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Foreword 

 Responding to the growing concern for the effects of trade liberalization on regional 
agriculture, the CGPRT Centre started a research project “Effects of Trade Liberalization on 
Agriculture in Selected Asian Countries with Special Focus on CGPRT Crops (TradeLib)” in 
March 1997, in collaboration with partners from ten countries: China, India, Indonesia, Japan, 
Malaysia, Pakistan, the Philippines, the Republic of Korea, Thailand and Vietnam. In all these 
countries, important issues regarding trade liberalization were investigated with an identical 
research framework by national experts. 
 
 The investigation covers major crops which might receive either favorable or 
unfavorable effects of trade liberalization both in export and import. I believe that readers of the 
reports can obtain broad and practical knowledge on institutional aspects of the effects of trade 
liberalization; moreover, the information will be useful for researchers and policy planners in 
other countries in the region. A volume, which includes more commodity and location-oriented 
study on the same subject, will follow. I would like to note that, since this project was 
conceived and started before the current currency and economic crisis began in the middle of 
1997, the analysis handles basically the period before the crisis with possible current 
information.   
 

I am pleased to publish Effects of Trade Liberalization on Agriculture in Indonesia: 
Institutional and Structural Aspects as one of the fruits of the project. I certainly hope this 
report will be fully utilized for the improvement of agricultural trade and the encouragement of 
regional agriculture.  
 
 I thank Dr. Erwidodo of Indonesia for his intensive research and the Center or Agro 
Socioeconomic Research Agency for Agricultural Research and Development for allowing him 
to work with us and for providing continuous support. Dr Boonjit Titapiwatanakun ably 
coordinated the various complex steps in the study. I would also like to express appreciation to 
the Government of Japan for funding the project. 
 
 
 
 
 
          Haruo Inagaki 
                   Director 
          CGPRT Centre 
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Executive  Summary 

The completion of the Uruguay Round negotiation at the end of 1993 and the coming 
into effect of the World Trade Organization (WTO) in January 1995 has accelerated 
liberalization initiatives in all trading nations. The main elements of the UR agreement include 
commitments on enhancing market access, dismantling of quantitative restrictions and subsidies 
as well as non-tariff barriers by all members. In the Asia and Pacific Economic Cooperation 
(APEC) forum, members have committed to undertake trade liberalization further than the 
Uruguay Round commitments, except on agriculture for some member countries including 
Indonesia. Similarly, there have been strong needs among the ASEAN member to accelerate the 
realization of ASEAN Free Trade Area (AFTA). The agreement to realize AFTA is 
implemented through the scheme of Common Effective Preferential Tariff (CEPT). 

Concern about the effects of trade liberalization on agricultural production has been 
growing. The project entitled: Effects of Trade Liberalization on Agriculture in Selected Asian 
Countries with Special Focus on CGPRT Crops is aimed at analyzing the overall impacts and 
benefits of global, regional as well as unilateral trade liberalization on the agriculture sector in 
Indonesia. This two-phase study is being undertaken in ten Asian Countries including China, 
India, Indonesia, Japan, Malaysia, Pakistan, Philippines, Thailand, the Republic of Korea and 
Vietnam. 

Specifically, the objectives of this first-phase study are as follows: (a) to review 
economic development and trade related policies including monetary, fiscal, investment and 
other related policies, (b) to review infrastructure and institutional developments affecting trade, 
(c) to analyze the performance Indonesia’s trade as well as trade in agricultural commodities, 
and to assess the overall impact of trade liberalization in Indonesia, and (d) to draw policy 
recommendations to minimize adverse impacts of trade liberalization. 
The structure of the Indonesian economy 

The Indonesian economy has undergone significant structural change in the last two 
decades precipitated by adverse changes in the external environment facing Indonesia. Since the 
beginning of last decade, the growth of the non-agricultural sector has been much faster then 
that of the agricultural sector in line with the long-term economic development toward 
industrialization. Although its share to Gross Domestic Product (GDP) has been declining, 
agriculture including forestry and fishery remains one of the largest sectors in the economy. 
 During the period of 1985-1996, the agricultural sector grew at average rate of 2.7% per 
annum, while non-agricultural sectors grew at a rate of 7.8%. The lower growth rate of the 
agricultural sector compared to other sectors reflects a structural shift in Indonesia’s economy. 
Agriculture’s share declined from 22% in 1985 to 18% in 1996. Over that period, the share of 
manufacturing industry increased from 14.6% to 30.5%. 
 The declining share of the agricultural sector on employment has been much slower than 
its declining share of GDP, from 55% in 1980 down to 54% in 1991 and estimated around 49% 
in 1995. Although its share has fallen, the absolute number of agricultural workers has been 
continuously increasing. This indicates that the sector is and will remain the major sector for 
employment generation. Meanwhile the employment share of the manufacturing sector rose 
only slightly, from 9.0% in 1980 to 11.6% in 1991. All this evidence suggests the critical 
importance of promoting labor intensive employment in both in rural and urban areas in order 
to minimize unemployment problems and avoid social unrest. 
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Macroeconomic and trade policies 
 A policy mix has been implemented to attain interrelated objectives through better 
coordination and a more appropriate balance of growth and equity. On the demand side, the 
efforts were aimed at striking a balance between domestic investment and consumption and 
export oriented activities, given constraints on the balance of payments. On the supply side, 
efforts were aimed at expanding production capacity through streamlining investment, import 
and export procedures as well as providing incentives for improving efficiency and productivity 
in targeted sectors. Cautious monetary and fiscal policies along with efforts for maintaining a 
realistic exchange rate have been implemented to control inflation and the current account 
deficit. A competitive exchange rate under a “floating managed” policy has accelerated growth 
rates of non-oil exports and reduced the current account deficit. 
 Prior to 1985, Indonesia was oriented mainly towards a protected domestic market, 
creating a high-cost economy, the benefits of which were mostly enjoyed by those favored by 
protection. Since then significant progress has been made in opening up the economy. Many 
sources of high costs have been exposed to competitive pressures of world competitors. In 
general trade related reform packages introduced since the early 1980s have focused on (i) 
simplifying ports and customs procedures including enactment of a new Custom Law, (ii) 
lowering tariffs and surcharges, (iii) reducing import licensing and other non-tariff barriers 
(NTBs), (iv) deregulating import and distribution systems, (v) deregulating the investment 
regime, and (vi) establishing bonded zones and export processing entreports (EPTE). 
General performance of Indonesian trade 
 During the 1985-96 period, the total volume of Indonesia’s trade expanded substantially 
at an average annual rate of 12%, growing from around US$29 billion in 1985 to US$93 billion 
in 1996. During that period, the total value of exports increased from US$18.5 billion to 
US$49.8 billion or grew at the rate of 10.8% per annum. Meanwhile, total import value grew at 
a higher annual rate of 13%, from around US$10 billion to US$42 billion. This higher growth 
rate of imports as compared to exports has deteriorated Indonesia’s balance of trade. This was 
caused mainly by rapidly growing imports of raw material and capital goods that outpaced the 
significant improvement in non-oil as well as oil exports. 
 
 
Direction of aggregate trade 
 Indonesia’s external trade has been heavily biased towards three countries, namely 
Japan, the USA, and Singapore, with accounted for more than 49% of total exports and around 
40% of imports in 1996. However, Indonesia’s dependence on these three countries has been 
declining steadily. Despite the relative importance of the European Union as a group, its 
individual member countries play comparatively small roles in Indonesia’s foreign trade, and 
their share of both imports and exports remained unchanged during the period 1985-96. 
Similarly, the share of the countries of Central and Eastern Europe has also been very small, 
although Indonesia has been attempting to develop these markets for its exports since 1984. 

At the aggregate level, Japan, USA, Singapore continued to be the major export markets 
for Indonesian products. However, the total share of these three countries decreased from 
around 77% in 1985 to 49% in 1996. This indicates that Indonesia has been successful in 
diversifying its export markets. In 1985, Japan was the largest export market for Indonesian 
products accounting for 46% but its share then decreased to only 26% in 1996. Similarly, the 
share of USA decreased from 22% to 14% during the period. On the other hand, the European 
Union and ASEAN have become more important export markets for Indonesian products. The 
market shares of the European Union increased from only 6% in 1985 to more than 15% in 
1996, and ASEAN’s market increased from 11% to 15%.  
 Japan, USA, Singapore have been the main sources of Indonesia’s imports. Together 
they accounted for between 38% to 51% of Indonesia’s total imports for the last decade. The 
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relative importance of Japan and USA as the main sources of Indonesia’s imports decreased 
slightly over the period 1985-1996, although they remain important in absolute terms. Over the 
period, the share of Japan decreased from 26% to 20%, in spite of its increased values from 
US$2,644 million to US$7,273 million. Similarly, the share of USA decreased from 17% to 
12%. The shares of ASEAN and other Asian countries increased slightly from 9 to 11%, and 17 
to 21%, respectively. 

Performance of agricultural trade  
Over the period 1985-96, Indonesia experienced surpluses in its agricultural trade. 

Agricultural exports grew at an average rate of 10% per annum, increasing from US$3.2 billion 
in 1985 to US$ 10.6 billion in 1996. Meanwhile, the total imports increased at a much faster 
rate of 15% per annum. As a result, the agricultural trade surplus has been declining over time. 
Despite its rapid growth rate, agricultural trade remains small compared to both total GDP and 
agricultural GDP. The ratio of total agricultural exports and imports to GDP remains small and 
constant over the 1985-92 period, from 0.04 to 0.5 for exports/GDP, and from 0.02 to 0.03 for 
imports/GDP. In 1996, total agricultural trade accounted for more than 51% of the total 
agricultural GDP, increasing from 23% in 1985. The share of exports on Agricultural GDP 
increased from only 16% in 1985 to 29% in 1996. Similarly, the share of agricultural imports to 
agricultural GDP increased from 7% to 21% during that period. Again, this indicates that 
agricultural development in Indonesia has not really been “export led”. 

Natural rubber, palm oils, coffee, tea, and shrimps remain the major sources of foreign 
exchange earnings for Indonesian agriculture. Both export volume and value of some export 
commodities increased steadily over the period 1985-96. Cacao, palm oils, shrimps and lobster 
experienced the highest growth rates compared to other commodities. Meanwhile, the export 
value of coffee, tea, pepper, and rawhide shrank over the 1985-96 period. 
 Rice, wheat, cotton, sugar, stuffs feed for animals, sugar, dairy products and honey are 
the main agricultural import commodities. Import value of wheat grew steadily at 14.9% per 
annum, from US$ 259 million in 1985/86 to US$1.1 billion in 1996/97. Import demand for 
wheat was mainly driven by the rapid development of food processing industries, and it is 
expected to increase steadily in the future. Since 1994, Indonesia has turned back into the 
world’s leading rice importer. Severe drought in 1994 and 1995 affecting parts of Java and 
many of the outer islands led to significant area abandonment and reduced yields in these 
producing regions. Consequently, in 1995 the rice import was around 2 million tons, the most 
ever taken in one year by a single country. 

Direction of agricultural exports for selected commodities 
At the aggregate level, USA, Japan, Netherlands, Singapore, Germany have been the 

five main countries of destination of Indonesia’s agricultural exports. USA alone accounted for 
19-27% of Indonesia’s total agricultural exports for the period 1985-1996. In 1985, agricultural 
exports to USA accounted for 24%, increasing to 27% in 1988 but then fluctuating and 
dropping to 19% per cent in 1994 and increasing again to 24% in 1996. In terms of value, 
however, total agricultural exports to USA increased steadily from only US$ 544 million to 
US$ 1,100 million or at an average annual growth of 6.1% over the period 1985-1996. 
 The position of the USA as the main export market has gradually been replaced by 
Japan. The share of Japan increased from 14% in 1985 to 22% in 1996, while the export value 
to Japan increased from US$308 million to US$1,028 million. In contrast, the share of 
Singapore slightly declined in the past few years, that was from 11% in 1992 to 5% in 1996. 
This also the case for the Netherlands, as its share decreased from 11% to 7% during the 1985-
1996 period.  
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The direction of agricultural exports exhibited no significant change over the past 
decade. The export markets of Indonesia’s agricultural products are becoming more 
concentrated. In 1985, the share of the USA and Japan together accounted for 38% of the 
country’s total agricultural exports, while in 1995 the share increased to 46%. Nevertheless, it is 
important to note that the direction of trade and the relative importance of each export 
destination vary from one commodity to another.  

Potential impacts of Uruguay Round trade liberalization 
The Uruguay Round liberalization will potentially expand access for Indonesia’s 

exporters to major export markets, particularly to industrial countries. The tariff reduction 
among the major export outlets will provide enhanced market access for Indonesia’s exporters. 
Global tariff barriers on industrial products of export interest to Indonesia will be reduced by 
around 42%. Tariffs in industrial countries will decline to an average of around 4%. The simple 
average tariffs for all products (except petroleum) will fall to 4.4% in Japan, 6.0% in the 
European Union, and 6.5% in the United States. 

Many of Indonesia’s most important export products will face larger than average tariff 
cuts in the major industrial export markets. The largest cuts apply to wood, pulp, paper and 
furniture items (69%), mineral products and precious metals (59%), oil seeds, fats and oils 
(40%), and coffee, tea, cocoa, and sugar (34%). Export earnings from the items in these groups 
comprise 21 to 50% of the total export earnings. Substantive tariff cuts will also apply to certain 
export items such as fruits and vegetables (36%), spices (35%), grains (39%), and other 
agricultural products (48%). 

A substantial proportion of Indonesia’s exports will enter duty free to its major markets 
following the Uruguay Round. More than three-quarters of Indonesia’s export to Japan, and for 
nearly half of exports to the United States and European Union will be duty free. This is a 
substantial increase in duty-free access to major markets as compared with the situation prior to 
the Uruguay Round. 
 In addition to tariff reduction, the Uruguay Round has resulted in greater security of 
market access through an expanded number of tariff bindings. For developed counties, tariff 
bindings will cover 99 and 100% of trade in industrial and agricultural items, respectively. For 
developing countries, the corresponding percentages are 59 and 100%. The guarantee that tariff 
bindings provide for market access is important. Industrial countries have bound their tariffs at 
actually applied levels so that the bound tariff levels following the implementation of the 
Uruguay Round will be those actually in effect after the agreed tariff reduction is implemented. 
 
 

Estimated impacts of Uruguay Round trade liberalization 
Several studies indicate that most of the gains from trade liberalization arise as a 

consequence of a country’s own liberalization. In particular, the efficiency gains which result 
from market opening are a benefit which accrues directly to the country undertaking trade 
liberalization. Liberalizing countries may also gain from greater exploitation of scale 
economies, from increases in the range of goods available to their producers and consumers, 
and from more rapid transfer of technology. There may be benefits to the country’s trading 
partners if its import expansion is large enough to improve the exporter’s terms of trade.  

Unilateral trade liberalization can increase its real income in a number of ways: (a) by 
allowing consumers to purchase their needs from the most efficient source, (b) by scaling back 
production of goods which are not efficiently produced domestically and increasing production 
of goods which are most efficiently produced at home, and by (c) increasing the volume of 
trade on which remaining trade taxes are collected. Further gains may be achieved by greater 
exploitation of scale economies in production, and from improvements in the range and quality 
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of specialized products available to producers and consumers. In addition, countries may gain 
from liberalization by their trading partners, particularly if this increases the demand for their 
exports, and hence their terms of trade. 

A particular concern raised by developing countries was the possibility of adverse terms 
of trade effects resulting from agricultural trade liberalization. Enormous agricultural protection 
provided by many developed countries was depressing world prices of many agricultural 
products both by protecting domestic markets from importing and by generating surpluses to be 
disposed of on the world markets with the help of export subsidies. Reductions in domestic 
supports and export subsidies in these countries will benefit countries which are net exporters of 
the products whose world prices rise but may harm net importers of the respective products.  
 Trade liberalization following the Uruguay Round is estimated to have a very strong and 
positive impact on the Indonesian economy, and Indonesia will stand to gain considerably in 
terms of stimulus to both its trade and income. The simulation results show that if Indonesia 
does not pursue trade deregulation along the lines of its trading partners, then not only will it 
suffer a loss of export competitiveness, but it will actually experience a decline in net social 
welfare. Trade reform, along with the effort for increasing technical efficiency, is necessary for 
Indonesia to enjoy the largest benefits from the Uruguay Round. The results also confirm the 
notion that the more Indonesia deregulates its domestic economy, the larger the gain it can 
capture from global trade liberalization. 
 The results show that Indonesia’s export value (volume) could increase by 10.4 
(12.38)% more than would otherwise occur, following complete implementation of the trade 
liberalization agreed in the Uruguay Round. The Uruguay Round liberalization is estimated to 
increase household and factor incomes by 2.0% and 4.2%, respectively. In terms of increased 
income, implementation of the Uruguay Round commitments is estimated to result in a net 
social benefit of around $ 782 million, which represents 0.75% of the GDP in 1992. 
 The simulation results show that Indonesia could become a potential rice exporter. 
China, European Union, North and Latin America are shown to be the main export markets for 
Indonesian rice. The results also show that Indonesia could expand exports of other agricultural 
products such as coffee, palm oil, rubber and other industrial crops to the European Union, Sub-
Saharan Africa, Australia and New Zealand. Exports of livestock products are also estimated to 
increase, especially to the European Union. However, Indonesia’s exports of forestry, fishery 
and agricultural-processed products are estimated to decline to all export destinations. A decline 
in the export of forest products to Japan could have a considerable impact on foreign exchange 
earnings, since Japan is currently the major export market. 

Policy implications 
In spite of increasing government commitment toward an export-oriented economy, 

there was no significant increase in the ratio of both exports and imports to GDP over the 1985-
96 period. The ratio of the total exports to GDP increased slightly over the 1985-92 period, 
from 0.22 to 0.26, but then started to decline and went back to the level of 0.22 in 1996. These 
figures are well below those of other East Asia’s export oriented economies, where the ratios 
are in excess of 40%. This indicates that Indonesian economy has not really been “export led” 
in the way it has in some East Asian export oriented economies. Accordingly, this may suggest 
the need for the government to further reform the economy and consistently implement existing 
deregulation packages. 
 The flattening of export growth in recent years highlights the need for Indonesia to 
maintain the pace of reform in order to improve economic efficiency and foster internationally 
competitive industries. The most recent trade reforms are encouraging but more is needed to 
overcome the anti-export bias of the trade regime and to stimulate domestic competition. 
Agricultural-based manufacturing industries could continue to prosper in the future if the 
government were to accelerate the pace of policy reform and in particular to reduce the 
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remaining disincentives against these sectors. This would involve not only further reducing 
manufacturing protection but also deregulating food processing and the export crop sector. The 
elimination of non-tariff barriers on agricultural raw materials would promote the food and 
beverage industry. 

Indonesia can expect to do very well in a liberalized and freer world market, if it speeds 
up the opening of its own economy during and following the implementation period of the 
Uruguay Round agreement. Agricultural growth may slow marginally, however, unless 
additional growth-enhancing policies are adopted. But even if farm output growth is slowed 
slightly as a consequence of the round, income growth of rural households nonetheless is likely 
to accelerate as new job opportunities emerge with the expansion of labor intensive firms as 
more government investments in infrastructure are shifted outside urban areas. 

The negative impacts arising from trade liberalization for various parts of the 
agricultural sector can be attenuated if the government could act to help enhance production 
efficiency by consolidating and expanding farm size, investing in infrastructure and in research 
and development. All of these measures fall within the "Green Box" under the Uruguay Round 
Agreement on Agriculture and can thus be pursued legitimately without violating any of 
Indonesia’s multilateral trade obligations. These increases in production efficiency would be 
particularly effective if they were accompanied by investment in human resource development. 
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