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 One of the maxn features Londxtxonlng the economlc sltuatlon in, %
Indonea;a today 18 the protracted inflation whxch has been going

on for years.; Many of the exlgtlng problems llke corruption,

1neff1qienoy. low productxvxty level etc. etc.[can be traced

back to the distortloﬁb resultxng "from the ever anrQGSJHQ
Inflation lncreévod at 'a rate of *+ 50%

lnflatxonary prcssuree.
after which the rate

from the end of 1959 till the end of- 1961, £
100% tlllithc end of 1963. The rate over 1964 was T

want up to
'ivl40% after which it jumped - considerably to some 250% over the
" Details about the abablute figures in ‘the money

year of 1965.
It can

supply over thlS period will be found in the appendlx.

‘be seen- that from the end of 1959 tlll the end.of 1965 (o seriod

.of six years) the money supply’went up some 70 times. 'New money

13, 1965 at the ratio of Rp 'l (néw) againse

Rp 1,000 (old), partly to cope with the physicAl problem cZ

prinpinq and partly because the printing costs of the bills were E%

higher than their value, especially for' the smaller denominat. ons. @GP

Due to negléct,of some technical details and the psychological

e

reaction of the publiC'(peoplevwho,have been thinking in ter

of thousands of Rp will not. object very much against nrlco

Rp 2,800 billion on Jan. 27, 1966 when Coordinating Minister
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0f Finance,, Dr. Simarno gave a press conferencc on the ‘subject.
The monthly indrease in the money supply penéing the intro~

~duction of new money Qas around Rp 200 billion "only".

‘2. .ﬁhelmain:aource of the increase in money supply over ‘the years
R ,;fhaq been-the continuous budget deficits due to a wide:gap
"between revenue and expenditures of tne government. ‘No figures

are, avamlable on .the realisation of the 1965 budget, but for the
year 1964 an offmcial report mentioned a deficit of Rp 340
bllllon (or 117% of the revenue of Rp: 290 bllllon over that
yearﬁ as agalnst an 1ncrease of some Rp 360 blllxon in the money
supply. Th}s means that the non-government ‘sector was res- -

ponsible onlyﬁfor Rp 20 billion of the total 1ncrease in the
}; money supply.
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3. To correct the lmEaLance dn the budget, efforts were made to

lncrease the 1nflow of government revenue by adjustments in the

B3

tax ratee to the prevallmng prlces, xntroductlon of new taxes

and spec1a1 compulsary contributlons" inten51f1cation of tax

collectlon etc. +In ‘a survey I made some time in the middle of
last yearvI came to flfteen of these contrlbutlons, big and
small The number has 1ncreased.ever since. But with the
familiarptendency towards tax evasion in severe inflationary
condltlons these new taxes and contributions could hardly cope
w1th the average monthly 1ncromental money supply of Rp 200
(bltlion. Also, appeals for austerity etc. remain futile and
lack .economic sense as long as there is an ever present and

-~

ever increasing demand as a result of the increasing money in .

circulation. -

4. There is no uniformity in the price incicases from commodity

to commodity and from sector to sector. Generally specaking
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increases in the price of 1mportod commodxtxee have been staepcst
although rice prices have also shown sharp anreases due to the
seasonal scarcity_or "patjeklik", transportation bottlenecks ctc.
The latter factor is also responsiblcbfor rises in the price of
cxport commodities and other locally produced goods on top of a
guneral increase in production costs. Lagging bechind thaes> ’
inoreases>“: t. » ¢ .Zirics of the fixad income groups especielly
of the government officials. The rise of 40q% in their salnries
after the 1ntroduction of new money has been more than neut-a’vsed

by the rlse xn the general price level.
’ N
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Prlce lnstablllty and the distortions in price relations *esul*—
ing from the inflation were a serious handicap for production of
export commeodities and manufactures as well. Several branches
of industry are estimated to “work at levcls as low as 20-30% of

gthelr normal capac1ty. Capital was withdrewn from manufacturing

>and other productive sectors'to embark in speculztive trade. in~

< terest r&ﬁee ranging froﬁ 10 to 15% or even 20% m onthly in some
cases arce indeed much more et*ractlve for the owner of- capltal
‘as cﬁmpared to the meegre}and unsecure returns from 1ndustry.-
'not to mention - the headachos connected w;th the malntenance of

“ a healthy prodhctlon unit, labor problems etc. In relatlonvto

t?e overall plcture of the economy however this loglcal reactlon

and response of the bu51nesg 'to the general economic trend can

only anrease the strergth of the 1nf1atlonary forces. Efforts

ot
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have been made by the authotntleb to chennellze the use of
prl‘ te capital into product;ve sectors by the BAMUNAS (Consult—

ative Body for Private Cn pltel) but no concretc results havezn

been booked. MSln reaﬁon for this failure is that BAMUNAS Whlch

in the old set-up of the cabinet was headed by ~ ministcr, 1ie
c0n51dered to work too much as just’ another mlnlstry, drawlng
ﬁplans to collect money from prlvato bu51ness wlthout grv1ng {hem
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any .say in: the spenaing. As things stand at present'a so-called

Prlvate Deyelopment Bank has been set up to whxch all pr;vatc

b

bn51n394 has been set up to which all private business has to

ﬁubscrlbe at the risk of ‘withdrawal of their licenge: this bank

1s meant- to be the sole development bank for private business

-apd is subordinated to the Minister for the Generétibp of Fundg

and Forces in the old setup, It remains to be éeen ﬁ%at modi~
ficat;ons will be made in this system with the recent chnnges
in- the cab;net (among others the ministerial post for 8AMUNAS
Chief has been dbollshed) and the obvious dlffcrence in the
goneral atmosphere in dealing with economic probuems. In t*is
relatxon 1 would 1;ke to refer to Foreign Minister Adam M=1dk? s
statement on Monday April 4 that the foreign pollcy‘he.wants to

'yursue is guided by the domestic needs of the nation.

Although relatively small (11%) in its share in the national
incomé gs'cqmpaped to agriculture {55%). the export sector is

bénsidgred -- and rightly so --— to have a key position in

-;;g;dtion to the problem of economic development in Indonesia.

The performence in this sector over 1965 however was not
encouragihg;due partly to increasing diécrepancies between local
and world market prices as a result of the inflation, and partly
also’ to developments in the political field. As a result of the
ahogtive coup_oh.Oct.'l 1965 and the changes in the monetary
f;eld for instahce, thexe was a virtual stand$till in exporxts’
by the prlvate sector leav1ng export activities only to some
state—owned estates and State Trading Corporatxons. FlguLES
coverlng the first six months of 1965 méntlon a total of Rp

9,700 mill 1on (oxr USS 217 million at the-official rate of

"Rp 45 per Uss), givingjrise to expect & total 6f some US$ 400

mllllon at the most for the whole year as compnred to the

targeted ﬁS$6QO million. For the year of 19656 the government
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has set a target of only US$ 400°million. The difficulties frced

.
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by the exporter in coplng with price dlscrepancies can best be
illustrated by’ the prices of RSS I rubber,whxch cost only Rp 890

~m D€L Kg by end 1964 in the local»Djakarta market, drdppcd to
4 RP 655 by the end of March due to favorable expectations with the

¥ introduction of the new foreign ekchand@ law, but after thesc

expectatxons were frustrated rose again to d%preccdented helghts
to Rp 1 525 by the end of June, Rp 1,925 by the end cf Septembf*
some' Rp 4,000 with the issuance of new money medio December

1965, Rp 6000 with the issuance of the new effective export rate
of ‘Rp 101000 per US$ and some Rp 8,250:(old) or Rp 8.25, (ncw)

last week. -In order to give an incentive for exportcrs to

s . . - -
expprt, an export-bonus system was introduced as from'February 11

11900, allow1ng a bonus of 10% for such producte as rubber, copra,

tobacco, tea, coffee, pepper, palm oil and palm kernels, sisal
and tin Jsroup I), 15% for the export of anxmals/tattle, herbs

and’spicee, cattle and animal fodder, kernels containing oils

~and fibres (Group II) and 50% for the export of forest products,

mining products except petroleum and tin, ‘'vegetable and animal

oils and fats, handlcraft'products, plants-and flowers etc. 1In

terms of magnitudes, Group I comprises some 90% df'the‘total

- export value, Group II 3% and Group III 2%. These equrt

~ bonuses cannot be sold but can be used-to import a specified

number'of'commodities'for the usec of productiOn of export

products and for general use on order from third parties. The

effectlveness and thc sgsensge of bonusor and other lnducements

for exports however is conditioned by the clasticity of supply

productlon of these commodities since otherwisc they WIll only

- lead tc more price incrcases. With tho exmstencc of trwnsport

and communlcatlons difficulties as a serious impediment to the
elastxcxty of production and supply of export commoditics it

is a good sign that the policy otatoment,by Mlnlster Coordinator

besd
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for Economlcs. Flnance and Development,_SUItan Hamengkubuwono X
" on Aprll 4 1966 mentloned the removal of.pottlcnecks in trans~

portatlon as onc of the first priorities-in his lelCY.

1 B :l E
e

"f\~7l“‘Mention has been. made in thxs survey of the“pollc; statements
’ 'on April 4 by Mr. Adam Malik on foreign pollcy and Sultan
- Hamungkubuwono of Jogjakarta on economic pollcy. NO obvious
_responso on thtse statements has becn recorded in terms of -
chqnges in the risiné price trend. There hae beehnhowever a
notheable "wait and sce" attitude amoné'business circles,
, making for a ‘halt in. the earlic¢r buying rush in the efforts to
hedge aga:nst further price 1ncreases. Ongc the pro;ected »
! ”fn lmports of ‘rice and other stablllsatlon measu?es become tffectlve

however, there wlll be more reason for optlmlsm ‘in the general-

economic plcture, grantlng of course that other developments in

>

- the econOmxc flﬂld as well as out31de will be conduc1ve to ~
4 . " e

further stablllaatlon.

APPENDIX
MONEY SUPPLY IN INDONESIA
\ End.of ' . i.~;, B Blllien Rp
1959 . © 3409
1960 L V 47.8° ;
1961 o B 67.6
1962 j | 135.9
1963 . 263.4
1964 - | "676.1 _
Dec. 13, 1965 2,200 . (est.)

BTN S ’ n, ) . L . 4 CAn
~Jan. 27, 1966, = © 2,800 (est.) - -
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