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Ringkasan: 
Dari segi perkembangan GDP nyata dan pengeiuaran Pemerintah nyata, 
jelas bahwa kebijaksanaan di bidang fiskal dan anggaran di bawah rejim 
Suharto lebih baik dibanding dengan apa yang telah dikerjakan oleh rejim 
Sukarno. Tetapi untuk menilai lebih jauh keberhasilan politik keuangan 
sekarang ini harus dilihat peranan anggaran sebagai (a) aiat stabiiisasi .(b) 
mobilisasi sumber-sumber (c) perencanaan tahunan; dan (d) pengaruhnya 
terhadap pola pembagian pendapatan. 

Kalau melihat anggaran sebagai alat stabiiisasi, jelas kemajuan yang 
dicapai rejim Suharto cukup menggembirakan. Tetapi sebenarnya sangat 
kurang pantas apabila kita cuma melihat anggaran negara sebagai indikator 
atas stabiiisasi sektor pemerintah secara keseluruhan. Beberapa kebijaksanaan 
Pemerintah yang terasa agak "janggal" telah diterapkan dalam penyusunan 
anggaran. Misainya penetapan pinjaman luar negeri sebagai penerimaan 
Pemerintah, perhitungan mengenai defisit anggaran dan tidak diperhitungkan-
nya secara teliti, atau dimanipulasinya pengaruh dari krisis Pertamina yang 
tentu Saja mempunyai pengaruh besar terhadap anggaran negara. 

Di lain pihak penentuan pendapatan keseluruhan sebagai indikator 
dari mobilisasi sumber-sumber yang effectif juga penuh kelemahan. Penja-
baran mengenai arti tabungan melalui anggaran negara di Indonesia juga tak 
luput dari berbagai kesuiitan. Terutama biia melihat bahwa pada saat ini, 
walaupun bantuan luar negeri makin mengecil, Indonesia semakin tergantung 
atas bantuan proyek dari luar negeri; khususnya di sjektor negara; maka me
lihat anggaran negara sebagai alat mobilisasi sumber-kumber sangatlah kurang 
tepat. 

Di lihat dari segi perencanaan, anggaran sekarang ini cukup baik. Te
tapi periu diingat bahwa keberhasilan ini menimbulkan "biaya-biaya" lain 
yaitu pengketatan anggaran tiap departemen. Kekacauan anggaran tiap de
partemen terlihat pada data kwartalan. Pengeluaran pada kwartal ke empat 
yang seiaiu iebih besar dari kwartal-kwartal sebeiumnya cukup menggambar-
kan "kekecauan"daiam perencanaan anggaran negara. 

Walaupun segi pemerataan dari sistem keuangan di Indonesia iebih 
baik dari negara-negara berkembang iainnya, tetapi suatu sistem perpajakan 
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yang progresif perlu dipikirkan. Keuntungan akibat harga minyak tidak se-
lamanya akan bisa dinikmati. Dan sistem perpajakan yang ada sekarang ini 
akan menyumbang ke arah pemerataan apabila keuntungan akan adanya 
"boom " dari minyak itu berakhir. 
Introduction 
Key indicators of Indonesia's macroeconomic performance since the fall 
of Soekarno are shown in Table 1. Although this performance is not without 
major flaws and weaknesses, it is in the more 'microecouomicaiiy oriented' 
and uou-economic areas that observers disagree about the degree of success 
or failure of the Soeharto regime i.e., it is over distribution, corruption, 
agricultural production and the impact on the quality of life that we quarrel. 
This paper will not deal with these latter Issues, except in the last section 
of the paper, when the impact of the fiscal system on the pattern of income 
distribution is discussed. 

Particular attention is drawn to the comparative rates of growth of 
real GDP and real government expenditure, the latter being nearly three 
times the former. Thus the ratio of government expenditures to real GDP 
rose from 9.3 per cent in 1966 to 22.6 per cent in fiscal year 1977/78.' 
Government's command over real resourves, and relative role in the economy 
were dramatlcaiiy increased after haveing fallen equally dramatically in the 
early i960s, during the hyperinflation (see Table 2). 

The four functions which the Indonesian government has sought to 
perform with budgetary practise are (1) stabilisation, (2) resource mobili
sation, (3) annual planning, and (4) influencing the pattern of income dis
tribution (see GOI 1978, Chapter II). This discussion will be divided accord
ingly. 
The Budget as Stabiliser 
Virtually ail government ducoments which deal with government finance 
give first priority to this function of the fiscal system. It is regarded as an 
area of high success for the Soeharto regime, particularly when contrasted 
with the performance of the old order in this regard. As Figure 1 shows, 
the narrowly defined Governmental sector contributed heavily to monetary 
growth through the period of hyperinflation in the period 1961-69, but 
thereafter became a generally neutral or dampening factor. However, when 
combined with the impact of the 'other public sector' (state enterprises and 
autonomous agencies), and the monetisation of the increase in foreign ex
change holdings, (which may be attributed in large measure to aid inflows 
as well as to oil export earnings), it is apparent that financing for the pubhc 
1 The fiscal year coincided with the calender year until 1969. the first year of the first 
five year plan. At that time the fiscal year was designated as beginning in April and 
ending in March. 
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sector has been much less consistent in its contribution to stability in the 
Soeharto years than is generally considered to be the case. A number of 
factors contribute to the general confusion on this issue. The first of these 
is the government's practise of treating foreign borrowing as revenue; and 
inasmuch as virtually all of conventionally defined deficits since 1969 have 
been financed abroad, a superficial picture of fiscal neutrality is created by 
consistent near-balance of the budget. Secondly, the dificit, conventionally 
digined (expenditure less revenues from tax and non-tax sources other than 
domestic or foreign borrowing) is not adequate as a measure of the net im
pact of the budget on aggregate demand, due to heavy realiance on taxation 
of 'enclave' economic activity on the one hand, and substantial import 
content of expenditures on the other. Thirdly, as Figure 1 indicates, a sub
stantial part of the public sector, including defence expenditures, the state 
enterprises and semi-autonomous agencies such as Bulog (.the Fogistics Board) 
are treated as extra-budgetary. Finally, manipulation of both the budget and 
the balance of payments in connection witli the Pertamina crisis of 1974-
75 created great confusion in both sets of accounts. 

Table 1 
Macroeconomiclndicators, 1966-77 

1960-66 1966-77 
1. Growth of Real GDP 1.9 7.4 

(per cent per annum) 
2. Rate of Inflation (avg % ) 5 5 26 
3. Rate of Inflation, limit years (20-635) (636-12) 
4. Gross Domestic Capital 

Formation/GDP (average %) 8.9 15.9^ 
5. Growth of real government 

expenditure -15*' 21*^ 
6. Growth rate of nominal 

Government expenditure 219^ . SI*" 
7. Rate of growth of real money stock - 1 6 17 
8. Growth rate of real revenues, 

excluding air - 2 l ' ' 29 ^Average 1967-77 "1966-78/9 
^1961-66 '^Compound rate between limit years 
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Table 2 
Receipts and Expenditures, 1967-77/78 

(Billions of 1966 Rupiah:f 
Year Receints 

^ V L. ir C- (t/ (t) 
R yjiPtifiituTP^ 
HJJAL/^ f 1\AIL lAf t5"J lyo i 32.5 46.3 

1 QAO 15.2 25.0 
1 Q^l 14.6 29.7 
1 OXiA 10.8 26.0 
\yo5 5.1 , : 14.0 
1 Q A A I V O O 9.9 22.1 
1967 21.3 30.9 
1968 28.6 35.4 
1969/70 42.4 ; - 58.2 
1970/71 55.0 - 73.1 
1971/72 66.7 84.9 
1972/73 73.2 91.2 
1973/74 94 1 1 1 2 0 

1974/75 128.0 144.4 
1975/76 - 136.7 166.5 
1976/77 155.2 196.7 
1977/78 168.8 205.6 
growth rate, 1961-66 . -21%p.a . . - 1 5 % p.a. 
growth rate, 1966/78 27% p.a.. 21% p.a. 

Sources: 1961-62, BIES. June 1965. 
1963-64, Bank Negara Indonesia Unit I, Bulletin of Economic and 
Financial Statistics. July, 1968. 
1965-1970/71, Bank Indonesia. Monthly Bulletin, April. 1972. 
1971/72-1978/79, Ibid. April 1978. 

a ^Deflated with Jakarta Cost of Living Index, September 1966 = 100; 
spliced series. 

Indonesia has never experienced a conventionally balanced budget or 
surplus in its entire history since independence, and that record has been 
kept intact even by the incumbent regime, despite its reputation for fiscal 
conservatism. Table 3, however, shows that voncentional deficits liave been 
dramatically reduced as a share of expenditures, and also a shift from heavy 
dependence on Central Bank advance's under the Soekarno regime to borrow
ing abroad. Thus conventionally defmed deficits have been reduced in relative 
size and financed in non-inflationary fashion for the most part. However, 
two quabfications need to be emphasised. On the expenditure side, high 
import content creates substantial leakage. Booth and McCawley (1979) 

2 9 8 EKI. VOL. xxvn NO. 3, SEPTEMBER 1979 



! 1 
P 5 i 

i k 
0 ! i \ . 

!\ 
1 \ 

1 
\ 

I GRAPH lA 
Q : FACTORS AFFECTING 

] THE HONEY SUPPLY: 
: (1) Forcing Assets 
i (2) Budget, and 

5 \ (3) Other Public Sector 
i (As Proportion of Ml) 
j 

60 61 62 63 64 75 76 77 

END 01 YEAR 



TaWe 3 
Indonesian DeHcits and their Finandi^ 

Deficit as BI Advance FoTei^n A Cash I' orcign 
Deficit Proportion of fneti Borrowing Balances 

11 w \ * L l 

Borrowing 
Expenditure (net) as Proport 

of heficit 
1 QZl . 2 6 5 . 2 9 
1 o z i . 0 4 3 1 . 3 9 
1 QZ9 . 1 6 8 . 5 1 

. 3 9 9 . 5 8 
1 OKI 1 . 6 0 3 . 6 3 1 QZZ 1100 1 6 . 2 9 1 . 5 5 1 7 zh 1 2 . 6 
1 QZ7 2 7 . 3 4 4 . 3 1 77 Q" 

2 3 . 9 
' 2 4 . 7 . 9 0 

1708 a 3 5 . 5 3 7 . 1 9 7 Q" Z.7 3 5 . 5 1 .00 
1 9 6 9 / 7 0 5 1 . 7 . 2 2 6 .6 5 2 . 4 - 7 . 3 1.01 
1 9 7 0 / 7 1 9 3 . 0 . 1 4 5 .5 8 5 . 1 7 .5 . 8 7 
1 9 7 1 / 7 2 6 9 . 5 4 4 5.1 6 9 . 7 - 5 . 3 1 .00 
1 9 7 2 / 7 3 9 7 . 4 . 1 2 11.S 9 1 . 8 - 7 1 . 9 . 9 4 
1 9 7 3 / 7 4 1 3 6 . 9 . 0 5 1.1 1 4 1 . 0 - 5 . 3 1 .03 
1 9 7 4 / 7 5 9 7 . 9 . 1 5 - 1 4 . 3 1 2 6 . 9 - 1 4 . 7 1 .30 
1 9 7 5 / 7 6 4 0 4 . 7 . 0 7 4 1 8 . 3 - 1 3 . 6 1 .03 

2 3 6 . 1 - 2 7 . 5 2 8 3 . 9 - 2 0 . 3 . 1 .20 

Sources: 1 9 6 1 - 6 2 . BIES.June 1 9 6 5 ; 1 9 6 3 - 6 4 SuZ/cfm of Economic and Financial 
Statistics, July, 1968, Bank Negara Indonesia Unit I. 
1 9 6 5 - 6 8 . Bank Indonesia.//ic/onesian Financial Statistics, April, 1 9 7 2 . 
1 9 6 9 - 7 6 . lUV, International Financial Statistics, 1978 Supplement, 
Annual Data 1953-1977. 

* 1 9 6 9 - 7 8 . fiscal years. April I - March 3 1 . 
''Gross Increase in BI claims on the central government. 
"l oielgn credit (gross) from BIIES. April 1 9 7 2 . 

have attempted to estimate the order of magnitude of this leakage, arriving 
at an everage of 29 per cent of annual expenditures net of those entirely 
financed by project aid inflows over the period 1969/70 - 1976/77. But 
revenues also have less impact on domestic aggregate demand than is the usual 
case, because of heavy dependence on oil sector taxes. These averaged 38 
per cent of annual revenues over the same 1969/70 - 1976/77 period, which 
covers all of the first five year plan, and three years of the second plan 
period. Allowing for these budgetary 'leakages' on both sides of the ledger. 
Booth and MacCawley calculate 'domestic deficits' as a means of gauging 
the impact of the budget on aggregate demand. These average 17 per cent of 
non-aid-financed expenditures for the eight-year period, whereas deficits, 
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conventionally difined, averaged 13 per cent over the same period. Moreover, 
because of rapidly rising dependence on oil revenues, McCawley's 'domestic 
deficits' have risen rapidly, whereas conventional deficits have dropped. 

Unfortunately, neither measure of the deficit adequately indicates with 
much accuracy the impact of the public sector on the stability of the eco
nomic system. McCawley's deficits give us an estimate of the first round 
expenditure effects of that part of government financed through the budget, 
but leave out of account the very considerable money-creating impact of 
financing the rest of the public sector, as well as the contribution to money 
creation resulting grom monetisation of foreign exchange inflow implicit 
in the 'leakages.' That these factors are very important in the overall stabili
sation picture in evident from Figure 1. Thus it is quite clear that the budget 
is a poor indicator of the stabilising effects (or otherwise) of the government 
sector as a whole, and that government sector finances is clearly more in
flationary than is generally thought to be the case in Indonesia, but that 
nevertheless, the regime has improved greatly on the performance of the 
Soekarno regime in this regard, largely through rapid increases in tax revenues 
relative to expenditures, and to rapid expansion of borrowing abroad to 
finance deficits. 

Two of the most destabilising financial events of the Soeharto period 
have been the radical increases in petroleum prices and the nearbankruptcy 
of the national oil company, Pertamina in 1974/75. Beginning with a 30 
per cent increase in April, 1971, crude petroleum prices were raised radically 
several times over the following year, and then, following the international 
oil crisis of 1973, raised roughly four-fold again in early 1974. The vast 
increase in foreign exchange accruing to government via the oil company 
tax led to a large net increase in domestic money creation as the government 
increasingly financed rising expenditures through use of rupiah balances 
created by sale of these monies (largely US dollars) to the Bank of Indonesia. 
These events are reflected in the budget only in the large expansion of ex
penditures and the huge increases in oil company tax revenues through the 
1970s. But, as Figure 1 shows, accumulations of foreign exchange by the 
Central Bank became a large 'positive item in money creation at that time. 

Figure 1 also shows a sharp temporary reversal of tlie impact of the 
Government sector and the change in foreign exchange holdings in 1975. 
This huge change is primarily a reflection of the financial crisis at Pertamina, 
brought on by over-borrowing by the oil company on very short term (Glass-
burner 1976; McCawley 1978). In dealing with the crisis, Pertamina was 
allowed to withhold something over 200 billion rupiah (Grenville, 1977), 
in oil company taxes which otherwise would have becoma government re
venues. The deficit thus created was financed by advances from the Bank 
of Indonesia, and a sharp increase in borrowing abroad. However, because 
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the Bank of Indonesia was obliged reserves were drawn down sharply, con 
tracting the money supply to such an extent that the overall growth rate 
of the money stock in 1975 was below that of the preceding year, and the 
rate of inflation, though high (19.7 per cent) was lower in 1975 tFan in 1974. 
Resource Mobilisation 

The revenue performance of the Indonesian government since 1961 
is shown in Tables 2 and 4. Perhaps the most striking camparison to be made 
is that between growth rates of real revenues (excluding aid proceeds) in the 
1961 — 66 period (—21 per cent per annum) with that of the Orde Baru 
(25 per cent per annum). The elasticity of revenues with respect to GDP 
in this period was 2.9. As Table 4 illustrates, this performance, though 
generally good, was dominated by the huge increase in oil revenues, which 
increased at an average compound rate of 43 per cent per annum. Never
theless, even the revenue category experiencing slowest growth, indirect 
taxes, has grown apace with the rapidly growing GDP. The oil price bonanza 
and the investment boom in the industrial sector expanded the tax bases 
of the company taxes at a much faster rate than GDP grew, which largely 
expahns their high elasticities, whereas improved collection rates are the pri
mary explanation in the cases of the personal income tax and indirect taxes. 

It is notable, however, that non-oil revenue growth has been very une
ven. Extremely large real growth was experienced through the first four 
years of the new regime (1966 — 1970/71), and again in 1973/74. Two 
years of real decline were experienced (1972/73 and 1974/75), the first 
being a particularly bad harvest year and the second coinciding with a doubl
ing of oil company revenues — which may have diverted attention from other 
tax collection efforts. The rice crisis of 1972, which diverted the policy
makers' attention from other issues, is sometimes regarded as a turning point 
in economic policy, dividing the earlier, rather spectacularly successful years 
from those succeeding, when oil prosperity dominated and the feeling of 
urgency of the earlier years was lost. To illustrate, if one simply divides the 
Soeharto years into two segments at the end of fiscal year 1971/72 it would 
appear that the non-oil tax effort slowed down dramaticall)/. The overall 
non-oil tax annual growth rate for the earlier years is 27.4 per cent, while 
the 1972/73 through 1977/78 growth rate fell to 9.0 per cent. But the data, 
examined in detail, do not offer strong support for the conclusion that the 
taxation effort died because of the oil bonanza. Aside from the two years 
of relapse (1972/73 and 1974/75), non-oil receipts have continued to rise 
at a generally good rate. It could not have been expected that the huge rate 
of increase of the earlier years would prove sustainable, and accosional 
setbacks are not appropriately interpreted as a collapse. Nevertheless, the 
relatively less satisfactory performances of the later years does bring to 
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Table 4 
Receipts of Central Government, 1966-1977/78 

(Billion of 1966 Rupiah)* 

Personal Oil Total 
Total Income Company Company Indirect Non-Oil 

1966 9.9 0.48 
1967 21.3 1.11 
1968 28.6 1.80 
1969/70 42.4 2.27 
1970/71 55.0 2.14 
1971/72 66.7 2.79 
1972/73 73.2 2.94 
1973/74 94.1 3.34 
1974/75 128.0 3.16 
1975/76 136.7 3.76 
1976/77 155.2 4.49 
1977/78 168.8 4.99 
Growth rate, 1967-
77/78 (% p.a.)" 25.0 16.2 
Elasticity w.r.t. 
real GDP'' 2.9 1.1 

0.46 7.92 
1,21 2.61 14.87 
1 so 
l . O Z 

4.88 1 n QC 1 I.Vb 23.72 
2.69 8.40 25.92 J T . U U 

3.21 10.99 33.53 44.01 
3.96 17.52 34.20 49.18 
3.79 24.64 21.45 48.56 
4.30 33.52 40.17 60.58 
6.65 71.02 33.46 56.98 
7.81 76.16 32.89 60.54 
6.79 86.46 39.56 68.74 
8.10 93.06 42.05 75.74 

21.0 43.0 10.9 14.8 
1.3 
1.3 1.4 1.0 1.1 

Sources: 1961-62, BIES, June 1965. 
1963-64, Bank Indonesia Unit I, Bulletin of Economic and Financial 
Statistics, July 1968. 
1965-1970/71, Bank IndoneslaJV/owt/r/yfluHerin, April 1972. 
1971/72-1978/79, Ibid, April 1978. 

^Deflated with the end of year Jakarta Cost of Living Index (62 commodity); 
Sept. 1966 = 100. Foreign aid proceeds are not Included. 
''Excludes oil company tax except for 1966. 
"l966 excluded from growth rate and elasticity calculations. 
'^Elasticities were computed using current rupiah figures for both revenues and GDP to 
avoid the problem of non-comparabliity of deflators. Allowance made for the three-
month time loss ' In 1969 in conversion to the April-March fiscal year. 
attention the need to meet the challenge of static or declining oil revenues 
in the near future. 

By taking advantage of international sources of capital, substantial 
foreign resources have been added to the means available to government. 
Table 5 shows that the prices-deflated value of such fund grew at an average 
from non-borrowing sources. Accordingly, the relative importance of capital 
inflows to government financing declined somewhat. However, the use of 
an internal price deflator leads to an understatement of the growth of the 
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real value of foreign resources available to government insofar as those 
resources are used to finance imports. Internal inflation has been a great deal 
higher than international inflation, and the exchange rate has been constant 
relative to the U.S. dollar over the entire period. 

The use of aggregate revenues as an indicator of effective resource 
mobilisation for development is inadequate, however. To some undeter
mined extent, government revenues, as an enforced leakage from the commu
nity spending stream, displace private spending and saving. Moreover, in
sofar as economic development is promoted by saving and capital accumu
lation, a distinction between government consumption and saving needs to 
be made. The Indonesian government has chosen to classify expenditures 
as either 'routine' or 'developemntal.' The difference between total revenues 
and routine expenditures constitutes the difinition of saving. This definition 
has weaknesses in basic concept, but in practise in Indonesian budgets, it 
is particularly weak, because of the nature of the expenditure classification. 
It is not a division between capital expenditures and current expenditures 
in any conventional senseNevertheless , it my be reasonable to assume 
that the errors of misclassification are roughly compensating and stable 
as to proportions. Table 6 is therefore presented to show at least roughly 
the progress made in increasing the governmental contribution to capital 
accumulation. 

It is worthy of note that both government saving and aid-financing of 
projects rose relative to total development expendirute. This seeming ano
maly is explained by the fact that deficits, in the earlier years were covered 
largely by Bank of Indonesia advances and by program aid (Table 3). Howev-
ver, during the two plan periods, program aid has been phased out, while 
aid financing of projects has risen at nearly 30 per cent per unnum. Thus, 
although Indonesia has become less aid-dependent over "all, project aid has 
increased in importance in the public sector. 

The Budged as Plan 
Prior to the advent of the Orde Baru, ex ante budgetting was almost never 
achieved. Prior to the emergence of Soekarno as de facto Head of state 
(roughly 1950-58) the political struggle overwhelmed economic policy 
(Schmidt 1968; Glassburner 1962) to such an extent that budgetary planning 
was impossible. And aside from a single futile effort (1964) this practise of 

2 For example, all grants to lower levels of government, other than Irian Jaya and the 
autonomous regions are treated as development expenditures, as are ail local expendi
tures out of the IPEDA, or land tax. The principles utilised in separating routine from 
development expenditures in the departments and the armed forces are not known to 
me, but there is reason to suspect that they are not standardised. 
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Table S 
Proceeds of Foreign Borrowing by the Indonesian Governement, 

1967-1977/78 
(biUions o f l 966 Rupiah) 

Real Ratios to 
Borrowing Revenues 

1967 8 72 
O . 1 Ha 

.41 
f\ 7Q • 94. 

. Z * T 1969/70 15.84 .37 
1970/71 19.25 .34 
1971/72 21.11 .32 
1972/73 19.55 .27 
1973/74 19.84 .21 
1974/75 16.94 .13 
1975/76 29.98 .22 
1976/77 41.85 .27 
1977/78 36.93 .22 

Growth rate 15.5 
(%p.a.) 

Source: Bi, op. cip. 
unplanned government finance was continued until 1966. In the ensuing 
years, the budget has become the primary means of govermental resource 
allocation, and, from that point of view, is of greater importance than the 
five year plans. The budgetary process has become increasingly systematised, 
and is coordinated with several types of annual review of performance. The 
planned budget is pulled together during the last quarter of the calender 
year, and is presented by the President to the Parliament in early January. 
It is thus available each year for the annual consultation with the I.M.F. 
and for the meeting of the IGGl, which is usually held in April. The Pre
sident's budget speech in January is one of several occasions for economic 
stock taking,* and it is accompanied by an exhaustive 'financial note' 

3 The President's accountability speech to the Parliament in March, and the indepen
dence day speech in August frequently cover very similar ground, and massive appendi
ces are published to those addresses as well. The Nota Keuangan ('financial note') and 
the two Lampiran (appendices) which accompany the latter two speeches are invaluable 
statistical sources, as well as being statements of economic objectives. 
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Table 6 
Routine and Development Expenditures, 1966-1977/78 
[a] Routine 

J Owl Purchases .J.at2j2.*T. Debt Other 
Routine Personal of to Service Routine 

Materials Regions 
1966 19.3 10.6 6.0 1.4 .3 .96 
1967 1A 1 lA.i 11.2 7.2 3.1 1.3 1 o 1.9 
1968 7 8 Z 13.0 7.4 4.9 1 o 1.9 1 1 1.3 
1969/70 7 7 Z 3 / . D 1 Z 7 1 n z 7.7 7 e 2.5 A 7 

1970/71* 46.0 10.1 11.9 9.0 4.1 2.0 
ly 111 1 H 54.4 25.4 10.4 1A A 7.2 .8 
1912113 54.4 24.8 11.8 10.4 6^7 .6 
1973/74 69.4 26.2 10.7 10.6 6.9 15.1 
1974/75 74.2 30.7 12.8 14.7 5.4 10.6 
1975/76 81.2 36.2 18.6 17.3 4.8 4.3 
1976/77 87.0 34.0 18.1 16.7 10.1 8.0 
1977/78 102.6 42.0 18.0 22.8 10.9 8.2 
Rate of growth, p.a. 
(%)* 13.4 13.8 6.8 14.6 20.3 36.0 
Elasticity w.r.t. GDP 1.6 1.7 0.8 1.8 2.5 4.4 

[ b | Development 
Depts. Lower ,m Govt. 

Total and Levels Financed Other ^""^ ''"''i Savings as 
Dev. Armed of Projects Expen- Saving Development 

Forces Govt. diture Expenditure 

1966 2.8 2.8 22.1 -9 .4 
1967 6.3 4.7 .82 .6 30.9 -12 .8 
1968 6.8 6.5 .2 35.4 .03 
1969/70 . 20.5 15.1 .45 4.4 .5 58.2 4.8 .23 
1970/71 27.1 13.4 5.1 6.6 2.0 73.1 9.0 .33 
1971/72 30.5 15.2 5.8 7.0 1.7 84.9 12.3 .40 
1972/73 36.4 18.6 7.2 7.7 3.5 91.2 18.9 .52 
1973/74 43.9 16.3 6.7 11.1 8.9 113.2 24.7 .56 
1974/75 70.8 16.2 9.7 14.3 30.0 144.4 53.8 .76 
1975/76 85.2 23.5 10.5 28.7 22.7 166.5 55.5 .65 
1976/77 109.7 31.5 11.6 41.3 25.2 196.7 68.2 .62 
1977/78 103.0 35.6 10.8 35.2 21.4 205.6 66.2 .64 
Rate of Growth 
p.a. (%)* 22.4 13.8 49.9 29,7 34.5 17.1 38.9 
Elasticity w.r.t. 
GDP 2.7 1.7 6.0 3.6 4.2 2.1 4.7 

Source: BI. IPS. 
Vowth rate 1969/70rl977/78 ' 'Total non-aid revenue minus routine expenditure. 
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of several hundred pages discussing the state of the economy and presenting 
the most recently available statistics in ail areas. 

There is little evidence of coordination of annual budgetary planning 
with the five year plans, primarily because rapid expansion of revenues have 
made the five year plans largely obsolete very early after their promulgation. 
And, although the same has been true in certain years with regerence to 
budgets, the degree of error in prediction in the budget is much less. As 
Table 7 shows, realised revenues have exceeded planned revenues by small 
margins in most years. In 1967 and 1968 the combination of more rapid 
expansion of economic activity and better collection performance than 
anticipated led to excess revenue relative to plan of large magnitude, while 
in 1973-1974 and 1974-75, the quadrupling of oil prices led to very large 
excess receipts. In 1975/76, the withholding of oil company tax revenues by 
Pertamina led to a shortfall relative to a very large (83 per cent) increase in 
targetted revenues. Expenditures have followed a roughly similar pattern, 
with excesses relative to plan averaging 9 per cent. 

However, this reiatkeiy 'good' performance in meeting budgetary 
targets has not been without its costs. Heavy pressures area placed on depart
ments and agencies that operate within the budget to meet expenditure 
targets on pain of loss of the funds unspent. This pressure, combined with 
the difficulty in getting expenditure approvals early in the year has led to 
widely reported wastage and peii-meii spending late in the year. This diffi
culty is mirrored in the data on quarteriy and semester spending shown 
in Tables 7 and 8, In ail of the years for which quarteriy data are 
available, the absolute level of expenditure fell in the first quarter relative to 
that of the preceding fourth quarter. This marked seasonality suggests con
siderable unevenness in the execution of government financial functions, and 
it is notable (though not surprising) that this problem has been consistently 
worse in the spending of development funds than in spending routine funds. 

Table 9 shows the pattern of allocation of development expenditures 
according to area of activity. It is readily apparent that some proportion, 
possibly as much as a third, is of a nature not directly related to ecenomic 
activity,* although much of that could be construed as being related to 
creation of social overhead capital (e.g., construction, under 'state adminis
tration') or related to creation of human capital (e.g., education, and techno
logy and statistics). The ordering of the categories did not change between 
the two plan periods, although the .proportions allocated did change to some 
extent. Most notable is the fact that exnenditures on agriculture declined 
as a proportion of the totai, and, indeed, grew less rapidly than totai expen-

4 Adding together the fractions spent in categories 8, 9, 10, 12, 13, 15, 16, and half 
of 7 and 14, we get a share for the 'non-economic' categories of 30.2 per cent. 
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Table 8 
Routine and Development Expenditure Proportions Realized Quarterly or by Semester 

Proportion Realized Proportion realized, Quarterly or by Semester 
Total Routine II III IV Total I 

Development II III IV 

1966 25.7 3.7 
1967 70.0 .145 .234 .254 .470 17.5 .064 .184 .186 .561 
1968 149.7 .145 .274 .226 .356 35.5 .104 .226 .290 .381 
1969/70 216.5 .235 .227 .256 .282 118.1 .133 .172 .208 .486 
1970/71 288.2 .215 .249. .264 .272 169.8 .168 .203 .263 .365 
1971/72 349.1 .215 .230 .280 .274 195.9 .204 .205 .276 .314 
1972/73 348.1 .409 .591 298.2 .420 .580 
1973/74 713.3 .375 .624 451.0 .351 .648 
1974/75 1,016.1 .408 .592 961.8 .482 .518 
1975/76 1,332.6 .416 .584 1,397.7 .359 .641 
1976/77 1,629.8 .413 .587 2,054.5 .379 .621 
1977/78 2.148.8 .405 .594 2,156.8 .405 .595 

Sources: BI, IFS, various issues. 
^Semesters only, 1972/73-1977/78 



Table 9 
AUocilion of Devetopmeiif Expenditunt 

(BUipn of Cunent Rupiah) 
I969/70-I978/79 

Expenditure Catetory 1969/70 1970/71 1971/72 1972/73 1973/74 Jj,"^'a„ ijjjtj;, 1074/75 1975/76 1976/77 1977/78 
Period Period 

/0 7S/70 Eora/ Props "1Second Second Category Han Plan No. Period I 
1. Ajrfculture* 29.8 

liilgation 
2.InduitiyAMiiiing 13.0 
3.HoctricPower 8.3 
d.Tianaportallon* 

Touiilm 33.3 
5. Tia(laACoopeia-

tlvca* 
6. Manpower & 

Traiumigration" a 2 
7. Regional Develop

ment 3.9 
8. Religion 1.2 
9. Education, Culture, 

Youth"" 8.1 
l a Health, Famly 

Hanning, Welfaie' 4.8 
11. Peoples Houshig & 

Water Supply" 
12. Legal System 
13. Defence* Security 4.6 
14.Irtfoimation& 

Communication 
15. Technology*' 

Statistics 
16. State Adminiatration 
17. Government capital 

Formation) - 1.0 

a 6 

8.4 

40.0 4 * 8 52.7 98.1 267.8 .217 301.8 257.0 356.1 380.1 413 1.717 190 1 
7.6 11.1 20.7 33.3 85.7 .070 70.7 124.1 194.9 138.9 222 750.6 .083 2 

16.5 14.4 23.7 45.1 108.0 088 79.C 127.7 218.1 223.3 266 914.1 .101 3 
35.8 43.2 69.9 79.4 261.6 .212 123.5 311.6 4 2 a 8 364.7 389 1.607.6 .178 4 

3.5 3.5 9.5 7.7 11 35.9 .004 5 
1.0 0.7 0.3 0.3 2.5 .002 4.5 11.9 27.1 60.7 122 226.2 .025 6 

37.6 37.6 59.1 69.8 210.0 .170 135.9 17X9 196.4 250.6 271 1.026.8 .114 7 
a s a 7 0.7 0.6 3.7 .003 3.0 X5 5.5 7.5 9 27.5 .003 8 
8.0 12.8 18.0 36.9 83.8 .068 4J.2 113.7 139.5 210.6 269 776.0 .086 9 
5.4 7.3 12.1 8.5 3*1 031 25.3 37.7 48.2 71.4 87 269.6 .030 10 
a s 1.6 1.4 8.5 1X9 .010 4.5 13.3 30.4 89.5 60 197.7 .022 11 

1.9 4.6 7.4 10.9 14 38.8 .004 12 
4.5 5.0 6.0 7.2 27.3 .022 217 

• 
35.8 59.5 56.3 116 290.3 .032 13 

2.7 17.1 46.5 10.8 12 89.1 .010 14 
10.5 . 7.7 11.1 22.4 60.1 .049 11.2 17.1 24.8 37.6 47 137.7 .015 15 

7.0 22.5 
23.9 

71.3 .058 97.8 
31.8 

115.4 
47.0 

225.2 
55.9 

190.0 
65 
82 

223.6 
710.4 

.025 

.079 
Total I I S J 169.6 195.9 298.2 450.9 1.23X8 1.000 961.8 1.397.7 2.054.5 2.054.8 2.455 9.025.8 1.000 
Sourcea: ' 1978/79 BIES. March. 1978, 1973/74-1977/78. Lampiran, Pidato Kenegaraan, August 16. 1978. 

1969/70-1972/73. Lampiran, Pidato Kenegaraan, 1973. 
"Budgeted. 
""Subsumed under total of categories 14. 15 and 16. 
""Called Manpower and Population in The Fiiat Five Yeai Flan (Repelita I) 
""called Educationand CSrlture in The First FNe Year Plan. 
"includet Social Welfare in Repelita L 
'Covetnment participation in capital hathrn of buiiness enteipriiea. 
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ditures in both plan periods (quite dramatically so in Plan II — see Table 10). 
Among the major categories (defined as those which attained a 7.5 per cent 
level relative to total expenditures in either plan period), Industry and 
Mining, electric power, and education grew in relative importance over the 
two plan periods, while agriculture and irrigatiion, regional development and 
governmental contributions to business capital formation declined. Generally 
speaking, however, the relative changes were gradual, and all in the context 
of very rapid growth. 

Income Distribution 
Prior to the oil boom, Indonesia's tax structure was very much like that of 
most less developed countries, i.e., heavily dependent on indirect taxes. 
In 1966, indirect taxes accounted for 80 per cent of total revenues. By 1977/ 
78, that share had fallen below 25 per cent (table 4). But the huge relative 
again in direct tax revenues is due overwhelmingly to the immense increase 
in oil company tax receipts. In the latter year, indirect taxes still accounted 
for 76 per cent of non-oil revenues. 

Because the oil company tax is levied on an enclave tax base, it has no 
discernable direct effect on the distribution of income of Indonesians. Very 
Ukely the company tax on non-oil enterprises has very little effect as well. 
And obviously, the personal income tax, though nominally very progressive, 
can have little effect, inasmuch as it accounted for only 3 per cent of reve
nues in the most recently completed fiscal year. Thus the system remains 
regressive, but the impact of that regressiveness is diluted by virtue of the 
fact that such a large proportion of the growth of government has been 
financed by taxes on foreign enterprises. It is likely, therefore, that govern
ment expenditures have had as much or more impact on distribution than 
revenues. Unfortunately, very little can be said with confidence about these 
effects. The relatively rapid rise of development expenditures, with their 
large component of infrastructural and welfare oriented expenditure undoub
tedly has had some levelling effect, but whether this has been sufficient to 
overcome the geographic concentration of expenditures in the major urban 
areas is doubtfuland evidence clearly indicates that the njore rapid rise of 
urban income relative to rural has created increasing inequality in some 
degree (Both, 1979). 

Thus, if the inversion of the President's 'trilogy' of development (sta
bility, growth, and equity) to give primacy to equity in the third plan is to 
be taken seriusly, and if the fiscal system is to be expected to play a signi
ficant role in making progress in that direction, progress will have to be made 
on several fronts. Non-regressive or progressive taxes which have some impact 
on the largely untaxed incomes of the Indonesian wealthy will have to rise 
much more rapidly than they have during the first two development plan 
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periods. This needs particular emphasis in view of the fact that prospects 
for expansion of oil tax revenues in the years ahead are decidedly bearish. 
The present structure and rate schedule of the personal and company income 
taxes is such that enforcement is all but impossible, and company in 
taxes is such that enforcement is all but impossible, even if the competency 
and incorruptibility of the tax collectors were above reproach. Indeed, 
without simplification (fewer rates, wider brackets, higher exemptions, less 
progressiveness), the likelihood that progress will be made in the areas of 
competence and integrity is low. 

At the same time, a sustained expansion of the effort to build rural 
area infrastructure and productivity-increasing types of expenditure (edu
cation, rural-oriented research and development activity, health facilities) 
is required. However, it is well to be reminded that the fiscal system is only 
on factor among many in determining the distribution of income. Dicisions 
made in the private sector and in the public enterprises, in response to the 
set of incentives provided by the market, as modified by wedespread go
vernmental intervention, are at least of equal importance. The tax system is 
part of that incentive pattern, of course, particularly as it affects internatio
nally tradeable goods. But interest rate policy and credit classification, bans 
on various categories of imports, monopolisation of various categories of 
production resulting from socialisation and investment licensing all affect 
relative prices and choise of techniques, and therefore patterns of employ
ment and income distribution. Finally, administrative barriers to trade, both 
foreign and domestic, are of great consequence to resource allocation. But, 
of course, to demonstrate that inequity derives from a variety of types of 
government action is not to argue against prompt action in improvement of 
fiscal performance. 
Conclusion 
Budget in Indonesia, as we have seen, represent only a part of the financial 
planning and accounting of the public sector, but they are, nevertheless, 
a very important part of the toal. In any case, it is the focal point of stabili
sation policy., public sector resource mobilisation, annual planning, and 
distribution policy. The record of the Soeharto regime in these four cate
gories is of mixed quality. Compared with performance in previous regimes, 
it is a very good performance, but when looked at from a less comparative 
point of view, and from the prospect of meeting the challenges which He 
ahead, it becomes clear that improvement at a rapid rate needs to be sus
tained. In particular, the revenue system will need to be given more 'inter
nal bite' if it is to be useful as a regulator of aggregate demand. The relati
vely high elasticities of non-oil revenue with respect to GDP, if sustained 
largely through continued improvements in enforcement, will contribute 
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toward that goal. However, the cintinued heavy reliance on indirect taxation 
must eventually lead to a decline in the overall revenue elasticity of the sys
tem, barring an unforeseen resumption in the growth rate of oil revenues, 
and barring any greater emphasis on non-oil direct taxes. 

More explicit attention to the monetary consequences of financing such 
a large proportion of government expenditures from sources involving foreign 
exchange inflow, and thereby contributing to money creation is also desira
ble, if the budget's role as a stabilisation instrument is to be enhanced. It 
is also apparent that the large part of the public sector which is financed 
outside budget channels has had serious destabilising effects. Either these 
channels should be internaUsed into the budget, or some other means of 
systematising their accountability and pattern of effects on the monetary 
system should be worked out - granting that the problem of coordinating 
such a complex and uncoordinated collection of institutions will take much 
time and effort, and be faced with sustained resistance. 

With reference to sustaining the rapid rise in resources available for 
government saving and investment, many of the above comments could be 
repeated, given the avowed intention to rely increasingly on internal resour
ces, which is to say that those internally oriented taxes of highest revenue 
elasticity need further emphasis. The expendirure side of the routine budget 
has not grown inordinately, although it is surely the case that much bu
reaucratic waste is hidden within it. Probably, lowever, the need is for greater 
govermental efficiency rather than a reduction physical resource utilisation 
in that sector. It is the remainder of the public sector which should be pressed 
to contribute more to public saving, leading us again to greater accounta-" 
bility, as well as greater rationality in pricing and business practise in agencies 
and enterprises of government generally. 

Although the uses of the budget as an annual plan have greatly impro
ved, much remains to be desired by way of evaluation of public sector ex
penditures in terms of cost and benefit, both in the formally budgeted sub-
sector and in the extra-budgetary activities of the agencies and public enter
prises. This problem relates to such issues as the organisation and efficiency 
of the Planning Council (BAPPENAS) and inter-agency communication and 
cooperation within government. The continued problem of seasonality in 
expenditure, particularly in development expenditure, calls for efforts to 
break down the artificiality of fiscal year boundaries, and to avoid wasteful
ness of end-of-year spending splurges, and clearing away of bottlenecks which 
delay spending early in the year. 

The equity of the Indonesian fiscal system is not extremely bad, as 
compared either with other Less Developed Countries, or with Indonesia in 
the pre-Soeharto period. However, in large measure this derives from the 
oil boom, and will deteriorate now that the boom has passed. Thus, once 
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again, we see the need for greater emphasis on more progressive, better 
administered and enforced, direct taxation. At the same time, the place of 
the fiscal system in the entire pattem of economic policy needs to be careful
ly assessed in the hope of inducing a pattem of economic growth that is more 
equitable than that which has been, experienced in the recent past. This is 
not to suggest that productivity should be sacrificed in the interest of greater 
equity. As the preceding discussion shows, the interests of equity are consis
tent, in the financial field, with improvement measured with reference to 
efficiency criteria. 
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