73 34.83 13.97



Table 6.4
Indonesian Imports of the Fast-Track CEPT Products from ASEAN and the World (US$ thousand)

As a % of
total trade

Malay- Philip- Singa- Thai with with
Commodity sia pines pore land ASEAN World ASEAN World

Vegetable oils 15,970 956 8,909 222 26,057 29,853 2.05 0.12
Cement na na 26 na 26 1,622 0.00 0.01
Chemicals 29,001 42,875 155,515 23,509 250,900 2,238,509 19.71 8.65
Pharmaceuticals 547 31 2,365 354 3,297 138,586 0.26 0.54

.... Fertilizers 1,645 1,886 146 0 3,677 57,492 0.29 0.22
:t Plastics 2,410 36 91,582 21,136 115,164 925,985 9.05 3.58

Rubber products 2,123 44 3,951 1,305 7,423 77,502 0.58 0.30
Leather products 211 1 840 192 1,244 272,883 0.10 1.05
Pulp 2,254 373 31,799 692 35,118 508,796 2.76 1.97
Textiles 3,834 625 11,834 5,065 21,358 885,298 1.68 3.42
Ceramics and glass 5,113 665 5,849 8,172 19,799 224,338 1.56 0.87
Electronics 11,818 379 145,043 7,803 165,043 2,121,560 12.97 8.20
Wooden and rattan furniture 28 na 12 7 47 336 0.00 0.00
Jewelry 0 na 343 0 343 3383 0.03 0.01
Copper cathodes 0 150 11,593 0 11,743 77,913 0.92 0.30

Total CEPT products 74,954 48,021 469,807 68,457 661,239 7,564,056 51.94 29.24
(as a % of total exports) 18.43 59.28 27.66 24.67 51.94 29.24



in terms of Indonesian imports from the world are plastics (3.6 percent) and pulp (2.0

percent). Significant shares of CEPT Indonesian imports from ASEAN, however,

occurred for plastics (9.1 percent), pulp (2.8 percent), and vegetable oils (2.1 percent).

The CEPT Products in Indonesia's Tariff System

Using the criteria described in the first half of this chapter, a total of 3,092

products were classified as CEPT products falling under the fast-track program.' The

tariffs on these products range from a minimum of zero to a maximum of 60 percent

prior to the implementation of the CEPTscheme. The unweighted and import-weighted

average tariffs are 18.59 and 12.26 percent, respectively, and the standard deviation of the

tariffs is 13.36. Tariffs of 30 percent are the most prevalent with 980 product lines; this

is followed closely by tariffs of 5 percent with 946 product lines. The third, fourth, and

fifth most common tariff rates are tariffs of 40 percent (273 product lines), zero percent

(247 product lines), and 20 percent (232 product lines).

Some interesting highlights can be discerned from a quick and simple overview

of the individual CEPT product groups in terms of maximum, minimum and average

tariffs, as well as the number of items included in the product group. Note that unlike

the analysis of trade of CEPT products for the ASEAN countries, the statistics reported

in Table 6.5 are based on the 1991 trade and tariff data as reported under the HS

classification scheme by the Indonesian government. Hence, the data reported in the

4While this number is very close to the actual number of products proposed by the
.Indonesian government for inclusion in the CEPT fast-track program (which was 3,170
items), this is not to say that the products chosen by this study, in fact, are an accurate
or close reflection of the list of items proposed.
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Table 6.5
Statistics on the CEPT Groups

Average Import-
Cept Product Number of Maximum Minimum Standard Un weighted weighted
Group Line Items Tariff Tariff Deviation Tariff Tariff

Vegetable oils 53 30 5 5.96 16.13 10.61

Cement 10 0 0 0.00 0.00 0.00

Chemicals 760 40 0 8.87 8.64 6.61

Pharmaceuticals 103 40 0 5.15 5.39 4.05

Fertilizers 37 5 0 1.13 0.27 0.00

Plastics 252 40 0 13.15 17.24 16.24

Rubber products 90 40 0 14.88 18.89 20.91

Leather products 45 40 0 10.85 9.78 8.00

Pulp 196 40 0 10.99 22.50 10.43

Textiles 869 40 5 6.08 27.77 27.06

Ceramic and
glass products 251 50 0 15.31 26.16 13.09

Copper cathodes 11 0 0 0.00 0.00 0.00

Electronics 376 50 0 14.59 17.30 15.88

Wooden and rattan
furniture 2 30 30 0.00 30.00 30.00

Gems and jewelry 37 60 5 10.16 36.22 39.09
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tables in Chapter V do not have a one-to-one correspondence with those reported in

Table 6.5.

Tariffs for the most important CEIT product group (in terms of the value of

imports to Indonesia), chemicals, range from 40 percent to zero, and the average

un weighted and import-weighted tariffs are 8.64 and 6.61 percent, respectively. The

number of items included in this group is 760.

In terms of number of products, the most important CEIT product group is

textiles with a total of 869items. Tariffs in this group range from 40 percent to 5 percent,

and the unweighted and import-weighted average tariffs are both relatively high at about

27 percent.

The highest tariffs are found in the gems and jewelry group, with a 60 percent

maximum tariff and a minimum tariff of 5 percent. The average tariffs are also high at

36.22 and 39.09 for the unweighted and import-weighted average tariff. However, the

import value of these products is not very large relative to other CEIT groups.

In the electronics group, which is the most important in terms of export value for

the other ASEAN countries, there are 376 items whose tariffs range from a high of 50

percent to a low of zero. The average unweighted tariff is 17.30percent, and the import

weighted average tariff is 15.88 percent.

Other CEIT product groups that have relatively high tariffs include vegetable oils

with tariffs ranging from 30 to 5 percent and averaging 16.13percent (for the unweighted

average tariff; for the import-weighted average tariff, the rate is slightly lower at 10.61

percent), and ceramic and glass products with tariffs ranging from 50 percent to zero,

and averaging 26.16. percent for the unweighted sample (though the import-weighted

average tariff is much lower at 13.09 percent).
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Of the remaining CEPT product groups, several groups have tariffs ranging

between zero and 40 percent. These include pharmaceuticals with relatively low average

tariffs of 5.39 and 4.05 percent for the unweighted and import-weighted tariffs; plastics

with unweighted and import-weighted average tariffs of 17.24 and 16.24 percent,

respectively; rubber products with average tariffs of 18.89 (unweighted) and 20.91

(import-weighted) percent; leather products which have moderate tariff rates of 9.78

(unweighted) and 8.00 (import-weighted) percent; and pulp which has a relatively high

unweighted average tariff rate of 22.50 percent but a moderate import-weighted tariff rate

of 10.43 percent.

Only two product lines are included in the wooden and rattan furniture product

group. For both products, the tariff is 30 percent; hence, the average tariffs are also 30

percent.

A few CEPT product groups have very low or zero tariffs. The 37 products in

the fertilizers CEPT group, for example, face tariffs of 5 to zero percent, while the

unweighted and import-weighted average tariffs are zero or close to zero. Moreover, all

products in the cement and copper cathode group have tariffs of zero.

THE IMPACT OF THE FAST-TRACK CEPT PROGRAM ON PROTECTION

With the implementation of the CEPT scheme, the overall effective rate of

protection for the Indonesian economy should decline somewhat, but to what extent the

fall in protection levels will be depends upon the actual tariff reductions that are made

and the elasticity of import demand from ASEANand non-ASEAN suppliers of imports.

Nevertheless, some inferences can be made from the ERP rankings obtained in the

previous chapter and the discussion above on the CEPT product groups.
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It should be noted here that while the CEfYI' may lead to substantial declines in

the nominal tariffs faced by imports of products in the fifteen product groups, the impact

of the CEfYI' scheme on Indonesia's structure of protection may not be significant as this

will also depend on the extent to which the imported products are sourced from another

ASEAN member. That is, even if nominal tariffs are reduced for intra-ASEAN trade, if

Indonesia does not import the commodities from its ASEANneighbors, the nominal tariff

faced by Indonesian imports as a whole, i.e., imports from the world, is not lowered.

An example of this is shown by the electronics/electrical sector. Looking at the

nominal tariff data alone, it would appear that the most significant changes resulting

from the CEfYI' fast-track scheme in terms of reducing the nominal tariff levels will occur

in the electronics/electricalsector. This sector represents almost 13 percent of Indonesia's

total imports from ASEAN and more than 8 percent of Indonesia's imports from the

world. Nominal tariffs on products range from zero to 50 percent for the

electronics/electrical sector as a whole, but products in the electrical machinery,

communications equipment, and household electrical appliances appear to have the

higher tariffs. Average nominal tariffs for these sectors are about 20 percent or slightly

higher, whereas for the non-electrical machinery and other electrical goods sectors the

averages range between 11 and 18 percent.

However, the impact of the CEPT on the effective level of protection afforded to

this sector will be much smaller than the reduction in nominal tariffs alone would dictate.

Recall that this sector received a moderately high level of effective protection as mirrored

by the ERP estimates of about 40 percent for the electrical/electronics sector as a whole.

For the individual sectors, it was determined that the ERPs were the highest in the

household appliances sector (104.6 percent), the electrical machinery sector (78.29
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percent), and the communications equipment sector (70.96 percent). While a reduction

in nominal tariffs in these sectors will likely result in a decline in the level of protection,

the share of Indonesian imports of commodities in this group that come from its ASEAN

neighbors is not large. That is, although the nominal tariffs for intra-ASEAN imports of

goods in this sector will be reduced dramatically, falling from as high as 50 percent to

5 percent or less, Indonesia does not, in fact, import a substantial share of goods in these

sectors from its ASEAN neighbors.

Similarly, while the decrease in nominal rates of goods in the textiles and leather

goods sector resulting from the realization of the CEPT scheme is also marked, the

impacts on effective protection are less significant. For all of the sectors in this category,

average nominal tariffs are in the 20-35 percent range, with the exception of leather

tanneries and finishing. Hence, the reduction of tariffs to 5 percent or less due to the

CEPT is significant in terms of the tariff faced by Indonesian imports of textiles from its

ASEAN neighbors. But like the electronics/electrical sector, imports of products in the

textiles sector from the ASEANcountries represent only a small share of Indonesia's total

imports of these goods. In fact, a look at Table 6.4 reveals that less than 3 percent of

textile imports and 1 percent of leather goods imports to Indonesia corne from the other

ASEAN members. Thus, the impacts of the decline in nominal tariffs on intra-ASEAN

trade on effective protection for Indonesia is likely to be negligible.

However, it is interesting to note that textiles represent a significant share, of

Indonesian exports to ASEAN with more than 20 percent of total Indonesian textile

exports going to the region. Reduction in tariffs for intra-ASEAN trade of goods in this

sector is likely to benefit Indonesian producers in this sector to the extent that tariffs of
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textile goods are to be reduced by the other ASEAN members, and given the relatively

large share of Indonesian exports of textiles to the ASEAN states.

Perhaps the sector that will be most affected in terms of reductions in effective

protection as a result of the decline in nominal tariffs on intra-ASEAN trade is the

vegetable oils sector. Indonesian imports of vegetable oils from ASEAN represent 87.3

percent of imports of these products from the world. That is, the ASEAN market as a

source of the imports is very large. To this end, changes in the tariffs of intra-ASEAN

vegetable oil imports will have considerable impact. On the other hand, the average

nominal tariffs on goods in this sector are relatively low at 9.3 and 16.6 percent for the

import-weighted and unweighted averages. Nevertheless, a closer look at the

commodities in this sector shows that a majority of the vegetable oils are currently faced

with tariffs of 10-30 percent. Thus, despite the low average for the sector as a whole,

changes in the individual nominal tariffs on vegetable oils will have a noticeable impact.

Taking these considerations into account, it would appear that the CEPT fast-track

scheme will have a significant impact on reducing the effective rate of protection received

by this sector. As noted in the previous chapter, the vegetable oils sector receives

moderate levels of protection with ERP estimates of 48.02 and 19.61 percent for the

unweighted and import-weighted samples. Thus, it is conceivable that this sector may

receive very little protection with the implementation of the CEPT.

Although fertilizer imports from ASEAN represent more than 9 percent of total

Indonesian imports from the region, the CEPT scheme will have little impact on the

average tariffs of the fertilizers and pesticides sector for a number of reasons. First, the

tariffs on fertilizers are already low. Moreover, because the major input into this sector

is the output from the other mining and quarrying sector (for which the nominal tariff
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is not affected by the CEPT scheme), the effective level of protection afforded to this

sector will not be significantly influenced by the CEPTfast-track. Second, the significance

of fertilizers as a share of Indonesian exports from ASEAN and the world and as a share

of Indonesian imports from the world is low. Third, and perhaps most importantly, the

purchase, distribution, and sale of fertilizers are closely controlled by the government to

ensure adequate supply and a subsidy to farmers. Unless the non-trade barriers in this

sector are eliminated or eased, reductions in nominal tariffs alone will not affect the

levels of protection being granted to the sector.

Cement is another example of the CEPT fast-track having little impact in terms

of Indonesian imports for similar reasons. Not only is the import of cement from ASEAN

negligible in terms of the share of total Indonesian imports from the world and ASEAN,

but current MFN rates on cement products are already zero. However, the Indonesian

government is actively involved in the cement industry, and non-tariff barriers ro free

trade are not insignificant.

While the CEPT fast-track scheme will not have an impact on Indonesia's

structure of effective protection, it will have an impact on Indonesian exports of cement.

As noted in Table 6.3, more than one-half of Indonesia's cement exports are sent to the

other ASEAN members. This would suggest that with the reduction in tariffs to between

zero and 5 percent, Indonesian cement producers will benefit to the extent that the

nominal tariffs on cement imports are higher than 5 percent in the other ASEAN

countries.

In looking at the average tariffs of the chemicals sector, it would appear that the

impact of the CEPT fast-track scheme is likely to be marginal as the average tariffs are

already relatively low at 6-9 percent. However, the share of Indonesia's total chemicals
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imports from ASEAN is 19.7 percent; this high share combined with the fact that 11.2

percent of total chemical imports by Indonesia are from the ASEAN states suggest that

the CEPT will be felt in this sector. As the effective protection levels for this sector were

found to be already relatively low at 10-14 percent, the decrease in the level of protection

that is CEPT-induced is likely to be small.

Pharmaceuticals already face relatively low tariffs of 5 percent or less, and as

exports and imports of products in this sector are relatively small in relation to

Indonesia's total trade with the world and its ASEAN neighbors, no significant impact

on effective protection is expected as a result of the tariff reductions from the CEPT

scheme.

For plastics, the CEPT may have a noticeable impact on reducing the level of

effective protection. This sector is characterized by average nominal tariffs of 16-17

percent, and as a share of imports, plastic products are somewhat important in terms of

total Indonesian imports from ASEAN and in terms of the ratio of ASEAN to world

imports of these goods. Hence, Indonesian imports of plastic products from its ASEAN

neighbors are not only faced with tariffs in excess of 5 percent, but more than 12 percent

of Indonesia's imports of goods from this sector are from ASEAN. Although rubber

products have average nominal tariffs of about 20 percent, the importance of rubber

products in terms of Indonesia's imports from ASEAN and the world is very modest at

less than one percent. Thus, the CEPTscheme will not impact significantly on the levels

of protection for this sector. Taking the plastic and rubber products together (as these

products are consolidated in the input-output sectors and hence, in the ERP estimates

derived in the previous chapter), the ERP estimates of 86.6 and 49.4 percent that were
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derived for the rubber and plastic products sector are likely to fall with the

implementation of the CEPT.

The impact of the CEPT scheme on protection of ceramic and glass products is

likely to be marginal. Although average tariffs are positive and moderate, the shares of

ceramics and glass imports from ASEAN and the world are less than 2 percent.

However, the share of ceramics and glass imports that are from the ASEAN countries is

not insignificant at 8.8 percent. Thus, the effective levels of protection of 35-65 percent

that were found for the non-metallic minerals sector (of which ceramic and glass

products belong to) may decline slightly.

For wooden and rattan furniture, the implications of the CEPT scheme are

somewhat unclear due to the way in which the trade data for these products were

classified. In particular, the export and imports shares suggest that these products

represent a very minuscule portion of trade, accounting for less than one-quarter of one

percent. However, this may be due to the fact that the SITC Revision 1 data do not

classify furniture in a manner that is conducive to the matching of the HS classification

codes employed by Indonesia. That is, as was noted earlier, while furniture is a line item

specified in the SITC code system, the furniture category includes metal and plastic

furniture as well as wooden furniture. Hence, only other household articles made of

wood were included and the furniture sector as specified in the table may not include

all wooden furniture. The average nominal tariffs on products in this sector are 30

percent, while the ERPs derived indicated that this sector is very highly protected with

ERPs of close to or above 100 percent. Thus in reviewing the nominal and effective

tariffs alone, it would appear that the CEPT fast-track scheme will have Significant

impacts on the structure of protection. However, without more detailed data on the
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share of wooden furniture imports from ASEAN relative to the world, this outcome is

not conclusive.

Lastly, protection of the gems and jewelry sector which has the highest average

tariffs of 35-40 percent may be reduced by the CEPT fast-track program. Although the

level of aggregation derived for the ERP estimates does not allow a more detailed

analysis of the level of effective protection for this sector-gems and jewelry are

included in the other manufactured goods sector (sector 50)-given the high level of

nominal tariffs and the 10 percent share of Indonesian jewelry imports from ASEAN

relative to the world, the CEPT-induced reduction in tariffs is likely to be felt in this

sector, although the impacts are likely to be very small.

SUMMARY

The agreement of the ASEAN governments to establish the ASEAN Free Trade

Area within the next fifteen years is a bold step towards regional economic cooperation

among the member countries. The CEPT scheme which is the basis for the

implementation of AFTA calls for reductions in tariffs to zero and five percent, with an

accelerated timetable for items in fifteen product groups. However, the details on the

implementation of the scheme-including the specific items to be included and an

explicit timetable for the implementation of the tariff reductions-have not been spelled

out as yet. Each of the ASEAN countries have submitted proposals as to what should

and should not be included in the CEPT program to the ASEAN Secretariat. The task

of consolidating and presenting a list of products agreeable to all is a daunting one that

the ASEAN Secretariat is currently faced with.
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In this chapter, a list of items that may be considered for the CEPT scheme was

presented and the volume and flow of CEPT trade for ASEAN and Indonesia were

reviewed. Trade data under the SITC Revision 1 classification suggest that trade of the

fifteen products groups in the CEPTfast-track program is substantial, amounting to about

one-third of ASEAN's trade with the world and one-half of intra-ASEAN trade. Similar

shares were found for Indonesia's trade of the products in the fifteen groups. In terms

of the tariff data employed in this study, according to the criteria outlined in this study,

of the total 9,000+ line items reported in the Indonesian trade and tariff system, 3,092

product lines were included as being subject to tariff reductions to zero and 5 percent

under the CEPT fast-track scheme.

Given the volume of Indonesia's trade with ASEAN and the world of products

in the fifteen product groups, and the nominal and effective rates of protection that were

derived and discussed in the previous chapter, the impact of the tariff reductions

resulting from the implementation of the CEPT fast-track program on the structure of

protection could be made. For most product groups, the impact of the decline in nominal

tariffs to less than 5 percent on the effective structure of protection is likely to be small

as Indonesian trade in these products with its ASEAN members is not significant for

many product groups. In other cases, the nominal tariffs are already low so that further

reductions in MFN rates will not lead to significant declines in protection. In still other

sectors, the existing moderate or high levels of protection are primarily derived from

licensing arrangements, local content requirements, or some government involvement in

the industry which have a more significant effect on the level of protection than the MFN

rate. In these cases, reductions in MFN rates alone will do little to reduce protection.

Potential areas in which Indonesian is likely to benefit from the CEPT scheme are in the
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textiles and cement sectors. For both sectors, Indonesian value added in the output is

high (and hence the product will qualify for preferential rates under the CEPf scheme>

and ASEAN represents a substantial market for Indonesian exports. The reduction in

tariffs for intra-ASEAN trade will benefit Indonesian producers to the extent that the

current tariffs of the other ASEAN members are not already less than 5 percent.
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CHAPTER VII
CONCLUDING REMARKS AND SCOPE FOR FURTHER RESEARCH

The ERP estimates that were derived in this study generally support the

contention that protection of the Indonesian economy has declined in recent years. The

comparison of the derived ERP estimates from those obtained by Fane and Phillips (1991)

and Wymenga (1991) for 1987 and 1989 exhibit a steady declining trend in the level of

protection overall.

Other trends also appear to have been perpetuated, most notably the high level

of protection for import-eompeting vs. export-competing sectors. Whereas export-

competing sectors had a negative level of protection on average, import-eompeting

sectors enjoyed a positive and moderately high level of protection. Perhaps more

startling is the discover that while the level of protection has declined for the import-

competing sectors, the biasedness against the export-eompeting sectors has actually

increased since 1987. Thus it would appear that the gap between the two groups has in

fact widened in recent years.

This trend in ERPs appears to contradict with the desire of the Indonesian

government to expand exports, particularly exports of non-oil manufactured products.

The high levels of protection for import-competing sectors allows domestic producers

higher profit margins in the domestic market; more importantly from an efficiency

standpoint, domestic producers have little incentive to employ the most efficient

technologies and streamline their activities to maximize productivity of existing labor and

equipment since competition, especially foreign competition which may have different

and new technologies and processes which domestic producers may eventually benefit

from, is limited.
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Largely reflecting Indonesia's historical reliance on exports of primary

commodities, the different levels of protection between the agricultural and

manufacturing sectors mirror that of the export- and import-competing sectors. Despite

the assistance provided to farmers in the form of concessional credit and subsidized

irrigation facilities, as well as the large government involvement in the purchase (and

import), distribution, and marketing of fertilizers, agricultural activities as a whole

continue to receive low or negative levels of protection. However, the protection levels

vary widely across different agricultural commodities. Irnport-eompeting agricultural

products such as maize, for example, receive relatively high levels of protection (for

maize, it is in excess of 50 percent). Export-competing agricultural products such as

coffee, coconut, and rubber, on the other hand, tend to have negative or very low levels

of protection.

Examination of past ERP estimates for the agricultural sector indicate that the

recent trade liberalization has not impacted greatly on the sector. Between 1987 and

1989, the average ERP for agriculture declined somewhat but has not fallen since then.

Protection of the manufacturing sector as a whole has declined over the recent

past, falling from 80 percent in 1987 to about 60 percent in 1989, and 3~ percent in

1992. Nevertheless, the highest levels of protection occur in several manufacturing

industries, most notably the motor vehicles and motorcycles sectors. ERPs in excess of

600 percent were found for both of these sectors, a finding that was similarly derived

from previous studies. Thus for these sectors, the trade reforms have had little impact

on reducing protection (though very recently the Indonesian government has lifted the

bans on imports of motor vehicles and replaced them with very high tariffs).
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Of particular interest is the ERPs derived for the manufactured wood products

sectors. Due to the nature of the existing regulations, i.e., the export ban on raw,

unprocessed logs, and the licensing arrangements which require log concessionaires to

have a contract or working relationship with a saw mill or plywood manufacturer, a

highly skewed incentive structure has emerged with respect to both the efficient use of

the forests and promotion of high value added manufactured goods. In particular, the

export ban limits the sale of logs by concessionaires to only the domestic market, thereby

artificially depressing log prices within Indonesia below their world market levels. Thus,

the artificially depressed log prices imply a low per unit profit margin for the timber

concessionaires. However, the second restriction-i.e., that each timber concessionaire

must have direct access to log-processing facilities-implies a certain degree of vertical

integration between the loggers and plywood makers such that the profit margin of the

overall activity, including the processing of the logs by the plywood producer, rather

than only the timber concessionaire is positive and high. These factors constitute a

subsidy to plywood manufacturing, and more timber resources would flow into the

manufacture of plywood than would occur in the absence of this subsidy. This may have

implications for economists and other individuals concerned with the level of

deforestation of Indonesia's tropical rain forests if in the absence of the distortions, the

rate of deforestation would be reduced.

Even if the rate of deforestation is not affected, there remains distortions in the

incentive structure which does not allow Indonesia to capture the full "true" value of its

forest resources. Not only are the prices paid by plywood manufacturers for logs only

a fraction of their "true" value in world markets, but the differences in the quality of the

various wood species are not reflected in these prices faced by the plywood makers.
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That is, common white-barked trees are valued at the same prices as higher-valued

woods such as mahogany and teak. Consequently, teak and mahogany woods have been

used as inputs into the production of commodity-grade plywood. Thus, Indonesia is not

reaping the full benefits of its forest resources as higher-valued wood is being treated

equally with more common wood species. Reforms in this sector could start with

addressing this price distortion which generates a skewed incentive structure in the use

of Indonesia's forest resources.

In the short run, protection of manufacturing sectors can boost the initial

development and growth of domestic manufacturers (i.e., the infant industry argument>.

However, as has been shown in this study, the protection varies across sectors; thus, care

must be taken in correctly assessing the implications of the differing degrees of

protection.

In the long run, the high levels of protection to the manufacturing sectors will

eventually lead to limited growth as output from domestic producers saturate the

domestic market. Once this point is reached, further expansion will need to come from

exports of these goods. With the high levels of protection, however, there is little

incentive for domestic producers to become more efficient and compete in international

markets where no such protection exists. Thus in the long run, Indonesia must be careful

of the consequences of this protectionist structure of tariffs and trade regulations.

THE ROAD A.l-J:EAD

From the results of this study, it is clear that a greater understanding of the

structure of protection that goes beyond analysis of nominal tariff rates can be obtained

from estimating effective rates of protection. Incorporated into the calculations are the
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tariffs on inputs to a particular product, as well as estimates of the impact of other non

tariff elements on the "true" price faced by consumers for imports of a product.

However, as was noted in Chapter III, application of the ERP theory is based on

several assumptions that may not hold. For example, the assumption of an infinitely

elastic supply of non-tradeable inputs implies that demand for these inputs will not be

accompanied by an increase in their cost. In the very short run and in cases where tariff

reductions are being considered across a significant number of items, this assumption

may be critical. In addition, the assumption of fixed input-output coefficients implies an

elasticity of substitution of zero, though there is no a priori reason to assume or not

assume such a production function.

However, other studies have worked on relaxing these assumptions and therefore,

the limitations imposed in the assumptions presented in Chapter II are those of this

particular study which employed the basic ERPmodel. To this end, further work can be

done on the impacts on the structure of protection once substitution among inputs is

allowed. One way of looking at this problem would be to consider how allowing a for

different sets of input-output coefficients would affect the structure of protection, i.e., the

ERPrankings. It is hoped that at the close of 1993, the much-awaited input-output tables

for 1990 will be released and estimates of the ERPs can be updated. The two sets of

ERPs can then be compared with one another to see the impacts of the different input

output coefficients.

A more important drawback to this exercise is that while the ERP rankings

suggest where resources will tend to be pulled, the magnitudes of these resource flows

are not determinable from the methodology employed. That is, the employment impacts

of the resource pulls would be of great interest to Indonesian policymakers who are
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currently faced with a rising problem of keeping their growing labor force employed.

However, to derive a quantitative estimate of the impacts on resource flows that result

from the structure of protection would require an enormous amount of data. In addition

to the data on tariffs, trade, and input-output coefficients that were used in this study,

information on specific production functions and exchange rate movements would need

to be obtained. To assess the general equilibrium impacts, elasticities of demand and

supply would also be necessary for the different sectors in the economy as well as that

of other foreign markets interacting with the country.

Before proceeding to construct a computable general equilibrium model to

estimate the quantitative impacts of the existing structure of protection on resource flows,

however, more work on the relevant elasticities and production functions would appear

to be a first step in this direction. The world economy and technologies have changed

rapidly in the past decade, making elasticity estimates and production functions derived

in the 1980s obsolete. More updated research in this area would fill a lacuna in this field,

particularly for studies focused on developing countries such as Indonesia which have

witnessed dramatic changes in its economic structure and growth, and domestic and

trade policies in the past ten or so years.

Another area which would be of great interest to Indonesian government officials

and policymakers is the manufactured wood products sector. Although there is some

evidence of differential prices for log inputs between plywood manufacturers and other

wood-using sectors, data on this kind of information has not been gathered (at least to

my knowledge). In addition, the actual use of different species of logs in the

manufacture of plywood, including high-quality woods such as mahogany and teak, is

Widely acknowledged: however, a quantitative estimate of the extent to which this occurs
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is not available. A more-focused sectoral study on this topic would be of great interest

not only to economists interested in environmental issues, but economists interested in

maximizing efficiency.

This study concludes in the same way as do most studies, i.e., with results that

lead to more questions to be answered. It is hoped that the results presented in this

paper will provide a greater understanding of the Indonesian trading environment and

suggest logical directions as to where further work is needed.
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Appendix A
Detailed Description of Adjustments to Nominal Tariffs by Sector

In this appendix, adjustments to the nominal tariffs for other sectors which were

not very large or which did not have significant impact on the average tariff for the

sector are described in greater detail.

I

Vegetables and fruits (sector 5)

With the exception of garlic, imports of fresh vegetables are free from licensing

restrictions. However, imports of fresh and dried fruits are only allowed by approved

government-owned enterprises through restrictive licensing arrangements. Nevertheless,

as noted by the GAIT study, tariffs have been the binding constraint on fruit imports

(GATT 1991). Hence, although the coverage of the licensing scheme was relatively high

in this sector, no adjustments were made to the nominal rate of protection for products

in this sector.

The maximum tariff in this sector is 30 percent and the lowest tariff is zero. The

standard deviation of the tariffs is 14.11. The unweighted average tariffs for all items in

this sector is 14.85, while the import-weighted average tariffs is slightly lower at 8.31.

Pepper and nutmeg (sector 15)

In addition to tariffs, trade of pepper is affected by an export tax of 10 percent.

To reflect this, the nominal rates of protection for pepper and pepper products (i.e., HS

0709.600.200, and all items under HS 0904.11 and HS 0904.20) were adjusted by -10

percent. With the adjustments for the export tax, the unweighted average tariff is 17.5
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percent and the import-weighted tariff is 19.67 percent. The tariffs range from 0-30

percent and the standard deviation of tariffs for items in this sector is 16.39.

Slaughtering (sector 19)

An export tax of 20 percent on hides and skins of bovine animals and sheep

implies negative protection to this sector. Taking this into account, the nominal rate of

protection for such products (all items under HS 4101 and 4102) are revised downwards

by the rate of the export tax. As a result, the adjusted nominal tariff is -20.0 percent for

both the unweighted and import-weighted average.

Other forest products and hunting (sector 22)

An export tax of 20 percent is assessed on exports of hides and skins of forest

animals including snakes, deer, and goat. Reducing the MFN rate by the amount of the

tax for these products (all items falling under HS 413 and 4301) results in negative values

for the average unweighted tariff (at -6.54 percent) and import-weighted tariff (at -19.22

percent). The level of dispersion is relatively large at 11.33.

Coal and metal ore mining (sector 24)

As was noted in the introductory chapter, Indonesia is abundant in minerals and

metal ores and is in fact a significant producer and exporter of a number of metal ores.

An export tax of 10 percent is levied on a number of products from this sector including

iron ore (HS 2601.11.000 and 2601.12.000), copper ore (HS 2603.00.000), lead ore (HS

2607.00.000), tin ore (HS 2609.00.000), and silver are (HS 2616.10.000). In addition,

exports of gold, silver, and tin are regulated through licensing arrangements. Both the
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export tax and regulation of exports implies negative protection for activities in this

sector. As the impacts of the licensing arrangem~nts could not be quantified, and

estimates of the impacts could not be found, only the value of the export tax was used

in adjusting the nominal rates of protection. Hence, the ERPs estimated from these

values would understate the negative level of protection to the producers in this sector,

as well as the positive level of effective protection to downstream users of these ores.

As a result of the corrections to the reported nominal tariffs, the tariffs ranged

from 5 percent to -10percent, with a standard deviation of4.88. The unweighted average

tariff is 1.96 percent and the import-weighted average tariff is -1.58 percent.

Manufacture of vegetable and animal oils and fat (sector 28)

An import surcharge of 35 percent raises the nominal tariff on oil cake and other

solid residues (HS 2304.00.000) to 40 percent. No other adjustments were made in this

sector.

The tariffs range from Q-4O percent, with a standard deviation of 8.43. The

unweighted and import-weighted average tariffs are 16.57and 9.27 percent, respectively.

Manufacture of other food products (sector 32)

Import surcharges of 5 percent are assessed on feed for shrimps (HS 2309.90.215,

2309.90.223, and 2309.90.291). As only three line items in this sector (which had a total

of 137 line items) were affected by surcharges, the unweighted and import-weighted

average tariffs increased marginally to 20.77 and 10.14 percent, respectively. The

standard deviation of tariffs is 13.10.
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Manufacture of beverages (sector 33)

Compound alcoholic preparations used in the production of beverages

(HS 2204.21.910, 2204.21.990, 2204.29.910, and 2204.29.990) are assessed an import

surcharge of 10 percent. A 20 percent surcharge is assessed on other fermented

beverages (HS 2206.00.900).

Tariffs in this sector range from a high of 50 percent to a low of zero. The

unweighted average tariff is 34.74percent and the import-weighted average tariff is 21.73

percent.

Yarn spinning (sector 35)

A 10 percent import surcharge on rubber thread and cord, textile covered

(HS 5604.10.000), and silver, rovings, yarn and chopped strands (HS 7019.10.000) raise

the maximum tariff rate for items in this sector to 30 percent. The unweighted average

tariff is 13.64 percent, the import-weighted average tariff is 14.06 percent, and the

standard deviation of the tariffs is 4.84.

Weaving mills (sector 36-76)

Although the tariffs on items in this sector range from a low of 5 percent to a high

of 40 percent, the level of dispersion is relatively low at 4.97 suggesting that most of the

tariffs range within 5 percentage points of the mean which is 28.30 percent (the

un weighted average tariff; the import-weighted average tariff is almost identical at 28.29

percent). A 10 percent import surcharge is assessed on one item in this sector, plain

woven fabrics of jute or other textile fibers of a width not exceeding 75 centimeters (HS

5310.10.110).
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Manufacture of fertilizers and pesticides (sector 39)

Including the import surcharges of 5 and 10 percent on certain herbicides

(HS 3808.30.111,3808.30.112,3808.30.919, and 3808.30.999), the tariffs in this sector range

from a high of 35 percent to zero. The unweighted average tariff is 9.30 percent; the

import-weighted average tariff is 0.95 percent.

Manufacture of chemicals (sector 40)

The chemicals sector is among the most affected by import surcharges in terms

of number of line items subject to a surcharge. An import surcharge of 5 percent is

assessed on 26 chemical products, a 10 percent surcharge applies to 53 line items, and a

15 percent surcharge is assessed on 3 line items. The impact of the surcharges is

relatively small, however, as the number of product lines in this sector is more than

1,200.

The tariffs range from zero to 50 percent, with a standard deviation of 11.12. The

unweighted average tariff is 10.54percent, and the import-weighted average tariff is 6.48

percent.

Petroleum refinery and manufacture of liquified natural gas (sector 41)

In this sector, only the tariff on white carbon (HS3812.30.100) is adjusted to reflect

the assessment of an import surcharge of 5 percent. More importantly, however, the

nominal tariff rate differs from the input tariff because of the subsidy given by the

government to users of these types of energy. To reflect the subsidy, all line items were

adjusted by -50 percent. Hence, the input nominal tariff rates for this sector that are to

be used in the analysis of effective protection is -44.31 and -44.99 percent for the
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unweighted and import-weighted average tariff, respectively. The nominal rates for the

outputs of this sector are 5.60 and 5.01 percent.

Manufacture of rubber and plastic wares (sector 42)

Import surcharges ranging from 5 to 25 percent were assessed 21 products in this

sector. The maximum tariff is 40 percent and the minimum tariff is zero. After taking

these surcharges, the average tariffs derived for sector 42 were 20.11 percent

(unweighted) and 16.68 (import-weighted) percent.

Manufacture of non-metallic mineral products (sector 43)

Tariffs in this sector range from a high of 50 percent to a low of zero. The

unweighted average tariff for this sector is 26.03 percent, while the import-weighted

average tariff is 13.03 percent. Three line items (HS 7019.31.000, 7019.39.000, and

7019.90.100) were assessed an import surcharge of 10 percent.

Manufacture of basic iron and steel (sector 45)

Import surcharges of 5.0, 7.5, and 10.0 percent are assessed on 90 product lines

in this sector. Inclusive of these surcharges, the tariffs in this sector range from zero to

40 percent. The unweighted average tariff is 13.03 percent, and the import-weighted

average tariff is 12.93 percent.

Manufacture of non-ferrous basic metals (sector 46)

Import surcharges of 5 percent are assessed on 5 product lines in this sector, and

of 10 percent on one product line. Nominal tariffs inclusive of these surcharges range
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from zero to 40 percent, with unweighted and import-weighted average tariffs of 12.27

and 7.14 percent, respectively.

Manufacture of fabricated metal products (sector 47)

Of the 392 product lines in this sector, 9 items are subject to an import surcharge

of 5 percent; 6 items are subject to a surcharge of 10 percent; and 1 item is assessed a

surcharge of 15 percent. Inclusive of surcharges, tariffs in this sector range from a

maximum of 60 percent to a minimum of zero. The unweighted and import-weighted

average tariffs are 21.54 and 14.63 percent.

Manufacture of other products, not elsewhere classified (sector 50)

Only one item in this sector, medical furniture (HS 9402.90.000), is assessed an

import surcharge. Incorporating this into the derivation of the average tariff for the

sector, the unweighted and import-weighted average tariffs are 23.23and 12.56 percent.

The dispersion of tariffs is not very high with tariffs ranging from zero to 60 percent, and

having a standard deviation of 14.53.
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Appendix B
Description of Tariffs of the Tradeable Goods Sectors

Unweighted Tariffs" Import-weighted Tariffs"

Imp. Sur. Nontariff Imp. Sur. Nontariff Max. Min. Std.
Sector MFN Exp. Tax Barriers MFN Exp. Tax Barriers Tariff Tariff Dev.

1 0.00 0.00 -5.00 0.00 0.00 -5.00 0 -5 0.00
4 7.50 7.50 7.50 1.40 1.40 1.40 30 0 12.99
5 14.85 14.85 14.85 8.31 8.31 8.31 30 0 14.11....

tj 6 1.82 1.82 15.45 1.49 1.49 20.95 30 0 25.00
7 7.50 7.50 -17.50 0.17 0.17 -20.00 -5 -20 5.59
8 0.00 0.00 14.00 0.00 0.00 14.00 14 14 0.00
9 1.67 1.67 1.67 0.03 0.03 0.03 5 0 2.36
10 10.00 10.00 10.00 10.00 10.00 10.00 10 10 0.00
11 15.00 15.00 15.00 15.00 15.00 15.00 15 15 0.00
12 0.00 0.00 0.00 0.00 0.00 0.00 0 0 0.00
13 12.00 12.00 12.00 24.97 24.97 24.97 30 0 14.70
14 5.00 5.00 5.00 5.00 5.00 5.00 5 5 0.00
15 22.50 17.50 17.50 29.66 19.67 19.67 30 -10 16.39
16 9.30 9.30 9.30 5.46 5.46 5.46 30 0 9.80
17 3.82 3.82 3.82 0.13 0.13 0.13 40 0 9:15
18 1.90 3.10 3.57 0.06 0.06 0.07 50 0 10.71
19 0.00 -20.00 -20.00 0.00 -20.00 -20.00 -20 -20 0.00
20 2.50 2.50 2.50 0.13 0.13 0.13 20 0 6.61
21 10.16 10.16 -19.05 2.06 2.06 1.78 15 -30 18.10
22 8.08 -6.54 -6.54 0.35 -19.22 -19.22 10 -20 11.33



Appendix B <Continued)
Description of Tariffs of the Tradeable Goods Sectors

Unweighted Tariffs" Import-weighted Tariffs"

-

Imp. Sur. Nontariff Imp. Sur. Nontariff Max. Min. Std.
Sector MFN Exp. Tax Barriers MFN Exp. Tax Barriers Tariff Tariff Dev.

23 20.91 20.91 20.91 21.25 21.25 21.25 30 0 10.62
24 . 4.11 1.96 1.96 0.46 -1.58 -1.58 5 -10 4.88
25 3.33 3.33 3.33 0.00 0.00 0.00 5 0 2.36....
26 6.25 6.25 6.25 1.89 1.89 0(j 1.89 30 7.06
27 27.55 27.58 28.97 13.11 13.11 24.45 73 0 12.90
28 16.16 16.57 16.57 8.45 9.27 9.27 40 0 8.43
29 6.67 6.67 6.67 0.29 0.29 0.29 10 0 4.71
30 20.63 20.77 24.30 8.63 8.63 30.45 55 0 13.77
31 12.84 12.84 32.16 10.13 10.13 54.67 75 5 25.22
32 20.66 20.77 20.77 10.06 10.14 10.14 40 0 13.10
33 33.68 34.74 34.74 21.06 21.73 21.73 50 0 13.65
34 26.92 33.08 35.38 15.77 16.22 16.73 60 5 15.12
35 13.55 13.64 13.64 13.89 14.06 14.06 30 0 4.84
36-76 28.29 28.30 28.30 28.27 28.29 28.29 40 5 4.97
36-77 27.50 27.50 27.50 16.61 16.61 16.61 40 0 9.88
36-78 28.29 28.29 29.28 29.90 29.90 29.90 40 25 2.60
36-79 36.15 36.15 36.15 35.52 35.52 35.52 40 5 5.77
36-80 24.28 24.28 24.28 12.75 12.75 12.75 40 5 12.02
36-81 19.65 19.65 19.65 23.98 23.98 23.98 35 5 11.12
36-82 6.81 6.81 6.81 0.55 0.55 0.55 40 0 10.48



Appendix B (continued)
Description of Tariffs of the Tradeable Goods Sectors

Unweighted Tariffs" Import-weighted Tariffs"

Imp. Sur. Nontariff Imp. Sur. Nontariff Max. Min. Std.
Sector MFN Exp. Tax Barriers MFN Exp. Tax Barriers Tariff Tariff Dev.

36-83 33.49 33.49 33.49 20.17 20.17 20.17 40 0 10.32
37-84 9.22 9.22 9.22 1.17 1.17 1.17 20 0 8.66
37-85 25.79 25.79 25.79 20.97 20.97 20.97 30 15 5.68

~ 37-86 25.00 25.00 25.00 39.11 39.11 39.11 40 15 6.85
~

37-87 33.33 33.33 33.33 38.90 38.90 38.90 40 20 5.77
37-88 20.29 20.29 20.29 15.63 15.63 15.63 30 0 11.58
37-89 30.00 30.00 30.00 30.00 30.00 30.00 30 30 0.00
38 21.63 21.63 21.63 9.95 10.20 10.20 40 0 12.28
39 8.67 9.30 9.30 0.93 0.95 0.95 35 0 13.11
40 9.97 10.54 10.54 6.21 6.48 6.48 50 0 11.12
41 5.60 5.60 5.60 5.01 5.01 5.01 20 0 3.09
42 19.71 20.11 20.11 14.84 16.68 16.68 40 0 14.60
43 25.94 26.03 26.03 14.60 13.03 13.03 50 0 15.16
44 1.47 1.47 4.41 1.19 1.19 1.95 5 0 1.61
45 11.57 13.03 13.03 10.62 12.93 12.93 40 0 10.81
46 12.16 12.27 12.27 7.10 7.14 7.14 40 0 10.52
47 21.24 21.54 21.54 14.15 14.63 14.63 60 0 13.24
48-120 1.52 13.55 13.55 11.34 11.39 11.39 50 0 10.98
48-120 C 8.46 8.46 8.46 8.68 8.68 8.68 40 0 9.10
48-120 F 15.38 15.42 15.42 12.20 12.27 12.27 50 0 11.02



Appendix B (continued)
Description of Tariffs of the Tradeable Goods Sectors

Unweighted Tariffsa Import-weighted Tariffsa

Imp. Sur. Nontariff Imp. Sur. Nontariff Max. Min. Std.
Sector MFN Exp. Tax Barriers MFN Exp. Tax Barriers Tariff Tariff Dev.

48-121 19.33 19.33 19.33 14.60 14.60 14.60 50 0 13.98
48-121 C 9.29 9.29 9.29 16.22 16.22 16.22 40 0 10.36
48·121 F 23.19 23.19 23.19 14.23 14.23 14.23 50 0 13.25

.....
48-122 18.96 18.96 18.96 15.87 15.87 15.87 40 0 15.01til
48-122 C 7.50 7.50 7.50 1.94 1.94 1.94 40 0 12.55
48-122 F 23.70 23.70 23.70 22.21 22.21 22.21 40 0 13.29
48-123 29.13 29.13 29.13 25.80 25.80 25.80 40 0 7.75
48-123 C 22.86 22.86 22.86 14.48 14.48 14.48 30 0 10.30
48-123 F 31.88 31.88 31.88 31.65 31.65 31.65 40 30 3.90
48-124 15.75 15.75 15.75 17.74 17.74 17.74 40 0 14.00
48-124 C 8.93 8.93 8.93 6.54 6.54 6.54 40 0 10.92
48-124 F 21.51 21.51 21.51 24.92 24.92 24.92 40 0 13.73
48-125 21.43 21.43 21.43 9.92 9.92 9.92 30 0 13.55
49-126 5.11 5.11 5.11 1.17 1.17 1.17 40 0 10.71
49-126 C 2.50 2.50 2.50 7.56 7.56 7.56 10 0 4.33
49-126 F 6.03 6.03 6.03 0.81 0.81 0.81 40 0 12.05
49-127 1.05 1.05 1.05 0.42 0.42 0.42 10 0 2.34
49-127 C 0.00 0.00 0.00 0.00 0.00 0.00 0 0 0.00
49-127 F 2.22 2.22 2.22 0.49 0.49 0.49 10 0 2.99
49-128 51.30 51.30 51.30 33.92 33.92 33.92 200 0 59.09



Appendix B (continued)
Description of Tariffs of the Tradeable Goods Sectors

Unweighted Tariffs" Import-weighted Tariffs"

Imp. Sur. Nontariff Imp. Sur. Nontariff Max. Min. Std.
Sector MFN Exp. Tax Barriers MFN Exp. Tax Barriers Tariff Tariff Dev.

49-128 C 48.15 48.15 48.15 36.85 36.85 36.85 100 0 41.20
49-128 F 54.86 54.86 54.86 11.59 11.59 11.59 200 5 74.19
49-129 62.80 62.80 62.80 4.10 4.10 4.10 100 0 40.50... 49-129 C 31.25 31.25 31.25 4.09 4.09 4.09 50 0 14.52

~
49-129 F 77.65 77.65 77.65 30.74 30.74 30.74 100 5 40.30
49-130 16.67 16.67 16.67 5.36 5.36 5.36 50 0 18.76
49-130 C 7.58 7.58 7.58 2.70 2.70 2.70 40 0 11.76
49-130 F 36.72 36.72 36.72 28.69 28.69 28.69 50 0 15.44
49-131 0.75 0.75 0.75 0.02 0.02 0.02 5 0 1.79
49-131 C 0.97 0.97 0.97 0.09 0.09 0.09 5 0 1.98
49-131 F 0.00 0.00 0.00 0.00 0.00 0.00 0 0 0.00
50 23.21 23.23 23.23 12.54 12.56 12.56 60 0 14.53
51 2.50 2.50 2.50 0.42 0.42 0.42 5 0 2.50
53 16.00 16.00 16.00 7.99 7.99 7.99 40 0 14.97
65 24.40 24.40 24.40 27.74 27.74 27.74 40 0 10.98

Note: a. For sector 30, the output NRP differs from the input NRP. In particular, for the output NRP, the values are
18.45 and -5.77 for the unweighted and import-weighted tariffs, respectively, with a standard deviation of 17.13.
For sector 41, the input NRP differs from the output NRP. In particular, for the input NRP, the values are -44.31
and -44.91 for the unweighted and import-weighted tariffs, respectively, with a standard deviation of 3.40.



Appendix C
Effective Rates of Protection

Derived from Previous Studies

Fane and Wymenga,
Sector Phillips, 1987 1989

1 Paddy (I) 24.1 24.1
2 Maize (I) 24.5 24.5
3 Other cereals (I) 8.8 8.8
4 Handpounded rice (I) 10.7 10.7
5 Cassava (E) 0.9 0.9
6 Other tubers (I) 35.1 35.1
7 Dried cassave (E) -1.1 -1.1
8 Peanuts (I) 63.2 42.8
9 Soybeans (I) 100.6 100.6
10 Other beans (I) 53.1 49.8
11 Vegetables (I) 28.4 28.4
12 Fruit (I) 30.9 27.6
13 Rubber (E) 4.7 4.7
14 Sugarcane (I) 89.5 44.5
15 Brown sugar (I) 68.2 105.1
16 Coconuts (E) 3.2 3.2
17 Coconut oil (E) -2.1 -2.0
18 Palm oil (E) 8.9 8.9
19 Other fiber crops (I) 18.8 6.9
20 Tobacco (I) 36.0 35.9
21 Coffee (E) 2.0 2.0
22 Tea (E) 2.1 2.1
23 Cloves (I) 8.2 8.3
24 Pepper (E) -4.4 -4.4
25 Nutmeg (E) -19.1 -12.2
26 Other estate crops (E) 4.7 -0.4
27 Other crops (I) 15.2 7.4
28 Livestock (1) 15.9 16.7
29 Slaughtering (I) 69.6 114.9
30 Milk livestock (I) 600.0 600.0
31 Poultry (I) 28.6 20.6
32 Other livestock products (I) 27.0 18.5
33 Wood and bamboo (E) -21.2 -42.0
34 Other forest prod. (E) -15.1 -40.4
36 Marine fish, etc. (E) -1.3 22.3
37 Freshwater fish, etc. (I) 33.9 34.3
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Sector

Appendix C (continued)
Effective Rates of Protection

Derived from Previous Studies

Fane and Wymenga,
Phillips, 1987 1989

38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57
58
59
60
61
62
63
64
65
66
67
68
69
70
71
72
73

Dried smoked fish (I) 33.7
Coal (I) 1.1
Crude oil and gas (E) -0.8
Iron sands (I) -21.6
Tin ore (E) -18.3
Nickel (E) -18.5
Bauxite (I) -1.4
Copper (E) -17.1
Gold and silver (E) -7.2
Other metal ores (E) -3.9
Chern. and fertilizer ores (I) -1.0
Salt (I) -3.8
Asphalt (I) 4.4
Quarrying (I) 10.7
Processed meat (I) 600.0
Milk products (I) 600.0
Prcessed veg. and fruit (I) -20.6
Processed fish (I) 600.0
Refined veg. and animal oil (E)-3.6
Milled polished rice (I) 13.1
Other milled cereals (I) -19.3
Wheat flours (I) 600.0
Other flours (I) 89.9
Bread and bakery products (ln07.7
Noodles, etc. m 51.8
Sugar m 600.0
Chaco and confectionery m 140.1
Syrup (I) 8.8
Ground coffee (I) 176.6
Processed tea (E) -3.2
Processed soybean (I) -37.6
Other foods (I) 62.5
Animal feeds ill 48.0
Alcoholic beverages (I) 115.4
Non-alcoholic beverages (I) 85.9
Cigarettes (I) 600.0
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30.9
1.0

-0.8
-21.7
-18.1
-4.1
-1.4

-17.1
-7.2
-3.9
-1.0
-2.6
4.4

10.7
600.0
16.9
8.2

573.7
-3.6
13.1

-19.6
600.0
600.0
372.9
245.3
246.8
600.0
89.3

176.9
-2.6
8.7

105.5
29.9
88.7

600.0
600.0



Sector

Appendix C (continued)
Effective Rates of Protection

Derived from Previous Studies

Fane and Wymenga,
Phillips, 1987 1989

74 Other processed tobacco (I) 29.8 12.9
75 Spinning (I) 120.1 57.8
76 Weaving (I) 195.3 217.3
77 Textile goods not apparel (I) 94.5 84.9
78 Knitting (I) 24.9 3.5
79 Wearing apparel (I) 39.1 16.5
80 Carpets and rope (I) 44.1 50.6
81 Other textiles (I) -8.6 6.8
82 Leather (E) 4.0 -71.0
83 Footwear (I) 583.4 600.0
84 Sawn, processed wood (E) -13.4 -44.9
85 Plywood (E) 21.5 25.2
86 Wooden building materials (1)177.4 506.2
87 Furniture (I) 430.8 600.0
89 Other wood products (I) 64.3 180.5
89 Woven goods, not plastic (I) 127.6 64.9
90 Paper and paperboard (I) 599.5 73.3
91 Paper and paperboard prod. 0>14.9 69.9
92 Printing and publishing (I) -16.5 -6.6
93 Basic chemicals (I) 8.3 6.4
94 Fertilizers and pesticides (I) 77.2 19.1
95 Plastic resins and fibers (I) 55.5 14.9
96 Paints and lacquers (I) 86.7 282.0
97 Medicine (I) 56.0 59.9
98 Cleaning mat. and cosmetics (113.8 431.2
99 Other chemical products (I) 30.7 43.3
101 Oil refining (E) -2.2 -2.1
102 Liquified natural gas (E) -0.5 -0.5
103 Coal products (I) -12.4 2.9
104 Smoked remilled rubber (E) -3.3 -2.9
105 Tires (I) 600.0 600.0
106 Other rubber products (I) 124.9 203.4
107 Plastic ware (I) 103.1 516.5
108 Ceramics and earthenware (1)600.0 444.8
109 Glass and glassware (I) 139.1 165.4
110 Structural clay products (I) 90.6 63.2
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Sector

Appendix C (continued)
Effective Rates of Protection

Derived from Previous Studies

Fane and Wymenga,
Phillips, 1987 1989

111 Cement and limestone (I) 169.9 155.0
112 Other non-metallic products (1)47.6 62.7
113 Basic iron and steel (I) 21.5 21.2
114 Non-ferrous basic metals (I) 5.7 0.0
115 Kitchenware (I) 199.0 191.1
116 Agr. tools and cutlery (I) 89.3 153.2
117 Metal furniture (I) 142.5 110.0
118 Structural metal products (I) 106.1 124.3
119 Other metal products (I) 34.5 55.5
120 Non-electrical machinery (I) 166.5 138.4
121 Electrical machinery (I) 151.9 366.5
122 Communications electronics (1)92.5 163.9
123 Household electrical app. (I) 600.0 362.7
124 Other elec. appliances (I) 72.4 69.5
125 Batteries (I) 600.0 600.0
126 Shipbuilding (I) 6.1 -8.6
128 Motor vehicles (I) 498.7 600.0
129 Motorcycles (I) 600.0 600.0
130 Other transport equipment (1)111.2 80.8
132 Scientific equip., etc. (I) 8.9 31.1
133 Optical and photo. equip. (I) 29.5 28.7
134 Watches and clocks (I) 17.3 34.8
135 Jewelry m 122.2 30.2
136 Musical instruments m 135.8 127.2
137 Sports equipment (I) 76.9 206.9
138 Other manufacturing (I) 146.5 82.6
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Appendix D
Imports and Exports of the Fast-Track CEPT Products to and from ASEAN and the World (US$ thousand)

Malaysia, Exports As a % of
total trade

Indo- Philip- Sing- Thai- with with
Commodity nesia pines apore land ASEAN World ASEAN World

Vegetable oils 14,960 714 264,182 1,269 281,125 1,858,643 3.89 5.42
Cement 129 73 4,466 27,798 32,466 39,879 0.45 0.12
Chemicals 24,709 11,407 64,325 12,522 112,963 318,959 1.56 0.93....
Pharmaceuticals 612 955 13,923 1,295 16,785 43,779 0.23 0.1300....
Fertilizers 1,426 5,368 2,252 26,656 35,702 79,816 0.49 0.23
Plastics 1,582 794 40,475 5,611 48,462 79,144 0.67 0.23
Rubber products 2,054 3,388 22,921 4,048 32,411 254,249 0.45 0.74
Leather products 143 626 2,965 24 3,758 10,105 0.05 0.03
Pulp 1,467 88 70,334 5,867 77,756 159,970 1.08 0.47
Textiles 3,777 18,720 92,040 5,887 120,424 453,515 1.67 1.32
Ceramics and glass 2,755 5,788 67,121 2,191 77,855 195,882 1.08 0.57
Electronics 9,521 52,411 2,387,681 115,239 2,564,852 9,505,154 35.47 27.71
Wooden and rattan furniture 25 2 1,221 242 1,490 22,212 0.02 0.06
Jewelry 81 0 365,929 16 366,026 524,032 5.06 1.53
Copper cathodes 151 0 3,494 834 4,479 9,431 0.06 0.03

Total CEPT products 63,392 100,334 3,403,329 209,499 3,776,554 13,554,770 52.23 39.52
(as a % of total exports) 12.60 30.44 42.58 19.16 52.23 39.52



Appendix D (continued)
Imports and Exports of the Fast-Track CEPT Products to and from ASEAN and the World (US$ thousand)

Malaysia, Imports As a % of
total trade

Indo- Philip- Sing- Thai- with with
Commodity nesia pines apore land ASEAN World ASEAN World

Vegetable oils 82,096 6,745 5,808 218 94,867 136,113 1.48 0.39
Cement 5,383 0 6,080 1 11,464 40,662 0.18 0.12
Chemicals 11,852 830 123,145 22,505 158,332 1,204,671 2.47 3.42... Pharmaceuticals 2,031 2,636 14,001 4,562 23,230 193,618 0.36 0.5500

N Fertilizers 13,426 908 1,446 0 15,780 199,162 0.25 0.57
Plastics 6,882 260 194,141 16,339 217,622 913,667 3.40 2.60
Rubber products 1,126 48 15,245 1,560 17,979 111,002 0.28 0.32
Leather products 117 8 1,949 2,587 4,661 36,231 0.07 0.10
Pulp 38,794 191 72,575 8,570 120,130 697,003 1.88 1.98
Textiles 63,395 2,075 90,648 24,944 181,062 1,129,432 2.83 3.21
Ceramics and glass 10,140 447 17,542 9,589 37,718 267,656 0.59 0.76
Electronics 5,928 91,969 2,132,063 138,150 2,368,110 9,355,507 36.99 26.59
Wooden and rattan furniture 109 8 46 139 302 1,414 0.00 0.00
Jewelry 13 19 2,581 648 3,261 14,262 0.05 0.04
Copper cathodes 0 0 48,857 0 48,857 88,323 0.76 0.25

Total CEPT products 241,292 106,144 2,726,127 229,812 3,303,375 14,388,723 51.59 40.90
(as a % of total imports) 48.89 64.55 50.23 25.82 51.59 40.90



Appendix D (continued)
Imports and Exports of the Fast-Track CEPT Products to and from ASEAN and the World (U5$ thousand)

Philippines, Exports As a % of
total trade

Indo- Malay- Sing- Thai- with with
Commodity nesia sia apore land ASEAN World ASEAN World

Vegetable oils 0 5,485 924 0 6,409 300,174 2.19 3.40
Cement 0 0 0 0 0 1 0.00 0.00
Chemicals 25,611 1,625 4,025 1,628 32,889 120,957 11.23 1.37

~ Pharmaceuticals 21 1,747 1,033 608 3,409 8,723 1.16 0.1000
UJ

Fertilizers 2,565 849 4 33,319 36,737 115,861 12.54 1.31
Plastics 35 219 1,238 45 1,537 28,145 0.52 0.32
Rubber products 0 4 3,514 12 3,530 17,834 1.21 0.20
Leather products 6 11 3 5 25 7,555 0.01 0.09
Pulp 429 95 4,938 149 5,611 48,231 1.92 0.55
Textiles 567 1,987 3,066 1,135 6,755 100,222 2.31 1.13
Ceramics and glass 659 194 1,636 660 3,149 62,957 1.08 0.71
Electronics 84 5,646 38,464 5,029 49,223 1,034,701 16.81 11.71
Wooden and rattan furniture 1 13 128 5 147 44,509 0.05 0.50
Jewelry 11 19 178 14 222 34,257 0.08 0.39
Copper cathodes 0 0 0 0 0 124 0.00 0.00

Total CEPT products 29,989 17,894 59,151 42,609 149,643 1,924,251 51.09 21.78
(as a % of total exports) 71.50 14.52 25.78 19.30 51.09 21.78



Appendix D (continued)
Imports and Exports of the Fast-Track CEPT Products to and from ASEAN and the World (US$ thousand)

Philippines, Imports As a % of
total trade

Indo- Malay- Sing- Thai- with with
Commodity nesia sia apore land ASEAN World ASEAN World

Vegetable oils 1,681 2,918 6,849 0 11,448 16,287 1.88 0.13
Cement 2,690 85 840 65 3,680 9,974 0.60 0.08
Chemicals 21,137 12,310 53,929 5,280 92,656 667,037 15.19 5.49....
Pharmaceuticals 618 854 5,190 2,239 8,901 142,109 1.46 1.1700

~

Fertilizers 25,089 7,808 2,310 0 35,207 131,400 5.77 1.08
Plastics 3,103 522 39,583 1,723 44,931 316,641 7.36 2.61
Rubber products 703 2,278 3,162 746 6,889 57,759 1.13 0.48
Leather products 91 975 335 239 1,640 62,052 0.27 0.51
Pulp 886 29 5,658 50 6,623 175,311 1.09 1.44
Textiles 12,220 3,327 5,081 1,385 22,013 540,547 3.61 4.45
Ceramics and glass 3,150 753 2,004 2,339 8,246 54,193 1.35 0.45
Electronics 685 7,989 53,005 8,593 70,272 1,287,237 11.52 10.60
Wooden and rattan furniture 0 0 0 7 7 925 0.00 0.01
Jewelry 0 0 54 72 126 2,070 0.02 0.02
Copper cathodes 0 0 2,323 0 2,323 9,251 0.38 0.08

Total CEPT products 72,053 39,848 180,323 22,738 314,962 3,472,793 51.62 28.60
(as a % of total imports) 44.19 13.26 39.41 24.07 51.62 28.60



Appendix 0 (continued)
Imports and Exports of the Fast-Track CEPT Products to and from ASEAN and the World (US$ thousand)

Singapore, Exports As a % of
total trade

Indo- Malay- Philip- Thai- with with
Commodity nesia sia pines land ASEAN World ASEAN World

Vegetable oils 8,099 11,534 7,614 6,030 33,277 176,679 0.31 0.30
Cement 24 3,994 934 48 5,000 14,576 0.05 0.02
Chemicals 141,377 394,614 59,219 198,644 793,854 2,278,771 7.39 3.87.... Pharmaceuticals 2,150 38,527 5,153 7,245 53,075 220,652 0.49 0.3700

01
Fertilizers 133 11,440 1,103 2,033 14,709 27,600 0.14 0.05
Plastics 83,256 381,951 46,795 73,575 585,577 1,109,383 5.45 1.88
Rubber products 3,592 26,364 4,484 7,459 41,899 160,503 0.39 0.27
Leather products 764 9,443 436 5,361 16,004 41,870 0.15 0.07
Pulp 28,908 148,268 13,908 36,723 227,807 376,274 2.12 0.64
Textiles 10,758 436,461 9,017 29,139 485,375 1,087,559 4.52 1.85
Ceramics and glass 5,317 54,657 5,442 17,469 82,885 225,151 0.77 0.38
Electronics 131,857 2,189,351 106,201 619,114 3,046,523 13,050,282 28.36 22.17
Wooden and rattan furniture 11 239 10 57 317 2,664 0.00 0.00
Jewelry 312 2,001 22 1,125 3,460 129,099 0.03 0.22
Copper cathodes 0 183,528 3,541 27,265 214,334 342,454 2.00 0.58

Total CEPT products 416,558 3,892,372 263,879 1,031,287 5,604,096 19,243,517 52.18 32.69
(as a % of total exports) 26.98 44.29 39.15 27.91 52.18 32.69



Appendix D (continued)
Imports and Exports of the Fast-Track CEPT Products to and from ASEAN and the World (US$ thousand)

Singapore, Imports As a % of
total trade

Indo- Malay- Philip- Thai- with with
Commodity nesia sia pines land ASEAN World ASEAN World

Vegetable oils 26,305 224,036 955 384 251,680 270,178 2.54 0.41
Cement 4,973 4,189 0 123 9,285 118,325 0.09 0.18
Chemicals 7,860 66,814 4,412 36,742 115,828 2,918,013 1.17 4.42..... Pharmaceuticals 1,132 19,332 1,491 3,197 25,152 219,181 0.25 0.3300

0-
Fertilizers 12,618 2,722 0 0 15,340 25,209 0.15 0.04
Plastics 4,731 50,675 1,082 11,626 68,114 1,139,989 0.69 1.73
Rubber products 955 34,260 3,823 7,425 46,463 324,861 0.47 0.49
Leather products 34 3,182 10 9,921 13,147 97,738 0.13 0.15
Pulp 31,711 92,501 5,244 4,706 134,162 787,250 1.35 1.19
Textiles 45,449 141,931 2,144 72,574 262,098 1,892,779 2.65 2.87
Ceramics and glass 10,237 88,288 1,395 27,302 127,222 573,591 1.28 0.87
Electronics 7,069 3,325,645 126,095 548,691 4,007,500 13,962,496 40.46 21.16
Wooden and rattan furniture 112 1,008 136 678 1,934 7,695 0.02 0.01
Jewelry 7 1,988 136 2,994 5,125 109,045 0.05 0.17
Copper cathodes 0 79,571 0 6,796 86,367 428,440 0.87 0.65

Total CEPT products 153,192 4,136,142 146,923 733,159 5,169,416 22,874,790 52.19 34.67
(as a % of total imports) 40.75 41.12 53.50 34.92 52.19 34.67



Appendix D (continued)
Imports and Exports of the Fast-Track CEPT Products to and from A5EAN and the World (U5$ thousand)

Thailand, Exports As a % of
total trade

Indo- Malay- Philip- Sing- with with
Commodity nesia sia pines apore ASEAN World ASEAN World

Vegetable oils 218 227 0 71 516 5,453 0.02 0.02
Cement 0 0 73 93 166 2,044 0.01 0.01
Chemicals 19,252 18,172 5,136 25,533 68,093 383,905 3.22 1.35

~ Pharmaceuticals 414 4,157 1,428 2,578 8,577 35,719 0.41 0.1300
'I Fertilizers 0 0 0 0 0 79 0.00 0.00

Plastics 18,873 16,668 1,466 14,507 51,514 217,050 2.43 0.76
Rubber products 841 2,569 883 8,200 12,493 198,186 0.59 0.70
Leather products 297 1,898 1,216 10,125 13,536 264,858 0.64 0.93
Pulp 676 7,452 105 4,847 13,080 67,044 0.62 0.24
Textiles 3,595 19,348 6,119 78,680 107,742 1,117,179 5.09 3.93
Ceramics and glass 6,423 8,269 2,395 23,020 40,107 247,868 1.90 0.87
Electronics 7,886 108,367 13,522 602,862 732,637 3,163,444 34.63 11.13
Wooden and rattan furniture 2 72 21 1,019 1,114 97,279 0.05 0.34
Jewelry 187 637 89 7,772 8,685 561,362 0.41 1.98
Copper cathodes 0 1,011 0 6,438 7,449 16,790 0.35 0.06

Total CEPT products 58,664 188,847 32,453 785,745 1,065,709 6,378,260 50.37 22.45
(as a % of total exports) 27.50 27.61 30.91 33.65 50.37 22.45



Appendix D (continued)
Imports and Exports of the Fast-Track CEPT Products to and from A5EAN and the World (U5$ thousand)

Thailand, Imports As a % of
total trade

-
Indo- Malay- Philip- Sing- with with

Commodity nesia sia pines apore ASEAN World ASEAN World

Vegetable oils 0 5,608 0 1,267 6,875 11,863 0.32 0.03
Cement 3,781 23,989 0 35 27,805 370,335 1.29 0.99
Chemicals 12,349 18,881 2,518 93,169 126,917 1,990,265 5.88 5.32

..... Pharmaceuticals 1,429 239 1,363 3,374 6,405 238,667 0.30 0.6400
00 Fertilizers 6,872 26,774 37,318 0 70,964 404,220 3.29 1.08

Plastics 2,912 5,065 43 52,116 60,136 760,044 2.79 2.03
Rubber products 371 3,319 9 4,172 7,871 131,066 0.36 0.35
Leather products 1,115 0 0 230 1,345 213,239 0.06 0.57
Pulp 5,322 4,175 28 36,679 46,204 569,990 2.14 1.52
Textiles 27,793 6,450 1,869 29,117 65,229 998,159 3.02 2.67
Ceramics and glass 2,748 3,126 1,035 13,955 20,864 242,317 0.97 0.65
Electronics 3,586 99,411 14,630 538,356 655,983 5,005,822 30.39 13.38
Wooden and rattan furniture 23 55 2 0 80 612 0.00 0.00
Jewelry 0 2 35 46 83 44,854 0.00 0.12
Copper cathodes 0 2,182 0 35,492 37,674 133,594 1.75 0.36

Total CEPT products 68,301 199,276 58,850 808,008 1,134,435 11,115,247 52.55 29.72
(as a % of total imports) 30.98 16.74 60.29 27.18 52.55 29.72
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