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Introduction - The Mission

Indonesia is by no means

businessmen especially to members of the Chinese Manuf
turers” Association of Hong Kong (CMA in abbreviated for

held an exhibition of Hong Kong products
LSS TN 195404 1955, CMA.

Indonesia International Trade Fair held in Indonesia.

by the Hong Kong business community.

In the last three years,

tration has adopted a2 policy to promote mternational co-

Operation. From the ¢Conomical. point of view, the new

administration has made considerable achievements in 2 Very

rticular, it has eliminated the spiral of
he young country on a firm footing for

cconomic reconstruction. Worthy of mentioning too is the

ﬁve-}fe:ar Plan outlined by the Indonesjan Government. With
thesfi' _Im?rovements, N0 wonder there were a total of 106
foreign firms and total of HK$3.5 billions invested in this
young country by the end of 1968. Meanwhile many CMA
members Lfrged a visit should be made to Indonesia.  After
:EUCh canmdera'ticfn, the CMA Board of Directors decided
at a trade.mlssmn was timely, The objects of this Mission
to expand the two-way trade between

g Kong, and secondly, to make an on-the-

SPOt stu :
_P dy of the Present climate for:business and -investment
in Indonesis. A -

4 Stranger to Hong Kong

ac-
- m).
We have been trading-partners for many decades and CMA
at Djakarta in
also participated in the

The
changes and developments in Indonesia are closely watched

Seventy five members joined the Mission, and altogether

twenty one industries were represented. The names of the
participants are at Appendix I. The Mission departed Hong

Kong on 6th May and the main mission returned on 15th
May, 1969. Its activities are listed at Appendix II. The
Mission held discussions with officials of government and

non-government bodies, and discussed a wide range of questions

concerning land policy, import procedures, laws on taxation
and company incorporation. The following chapters provide
details on certain aspects of the Indonesian government’s
economic policy which the Mission feels should be of interest

to Hong Kong businessmen.

The Political Framework

The Government Structure

Under the 1945 constitution, the highest authority is
vested upon the People’s Consultation Congress, “Madjelis
Permusjawaratan Rakjat”. The membership of the “Madjelis”
is formed of the members of the People’s Representative
Council “Dewan Perwakilan Rakjat”, which is a legislative
body, augmented by delegates from the regional territories,
who are to be elected by general elections, and by the
representatives of the collective bodies. For the time being,
the members of a provisional “Madjelis” are appointed by
the President. The President is the highest executive of the
government, but in conducting state affairs, he has to ensure
that state policies are in keeping with the general guidelines
laid down by the Congress. At the same time, the Council
holds the legislative power in concurrence with the




President, which means that bills submitted by the President
including the State budget, must be accepted by the Counc';
before they become law, whilst bills drawn up by the Councl'l
must be rectified by the President. The Council and thl
President cannot dismiss each other. An Organization chart
of the central government is at Appendix IIT. |

The Party System

The party system in Indonesja js multiple. There are
eight political parties at present, each of which falls into one
or other of the nationalist, religious or socialist trends of
thought. In addition, there are also functional groups—groups
?f collective organizations which Play various functional roles
In the community. The Indonesian Communist Party and all
the covered organizations under its aegis which had a total
membership of approximately 20 million people was dissolved

on l!th March, 1966, immediately after General Soeharto had
received authority from President Sukarno.

General Economic Conditions and Policies
Inflation No More

Up to 3rd October, 1966, the Indonesian economy was
marked bY_ severe inflation,

which : :
very long time. has been going on for a

0% .Ht}wever it has been under control recently;
e ance, the inflation rate 1s 1.6% in January, 2.2% in
beﬁruar}z 1.6% in March and -4.2% in April, 1969. We
eve : :
i e oN0Mmysie becoming more and more stable

and the favourable b,
Y nce of trade s i is ¢
indication of future stability, oo 1000 s

The New Economic Policy

Due to underdevelopment in the past, Indonesia still
imports raw materials, which it is richly endowed by nature.
Indonesia needs a great deal of imported materials, machinery
and know-how to develop its agricultural sector, the processing
industry, and the heavy industry. At the same time, it has
to solve the problems in those heavy industries which the
country has previously received from Holland.

The theme of the new policy is to return all “taken-over”
enterprises and to encourage foreign investment. Since 1966
Indonesia has been inviting owners of nationalized industries
to negotiate their return and it has introduced a new law
offering incentives to foreign capital investment. ‘This is an

unmistakable shift from previous policy.

Negotiations for the return of “taken-over” enterprises
have been opened with many firms. Some have resulted in
agreement for the return of the assets; some are still in
progress. High priority is being given to the successful
conclusion of these negotiations, since it is to be expected
that new investors will take a hard look at the treatment given
to the old investors before starting new projects. To encourage
modernising, expanding or rehabilitating these enterprises, in-
vestment for these purposes is eligible for certain tax incentives
and other benefits under the new foreign investment law.

The new law makes it clear that Indonesia invites private
foreign capital to invest in projects which will contribute to

the healthy development of the Indonesian economy. It
Provides both incentives and flexibility which compare favour-

ably with those oftered by other Asian countries.
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The Programme of Economic Development

'
-

- The ‘short-term programme for the stability and rehabilita-

tion of the economy has as its priorities: -

1.
2.

. To control the rate of inflation

. To restore and

Control of inflation
Adequate supplies of foodstuffs

3. Rehabilitation of the e€conomic infrastructure
4.
5. Adequate supplies of clothing.

Increasing export

The programme consists of:

. the physical plan
. the monetary plan.

The main targets of the physical plan are-:

. To restore and raise the Production capacity for foodstuffs,

goods for export and clothing.

improve the economic infrastructure that
Supports those sectors of industry.

The main targets of the monetary plan are:

. To ensure availability of Rupiah and foreign exchange for

financing the Physical programme.

and maintain a stable price

level which is in harmony with the People’s purchasing

Foreign Exchange and
Export Trade

Sources of F oreign Exchange

the Import and

The sources of foreign exchange are;

(1) Proceeds of Exports

(2) Payments of services rendered

(3) Foreign capital investments |

(4) Grants and loans from donor countries
(5) Private to private credits |

1. Proceeds of Exports

Export of merchandise is only allowed to be executed by
licensed exporters, who have to submit in advance an Export-
Declaration for their intended exports to the Foreign Exchange
banks. The shipping period for a declared export is the
month of submitting the Export-Declaration plus two full
successive months.

Non-realization of more than 5% of the quantity mentioned
in the Export Declaration makes the exporter liable for a fine
imposed by the authorized Government Agency.

Exports must in general take place under a letter of
credit opened by banks abroad. For export on a consignment
basis a permit should first be obtained from the Foreign

Exchange Bureau.

Export commodities are distinguished in two categories,
according to marketability. For the products falling under
category A the Government periodically establishes a “CHECK-
PRICE", which is the nett-fob value minimum to be derived
as export-proceeds. The check-prices are usually placed at
slightly below world market prices.

There is no check-price system for category B commodities
and they can be exported at a nett fob value declared by the
exporter. | ' DN
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Foreign currency proceeds, in excess of the nett-fob value
(“OVERPRICE") may be retained by the exporter as DP.
This DP can be kept abroad but can also be placed with the
foreign exchange banks in Indonesia, expressed in foreign
currency.

Region of the Capital City Djakarta and 7%% goes to the
Province of West-Java.

The ADO’s are expressed and maintained with the foreign
exchange banks in foreign currency and the Regional Govern-
ment can itself use them for payments of imports or of
The export-bill proceeds, to the full amount of the nett- services received by the Region.
fob value, are in general to be negotiated and settled immedi-

ately by the Foreign Exchange banks on account of the opened

In the event the Regional Government wants to convert
the ADOQO’s into Rupiahs, they have to be surrendered to the

letter of credit. Those proceeds are partly to be surrendered
through the foreign exchange banks to the Central Government
and partly to the Regional Government. The remainder of

the nett-fob value is for the exporter and is called “EXPORT
BONUS" (BE).

The division of the official export-proceeds is as follows:-
- Category A commodities: - to Central Govt. 5%

(rubber, coffee, copra, pepper, - to Regional Govet. 10%

tobacco, palm oil, palm kernels - BE for exporter  85%
and tin) f

- Category B commodities: - to Central Govt. nil
(All other products except gold - to Regional Govet. 10%

and Silver) - BE for exporter 90%

The proceeds of petroleum €xports are treated as a special
category by the Foreign Exchange Fund of the Central Bank.

th 'I:{[‘he: Part of the export proceeds to be surrendered to
¢ Regional Government is called ADO (Automatic Regional

F'X » . .
: : Allt.]catmn) and is destined for the province from where
the relative export originates.

For exports from Tandjong Priok

: nd K :
(Djakarta) this ADO 18 divided and - eémayoran airport

2% goes to the Special
3

Central Bank through the foreign exchange banks at the prevail-
ing BE-rate. 'Transfer to other parties of the ADO's for the
purpose of conversion is, since May 1968, not allowed anymore.

The BE’s are expressed in foreign currency too (the
currency in which that export is being paid for). However,
since May 1968 all BE’s exports must be immediately sold
by the exporter to the Central Bank through foreign exchange
banks at the prevailing rate of exchange expressed at the last
“BURSA” call. The Bursa is a BE-exchange trading centre
established by the Government of which all foreign exchange
banks and qualified brokers are members.

At present all purchases and sales of BE transacted in the
exchange are done with the Central Bank at a rate set by
it three times weekly (Monday, Wednesday and Friday).
Since the beginning of January 1969 the BE rate was steadily
set Rp.326.-per USSH.

The BE’s can be used for import financing of only
essential and semi-essential goods and for payment of certain
specified services.

At the time of negotiation of the export-bill, the foreign
exchange banks are required to collect for the government
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the company taxes of the exporter on the basis of 19, of
RP.500.00 per US dollar of the nett-fob value.

2. Payment of Seﬁicés Rendered

Foreign currency earnings/income of Indonesia, derived
from payments of rendered services, expenses and spendings
of tourists and other persons, etc., are like the “Overprices”
of exports called DP, which is an abbreviation of "DEVISA
PELENGKAP" (Complementary foreign exchange). They
can be maintained at the Foreign Exchange banks and
represent actually free foreign currency, which can be used
for ‘all kinds of legitimate purposes, such as for travel,
remittances, import of non-essential and luxury goods, etc.

Du_e to the wider possibilities for using the DP, the
conversion rate into Rupiahs is higher than the BE-rate

As of the middle of July 1968 there is an official DP-Bursa
established by the Government where trading of DP is done
on a daily basis at the rate determined by supply and demand
The sale and purchase of DP can, however, also be done a£

the foreign exchange banks and authorized “EX-merchants”
at rates determined by these financial institutions. .

3. Foreign Investment

P :
; Fore_xgn mve:stors engaged in approved enterprises under
the Foreign Capital Investment Law are

their newly invested capital

foreign exchange banks,
for:

* allowed to maintain
In foreign currency with the
The capital so placed can be used

a. '
paymer{ts r:rf Imports of goods, destined for use or
Processing in the approved enterprise.

Sl

b. payments for services received, both internal as well

as abroad.
c. conversion into Rupiahs.

The conversion is in general to be done at the BE-rate
and the amounts in foreign currency to be converted are to
be surrendered to the Central Bank, except for investors
engaged in enterprises for rendering of services, such as
aviation companies etc., for which the conversion can be

done at the DP-rate.

These investors are eligible to be recognized as importers
for their own goods or as exporters for their own produce.

The foreign exchange banks are required to periodically
report to the Foreign Exchange Bureau about the replenish-
ments of and disposals from the foreign currency account of

the investors.

4. Grants and Loans from Donor Countries

Grants and loans from donor-countries to the Indonesian
Government, in so far as they are not effected in the form
of projects, are utilized to cover import requirements of
government departments and state-enterprises, or are sold
through the BE-Bursa to importers as “CREDIT-BE’, as
distinct from BE ex exports, which is called “GENERAL BE".

As of July 9, 1968 there is no difference inr the Rupiah
counter-value between Credit-BE and General-BE |

5. Private to Private Credits

(A) Credit against a letter of credit
Exporters are in general permitted to receive
advanced-payments for their intended exports from
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their buyers through a RED CLAUSE L/C. The
amount permitted to be drawn in advance under
such L/C’s is limited to the maximum BE-proceeds

to be derived from the intended exports as declared
by the exporter.

The foreign currency so received as advanced-
payment for exports are, however, immeldiately to
be sold to the Central Bank through the foreign

exchange banks at the BE rate prevailing at the
time of sale.

After execution of the relative export, the
exporter can suffice with drawing on the L/C for
the remainder of his selling price. In the event
the relative export is not actually accomplished, in
whole or in part, the exporter will be allowed to
re-purchase BE from the Central Bank for re-payment

of the advanced-payments, which he might have
received in excess, if any.

Bank Credit

As of the end of December 1968 the Central
_ Bank has opened possibilities for foreign exchange

banks to extend credits in foreign currency to their
customers.

There are two types of these credits, of which
the first pertains to credits extended by banks

abroad through the foreign exchange banks in
Indm}es:a solely for “Pre-export financing” of the
latter’s customers. The credit can be only of short

ST

term and should be first approved by the Central
Bank case by case.

The amount in foreign currency, received as
credit, must be immediately sold to the Central
Bank at the BE-Bursa call-rate. 'The counter-value
in Rupiahs is only to be used by the customer for
pre-financing of his intended exports. After execu-
tion of the relative export, the foreign exchange
bank for and on behalf of the exporter is allowed
to re-purchase for re-payment of the credit foreign
currency from the Central Bank at the rate, against
which the BE-proceeds of the export has been

traded at the Bursa.

Any risk due to differences in rate for selling
and for re-purchase of the foreign currency is then
for the foreign exchange bank c.q. the customer.

The second type of credits in foreign currency
which the foreign exchange bank may extend to
their customers, pertains to DP kept by the banks
as balances of their depositors. The credits should
also be of short term (maximum one year) and the
total by the foreign exchange bank to be extended
credit at any time is limited up to 70% of all
DP-Balances of the depositors.

This type of credit is however only to be used
for financing of certain sectors of the economy as
stipulated by the Central Bank. Every credit in
foreign currency so extended is to be reported

immediately to the Central Bank.




(C) Overseas Remittances

Private persons or companies are allowed to
receive credits from abroad in foreign currency,
which is to be treated as DP. Re-payment of these
credits are afterwards to be done also with DP.
The foreign exchange banks are not allowed to
issue a guarantee for re-payment of the credits, so
that the whole risk for extending of the credit is
entirely for the credit-supplier.

Financing of Imports

Import of merchandise with a fob wvalue of more then
US$300.-is in general only allowed to be executed by licensed
importers in possession of a Fiscal Certificate showing that
they have accomplished the necessary arrangements with the
Taxes Services regarding their income taxes.

Imports are divided into BE-list goods (consisting of very
essential, essential and semi-essential goods) and non-BE-list
goods are stipulated by the government, and can be imported
with both General-BE as well as Credit-BE, although there is
on restriction for their import with DP. Non-BE-list goods
can only be imported with DP.

The import of BE-list goods from donor-countries, which

have extended grants/loans to the Indonesian Government,
should be financed with Credit-BE, in so far there is still 2

balance of the loan/grant made available to importers and

the import is not contradictory to the conditions of the
relative grant/loan agreement.

In"general all import I./C’s opened by Foreign Exchange
banks m.Indonesia have to be fully prepaid by the importer.
The foreign exchange banks are not allowed—except in certain

Al 4

cases—to extend credits for pre-financing imports nor for
payments of taxes and/or import duties after arrival of the

goods.

The foreign exchnage banks are not allowed t{}' open
import L/C’s of which the cover in foreign currency is not
reasonably available. DBecause of this procedure, there 18 the{'e-
fore little or no foreign currency risk in negotiating of bll.IS
under sight L/C’s. Indonesian banks do not, except in
special cases, ask banks abroad for confirmation of their

L/C’s. (Normally negotiating banks obtain reimbursement

within 10 days, the only reason for the slight delay being
the time needed for the transfer of funds from other accounts
broad, which are restricted to a few banks in each country).

On arrival of the import-documents the foreign exchange
banks are required to collect in advance the company taxes
of the importer for the Government on the basis of 2% of

the total purchase at the rate of Rp.400.0 per USS.

Imported goods are assessed according to essential or
non-essential and the import duties range from 09% to 300%;
lso with a veiw to protecting local industries.

There is a special rate used for the calculation of import
duties, which is fixed from month to month., From December

1968 on this special rate is RP.325.0 for US$H1.-.

1. Imports with BE

In order to obtain BE’s for the import of goods, the

importer must submit an application for I./C and thereby
present a valid Fiscal Certificate. Up to April 30, 1969 the
import duty for goods, if any; has to be prepaid simultaneously,
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but as of that date the stipulation for the
import duties has been withdrawn.

All BE’s have to be purchased through the Bursa by
the foreign exchange bank on account of the importer. BE
purchased and not utilized for opening L/C within 10 days
must be surrendered again to the Central Bank as superannu-

ated BE at a special rate, which jis at the present time
RP.265.-per US dollar.

BE Balances of US$20.0 or more, which have been used
for cover of a L/C, but not completely disposed of for
Import of goods, are also to be returned to the Central Bank
45 Superannuated BE. Balances of less than US$20.0 can be

settled between the foreign exchange banks and the importer
concerned.

Under the present System of tying BE-list imports to
the BE-proceeds of exports which have already taken place,
there is always a supply of BE’s,
total sale purchase of BE’s
amount of US$5,000,000.-.

It has occured that the
Per Bursa call day exceeds the

. mport L/C’s come from
which have already taken place and for

‘ L an L/C has been opened by banks abroad,
the theoretical time lapse between the jssue of the BE and

the receipt of the foreign currency €xport-proceeds should
not be longer than two weeks although it sometimes can be
This means that all. BE import

exchange banks in Indonesia are
with foreign currency. However the

foreign Currency represented by the

160

L/C’s opened by foreign
Practically fully covered
ready availability of the

pPrepayment of

issued BE’s sometimes depends on which bank is handling
the export document, as some process their bills faster than

others.

Transfer of BE’s from one bank to another is effected
by drafts drawn on correspondent abroad or by telegraphic

transfers.

(a) Import with General-BE - This type of imports can
be done in two ways, Viz.:-

(i) Import with cover - For these imports an L/C has
to be opened which should be fully covered with
foreign currency as mentioned above. Since in

general the countervalue of the BE’s have to be

prepaid by the importer, and in view of the high
interest rates, importers are anxious to cut short
this prepayment period. Credits will be opened at
the last possible moment and imports from Singapore
and Hong Kong of readily available goods, requiring

shorter shipping periods, are preferred.

(ii) Import without cover - These types of imports 'is
now only allowed with a special permit from certain
Government, agency and in general only for rice,
fertilizers and wheat-flour. No L/C’s are opened
and the BE may by purchased by the importer on
or before maturity of the bill. Normal usance
period is 180 days after date of the Bill of Lading,
Documents must go through regular banking chan-
nels and the transactions must be registered in
advance with a foreign exchange bank. This
business 1s mainly handled through Singapore and




Hong Kong traders, prepared to act as intermediaries
make guarantee deposits -abroad.. ~Import withoy

cover 18 now being regulated by the government in
limited amounts.

With regard to imports ‘with General BE from Singapore
or Hong Kong and from other places, but for which a 1/C

18 opened for beneficiaries in Singapore or Hong Kong, the
banks abroad have to send the relative do

Opening banks
may only authorize payment of the Bill after the goods have
been surveyed by Government appointed survey companies
and certified to be in conformity with the I, /C terms. This
results in a delay of Payment to supplier of about two weeks.

(b) Import with Credit-BE

With, r.eg-ard to imports with Credit-BE, the banks abroad,
?fter: fegotiating document under L/C’s established through
oreign exchange banks in Indonesia, will receive reimburse-

countries, assigned by
with wi
agreement. the relative grant /loan

To stimulate the use of Credjt-BE for imports, the

over :
E Hament h?s oPened varioys facilities, which cannot be
njoyed by using General-BE, viz.

(1) For Imports of goods with Credit-BE coming
the U.S. Government A.LD./Loans, the

from
payment

goods in Indonesia and s

ik b by the L/C 1Ssuing foreign exchange
= mPorter- at the moment - the importer

wants -to carry out the unloading of the goods
concerned. However, the importer wishing to make
use of this facility must request a bank guarantee
from the foreign exchange bank which is to open
the L./C concerned. Therefore, the BE purchase
and opening of the L/C without full prepayment
of countervalue by the importer, can only take
Place when the above-mentioned bank guarantee is

supplied.

As of November 1, 1968 importers can for imports
with USA Credit-BE of certain types of goods for the
rehabilitation and development of industry be allowed
a middle term credit for the countervalue of the BE
for up to 3 years with an interest of 8% per annum.

(iii) As of November 5, 1968, for imports with Credit-
BE from other donor countries than the U.S.A., a
credit of 50% to 60% of the countervalue of the
BE might be granted to the importers, provided that
shipment of the goods concerned should be made
ultimately two months after the date of opening
L/C. The shipment period can in exceptional cases
be expanded to 4 months with the special approval
of the Central Bank.

2. Import with ADO

Since the ADO’s are already maintained with the foreign
exchange banks in the name of the Regional Government
concerned, import with ADO  can be done by directly
establishing an L./C. The commodities which can be financed
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with ADO for import are in general only the BE-list goods
Prepayment of import duties in the case of Imports wi’tl-;
ADO by the Regional Government is not -necessary.

There is also the possibility for the Regional Government
to conclude loan/credit agreements with the suppliers abroad
for the import of goods or for rendering of services, which
will be paid for afterwards with future ADO’s. For those
cases, it any, the Regional Government has to obtain approval
first from certain Government agencies and the branches of
the Central Bank are allowed to act as trustees for those
future ADO’s and to issue certificates to that effect to

suppliers concerned, which, however, may not have a bank
Juarantee,

3. Import with DP

2. Import with cover (DP which is already available in

the name of importer). The importer can establish
a L/C in the normal way.

: }mpﬁrt without cover. As of October 6, 1968, such
imports are only allowed to be executed by authorized
importers after the transactions

with a foreign exchange bank.
goods are at

with DP.

have been registered

_ a0 Shipment of the
shipper’s risk against future payments

4. Dics

There is 2 regulation
to offer settlement
holders.

. _P romulgated by the Government
in Rupiah of outstanding trade debts to

due to such ﬂutstanding debts can be sold

a2 () s

Claims

to investors in Indonesia against ( discounted ) payment in

foreign currency.

The scheme is referred to as DICS (Debts Investment
Conversion Scheme). Under this regulation, DICS-Rupiahs
resulting from settlements of such claims can only be utilized
for purchases abroad by the original claimholder or its affiliate

in Indonesia.

In case these claims are disposed of to a third party,
then the DICS-Rupiahs resulting therefrom can only be used

internally in Indonesia.

Suspension of Import Duties

The Government has revised the facility for suspension
of the payment of import duties and other customs levies
for the importation of certain specified essential goods. The
facility can be applied under certain conditions:

- the submittance of a bank guarantee for the amount, of

which the payment is to be suspended.
— the payment of administration fees to the customs services

at the rate of 3% per month.

- the suspension of payments is for maximum 2 months.

Foreign Investment Policy

Incentives for New Investment

1. Exemption from corporation tax on profits for a period
up to five years and exemption from dividend tax on

profits during those years.
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2. Full authority to select management and to recrujt o
use technicians and experts for positions which I

_ ndonesjan
manpower 18 not capable of filling.

iI‘he: ofter of land at advantageous terms, carrying with
it rights of building and explojtation formerly denied,

. Exemption from import duties for the

| equipments
machinery tools and initial Plant supplied.

Exemption from the capital stamp tax on the introduction
of foreign capital for investment.

In addition to these incentives, the new law gives the
government the discretion to grant additional benefits by
the reduction of the corporation tax rate to a rate which
may be anywhere from 50% down to zero for 2 period
not' exceeding five years. After the initial tax holiday
period, by Permitting Investors to offset losses and during
the exemption period against profits in any ensuing year
jfor tax purposes, by allowing accessories depreciation and
in other ways deemed desirable and appropriate ( espe-
cially for large Projects of great importance to the
:;ZHDI?}'). A foreig'n capital- €nterprise may be granted

rate of transfer in the original forejgn exchange for
current proﬁfs, €Xpense for foreign employees in Indo-
nesia, depreciation of fixed capital assets compensation

in t - - &
he event of nationalization, and other costs which

can be specified by the government.

_ Government will
énterprise or reduce its power

NP2

on control and management, unless a law is passed,
stating that such a measure is necessary in the interest
of the State. Therefore, measures to nationalize or to
reduce the rights of a foreign enterprise cannot be taken
arbitrary through mere regulation or government decision,
but must be determined, where necessary, through a law
that is approved by the people’s representative body.
Further, should such an act of nationalization becomes
necessary, the government is obliged to provide compen-
sation, the amount, kind and method of payment of
which to be agreed by the two parties in keeping with
the principles of current international law. Assurance
that the government will provide compensation that is
satisfactory to both parties becomes stronger with the
stipulation that, should the two parties be unable to
agree upon conditions of compensation, they could
resort to arbitration that is binding upon both parties.
The government also provides an opportunity for pros-
pective foreign investors to make their own constructive
suggestions should that procedure not give sufficient
assurance or to be less that satisfactory for the capital
invested. Although such suggestions are not binding,
they will receive sincere and thorough consideration.
The government will later on become a member of the
International Centre for Settlement of Investment Dis-
putes, one of the daughter - organizations of the World
Bank.

. Transfer and Repatriation Rights :

(a) Company profits after reduction of taxes and other
obligations.




(b) Costs for foreign manpower in Indonesia.

(c) Other costs, such as insurance premiums, interests

)

Patents, and so on, which, in general, are not limited,
Provided the amounts are reasonable.

(d) Depreciation on fixed equipment.

(e) Compensation, should there be 2 need of national-
1zation.

Apart from what has just been mentioned, the possibility

18 still open for transfer for special matters to be further
determined by the government.

Priorities for Fields of Enterprises

In principle, details according

to order of prioritvy are
determined : :

. n every occasion when the government draws
up medium and long term development

the years 1967 and 1968, the
€conomic policy upon

Since, for
government has based its

the ec 'the stabilization and rehabilitation of
onomy, all foreign investors who directly or indirectly

assist thi ' ' IN. Priorj
; t Fhl-s _pohcy will obtain priority, For foreign investments,
the priorities referred to are:

1. Those which may increase the

arnings (for instance,
Products, tourism,

State foreign exchange

mMiNing, exports of agricultural
Processing industries for export).

3. Those which, although they do

- not Increase save
fare:gn €Xchange, nevertheless. 4
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(a) are quick-yielding, for instance, are producing in less
than two years.

(b) can add significantly to employment opportunities.

(c) introduce new technology or work methods that can
raise productivity in some sector of production.

(d) bring in modern equipment capable of INCreasing
work effectiveness or of decreasing production cost.

Administrative Procedure

1. Application Procedure

All applications for investment will go through two stages
Firstly, they will be dealt with by the particular govern-
ment department with jurisdiction over the field of
operation in which the applicant intends to invest. With
the assistance of the Foreign Investment Technical Team,
each application is processed at departmental level by a
committee. Upon agreement by the minister concerned,
the application is then forwarded to the Board for
Consideration of Foreign Investments, which is chaired
by the President. This Board hears the opinion of the
Technical Team and only thereafter can the final decision
be given.

When an application obtains the approval of the Board,
the President gives his official agreement to a draft
contract. ‘The Minister concerned is given the power
to sign the document of agreement or the contract in
the name of the government.

“Letters of Intent”, “Minutes of Agreement”, or other

+ 25




documents of agreement of like kind, may be signed by
the Secretary-General, by the Department in the name
of the Minister concerned.

. Competent Executive Authorities

The highest executive authority with power to make
decisions with regard to the Foreign Investments Law is
the Board for Consideration of F oreign Investments,
The Board is composed of a number of Ministers and
other officials with ministerial status and is chaired by
the President. The Board for Consideration of Foreign
Investments is responsible for outlining and carrying out
policies connected with the Foreign Investments Law,
This Board also advises the President as to whether or
not a certain application should be accepted. Besides
this, the Board also advises and states its opinion about

questions connected with, granting permits on taxation,
foreign currency transfers, the legal status of
enterprise, and the like.
18 as follows -

a particular
The composition of the Board

Chairman : The President

Members: 1. Minister of Economic and Financial Affairs.

. Minister of Industry and Development.
. Minister for Finance.

- Minister for Commerce.
. Minister for Foreign Affairs.

. Minister for Home Affairs.
. Minister for Industry.

Chairman of Bappenas (the Planning Board).
Governor of Bank Indonesia (Central Bank).

}D_Dnﬂcxm-hmbal—*

Secretary: = State Secretary

Projects Open to Foreign Investment

Mostly they belong to light industries.
at Appendix IV.

They are listed

Immediate Achievement of the Mission
Members of the mission have concluded business
contracts for Hong Kong exports and Indonesian imports.
The details are:

Exp.orf from Hong Kong

HK $1 million
0.145
0.45
0.075
0.86
0.28
0.05
0.322

Pressure lanterns
Hurricane lanterns
Vacuum Flasks
Stainless Steel Cutlery
Aluminium Sheets
Plastic Goods

Plastic Moulds

Textiles and Sundries -

Imports from Indonesia

Coconuts HK$9,000.00 monthly (long term contracts)
Frozen Foodstuffs HK$230,000.00
Rattan HK$1,000,000.00 and

HEK $25,000.00 monthly (long term contracts)

In addition, investment reported amounted to HK$1,636
million in the enamelware and textile industries. A number
of other projects are still being examined.




Conclusion

Indonesia is a country of bounty and abundance. She
has plentiful natural resources and manual labour. Under
the policy of economic stability and fostering international
economic ties, Indonesia is hopeful of building up its external
trade and attracting more and more investments. The
emphasis on extracting industries and agriculture 1s under-
standable but we are pleased to learn that the Indonesian
government, in so doing, do not neglect the manufacturing
industries. In the process of economic development, Indonesia
would have to import increasing quantities of commodities,
until where possible, they may be replaced by productsl of
domestic industries. Hong Kong is an international trading
centre, and its business community is expert in entrepot
trade. This, in addition to its geographical proximity, should
be advantageous for Indonesia in developing its trade. It is
unfortunate that these possibilities of trading for mutual

benefi ' :
t were marred by a few businessmen in their pursuit

fo 5 L -
r short-term gains. We hope the import survey require-

ment_ would be a temporary measure, and we were dis-
appeimted during our discussions with Indonesian government
szcﬁ?isdto be -informed that the requirement could not Yyet
i uiei deTsE;tes l;:1:11‘ pmpos.al for an alternative precautionary
e vey reql:urement obstructs the Hong Kong

e with Indonesia, and we would urge the Indo-

nesian Governme -
nt to review th :
: ; € Practica . .
this requirement. P | need of maintaining

We were i 2N |
should be raxilfzrmed t hat it is only fair that donor countries
granted certain preferences in investment and trade.
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While we are in no position to dispute this, we hope that
there would be limits to selective favouritism. The example
in hand is that Hong Kong exports cannot be stored in
bonded warehouses as donor countries’ exports.

We can see advantages In establishing factories In

For certain industries, the raw materials are

There is a vast pool of manual labour, and
land is not in scarce supply. The government have announced
various incentives to mvestment as outlined in chapter ©.

not exist. We understand

Indonesia.

Foreign exchange control does

that the government are€ .lso considering establishment of

zones, and reviewing the existing labour legislation
from banks for industrial purpose
an interest rate of 1% per month. From

there are still problems. These

industrial
on employment. Loans
may be obtained at
our discussions, we perceive

arc .

1. Income Tax Law- If a limited company’s profit reaches
Rupiah 7.5 million, the profit tax rate is about 600%.
An individual’s income tax 1s as high as 50%, it he
earns over 1 million. The worst part is that it is double
taxation on the company as well as the individual. We
were however given to understand that the government
were reviewing the postion and taxation law reforms Were
under way.

2. Company Law- Each -1dividual party in a company iS

entitled to not more than 6 votes. Thus for a public

company, a group of <mall shareholders can outvote the
major shareholders. We understand too that a new

company law is being considered.
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. Land Policy- Only Indonesians may own land. Overseas
‘nvestors, therefore, would consider whether or not they
should invest in developing a lot which he cannot claim
ownership. However, In the case that a company is
jointly owned by overseas and Indonesian businessmen,
the company can own the land in the name of the

information and assistance to Indonesian businessmen
and members of the Association.

~ To maintain close liason with the Indonesian Consulate,
the Indonesian Business Promotion Ltd. in Hong Kong,
trade associations in and the authorities of Indonesia.

. To assist members in applying for visas for entering

Indonesian partner. : _
Indonesia on business.

. Labour - Although there is a vast pool of labour available,

: : : ; The Committee is in fact already several months now.
skilled and trained workers are seriously short in supply.

The Chairman is Dr.C.W.Chuang, President of the Association,

and the Committee members are:

Mr. J. H. F. Cheng, Far East Cotton Industries Co., Ltd.
Mr. D. Chow, Lucky Enamelware Factory, Ltd.
Mr. C. T. Han, Oriental Plastic Works, Ltd.
Mr. L. M. Lee, Lee Lim Ming Metal Works, Ltd.
. Investment Approval - We were given to understand Mr. W. Y. Lee, Glory Metal Works, Ltd.
that it took about 3 months before a decision could be Mr. Y. N. Lun, Freezinhot Bottle Co., Ltd.
made on an application. In some cases, it might take Mr. P. Y. Wong, United Oversea Enterprises, Ltd.

a year or even longer. This may be due to the large MDD ISERYaniiah Chuﬁg Industrial Co., Ltd.
number of applications to be processed and to the fact

that the government would naturally give priority to

_ Infrastructure - The transport network needs further
development. More important is the inadequate supply
of electricity and power, and it is advisable for an
investor to have his own generating plant, or, together
with factories in the same district.

They are directors of the Association. Through this

projects which would give greater benefit to the economy.

These difficulties are mentioned here together with the
advantages to give a balanced picture. Despite these
difficulties, we feel that the potentialities of Indonesia should
not be neglected, and it is for this reason that we have
recommended setting up the Indonesian Trade Promotion
Committee which is charged with the following responsibilities:

1. To foster Hong Kong [ Indonesian trade by providing
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committee, we hope Indonesian and Hong Kong businessmen
are drawn closer to each other. With a better understanding
which will develop, we hope the various restrictions between
Hong Kong and Indonesian trade will be replaced. We hope
Hong Kong and Indonesia will co-operate to mutual benefit.




Appendix I Mr. Terry Tang The Chinese Manufacturers’ Association
Secretary: of Hong Kong.

List of Participants

Member:

First-Group (Official ) , C.H. Chan New Asia Trading Co.

Dr. C. W. Chuang LL.D., L.H.D ., S5.P. Chan Bethlehem Knitting Factory.
r. C. W. .D., L.H.D,, ‘_
Honorary Leader:  Chuang's Cutlery, Ltd. ., C.C. Chan Kingstyle Garment Factory.

Mr. C.P. Hung Hop Hing Oil Factory. . M. Chang Kwong Fat Rattan Factory.

Honorary Adviser: . C.Y. Chao Enamelware Alliance Ltd.

Mr. Henry J. H. F.  Far East Cotton Industries Co., Ltd., Mrs. H.Hsing Chow Rox Industrial Co., Ltd.

Cheng Leader: Mr. Ho G.Leung  Kingstyle Garment Factory
Mr. W.Y. Lee Glory Metal Works Litd. Mr. Choi Kai Yau  Sun Wah Marine Products Co.

Dep. Leader: Mr. Chang We Zen East Horizon Optical Mfg. Ltd.

Mr. L. M. Lee Lee Lim Ming Metal Works Litd. Mr. J. L. Choy Union Corrugated Paper Products Fty. Ltd.
Dep, Leader:

| Mr. K.B. Chua Hong Kong Pacific Trading Co., Ltd.
I]\:”‘Il.'l.J YL;N;ljug Freezinhot Bottle Co., Ltd. Mr. H.H. King B

ep. Leader B
Gen. Affairs: Mr. C.H. Lee Li Chung Sing Tong ‘Po Chai Pills
M CT H O et Pl W e Patent Medicine.

r. C.l. fan ent t td. :
Treasurer: S e Mr. S.K. Leung = Shiu Cheong Plastic Factory.
Mr. Donald Chow Lucky Enamelware Factory Ltd. | . M.C. Ng The Oriental Plastic Works Ltd.
Trade Promotion: , . C.H. Oung TW. Wu & Co., (H.K.) Ltd.
Mr. Dominic Yin ~ Dah Chung Industrial Co., Ltd. . William Sheng R.E. Dietz Co., Ltd.
Industry Research: | VS KRS Shi Pacific Enamelware Fty. Co., Litd.

Mr. W S. V}fﬁng Chung Wah Shipbuilding & Engineeri ng S CSYSYan Yan Chim Kee Co., Ltd.
Public Relations Officer: Conplitd: . Archie Yan Yan Chim Kee Co., Ltd.

Mr. L. K. Lun Wlng Sang Bakelite Products . 9.C. Chen Dollar Distillers, I"IOIlg :K.OIlg.

Public Relations Officer: . W.Y, Fung Tack Hing Pharmaceutical Co.
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. H.Y. Kun Kun Wing Fook--Medicine Co., Ltd- -
. H.Y. Lee - Kun Wing Fook Medicine Co., Ltd.
mldee Ph.i]ips Asia Enterprises (H.K.) Co.

Mr. Sy Chan Pio  Excelsior Metallurgical Works Co., Ltd.

Mr. K.N. Lee Li Chung Shing Tong “Pochai Pills”
Patent Medicine.

Miss S.L. Liu Kun Wing Fook Medicine Co., Ltd.
Mr. BK. Ma Tack Hing Pharmaceutical Co.

Second Group (Unofficial)

Mr. S. K. Tang Johnkei Medicine Co.
Miss Mary Han Alexandra, James & Co., Ltd.

Mr. Ho Mun Jing Wah Yan Hong Chemical Mfy.

Miss F. Y. Leung Li Chung Sing Tong “Po Chai Pills”
(Mrs. C.H. Lee) Patent Medicine

Mr. K.L.. Chan

The Present-Day Medicine Factory.
Shanghai Almighty Med. Mfg. Co.
Kwat Fa Shin Koon Med. Fty.
The Vital Pharmacal Co.

Wai Yuen Tong. |

Tin Hee Tong Medicine Mfy.
Shanghai Almighty Medicine Co.

Man Chong Rattan Co. (H.K.) Ltd.
Man Chong Rattan Co. (H. K.) Ltd.

YIS

Mr. S.C. Chau
Mr. S5.C. Chow
Mr. C.P. Ko
Mr. CM. Lai
ST VA
. M..S. Lee
Vi ES (S vee

Mr. Yem Ming

Mr
Mr

. Poon Ping Yim Shiu Cheong Plastics Factory

mSYalvee

Mr. M. Wan
Mr. K. Y. Wai

Mr.

W.T. Yim

Dollar Distillers, Hong Kong.
Wan Man Medicine Fty.
Chai Tin Sau Med. Fty.
Wong Yiu Nam Medicine Fty.




Appendix 11 Cocktail hosted by the Hong Kong &

ICI ' et Shanghai Banking Corporation
Official Functions of the Mission anghai Banking Corporatio

Meeting with :
May 1969 the Minister of Industry and departmental

taft
‘Tuesday, 6th Departure for Djakarta e

Wednesday, 7th Meetings, with : Sunday, 11th Holiday

(1) H.E. Sri- S-ultan Hamengku Buwono IX, Monday, 12th  Meeting with :
State Minister for Economic, Financial

: the G nor of the Central Bank
and Industrial Affairs and departmental C(?ckt:;elioste 1By the Niaeion
staff

(2) Mr. H.C. Hainworth, British Embassador Tuesday, 13th  Private enagements

(3) Mr. R.G.B. Wyatt, Manager, the Hong
Kong & Shanghai Banking Corporation

(4) National Private Forum

Wednesday, 14th Meeting with :

Dr. Sumitue, Minister of Trade and depart-
mental staft

Meetings with : Thursday, 15th Departure for Hong Kong

(1) the Indonesia Exporters’ Association
(2) the bank Negara Indonesia

(3) the Pacific Indonesia Business Association

Dinner hosted by Bank Negara Indoensia

Meetings with :

(1) the State Minister of Agriculture and
departmental staff

(2) the Foreign Investments National Pian-
ning Bureau
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Appendix IV

Projects Open to Foreign Capital

Investment Light Industry

1. State Minister

for Economic,
Financial and

Industrial
Affairs

6. Minister of

Internal Adfairs

11. Minister

of m,._.q_uu._nn

10. DMMinister of
Public Works

Lleetric Power

21. Minister of

Manpower

1. Rehabilitation Cocount Flour Factory SUDESCO

2. Fruit & Vegetable Powder Plant

3. Fish Canning

5. Filtered Cigarettes Factory (for export)

4. Tengkawang Oil Factory

6. Frying Oil Factory
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11. Carbide Factory
12. Glass Sheet Factory

ive Carbon from shell

Cigarette Paper Factory
16. Factory for glass articles (glass, bottle, jar, etc.)
17. Enterprises of Porcelain

13. Rehabilitation Hardboard Projects
18. Sanitary Porcela

14,
15. Factory of Act

The Organization of The Central Government of the Republic of Indonesia

State
Secretariat

2. State Minister

for Peoples

Welfare

7. Minister of

Foreign

Affairs

*12. Mlinister
of T'rade

17. Minister of

Communications

22. Minister
of Social
Adlairs

President of the

Republic of Indonesia

Gen, Ali Murtopo

Gen, Sudjono Humardani —

‘Gen, Surjo

u..mn..:n Miruster | |14. State Minister

for Perfection &

Purification of
the State

._..rﬁ?..._?,::n

8. Minister of
Security &

Defence

13. Minister of
Agriculture

18. Minister of

LEducation

& Culture

23, Minister of

Transmigration &

Co-operatives

for the

Supervision of

the State
Projects

0. Minister

of Justice

14, Minister of

Industrica

19, Minister of
Health

5. State Minister

for Relations
. between the
Government and

the MPRS,
Parliament & DPA

10. Minister

of Information

15. Minister
of Mining

20. Minister of

Religious Affairs

H_.,T. " _N.m...

Bank Indoncsiaf
Central Bank

Planning

articles (plates, cups, etc.)

Private Assistants

to the President

National

Board

27. Sub-
Committee

of Foreign

Investment

29, Foreign

Exchange Burcau

(BLLD)

in, closet, etc.)

ashbas

in Factory (w
19, Cardboardjwrapping Paper Factory

Appendix [1]

26.
Investment

Board -

28, Sub-

Committee of
Domesfic Capital
Investment

g e e e

20. Gelatine Factory from Ava, hide 7 horn

21, Factory of lime (C

aste )

aC,) (for toothp




Lead Paper Factory . . #hHER% ( Lead paper )
- L
. Bicycle Tire Factory . Ziﬂmﬁ
. Leather Tanning : .
. Imitation Leather Factory . NEKR

Mosaic Parket Floor . Mosaic Parket Floor
. Agricultural Tools Factory . BRI

Electro Plating Workshop . FEhRk C Electro Plationg Workshop )
. Hardboard Factory of Coconut Fibre s S T

. Vanilla Oil Factory . MEDERI R C Vanilla Oil Factory )

. Brand-Proof Stone Factory . Brand - Proof Stone Factory
. Factory of porcelain electrical appliances (accelarator, etc.) . WEEEEER C AN 2ESE D

. Asbestos Cement Enterprise (eternit, corrugated asbestos, . ARKEAZE (NBIEAREBETEES )

roofs, etc.)

. Shoes Factory . PR T Al B T
. Caustic Soda Works insulated | . Polyvinil B R %

. Polyvinil Factory Tz

. Electrical insulated Wires Factory et

. Steel Wire Factory i

. Small Electro Motor Factory TR

. Bolts, Nuts, Screw Factory . - B 0 ARETHE - URETRR
» Electro Welding Factory | . SRR
. Petroleum Brazjer Factory

. Steel Drum F actory

. ATHBESARL ( Petroleum Brazier Factory )

; . SHER
- (B]ucme TOE) oty . FEM TR ( Buckle Tools Frctory )
. Cosmetic Perfurnery) | y
+ Sulphur Factory ; 3 ;Ei;;iﬁykﬁ
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