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INFLATIONARY PRESSURES ADD TO  INDONESIA'S WOES

Increasingly serious inflationary pressures are accentuating the de-
cline in the Indonesian economy. The inflation has been marked by an
upward spiral of budgetary deficits financed by new printings of rupiahs.
In 1964 the deficit reached 45 percent of total budgeted expenditures.
The cost-of-living index for the urban consumer went up about 90 per-
cent, but increases in wages were minor.

In addition to difficulties of internal inflation, annual external pay-
ments obligations reaching about $225 million have aggravated the prob-
lem of foreign exchange. Exports have not provided sufficient foreign
exchange to permit imports of much-needed raw materials, capital
equipment, and spare parts to maintain the economy. Proposed reme-
dies have included the curtailment of annual imports of rice, which
amount to more than $100 million, and a moratorium on payment of
foreign debt obligations. Such measures might alleviate the current
drain on foreign exchange but would provide no lasting solution to the
balance-of-payments problem. In fact, the adverse effect that this action
would have on much-needed foreign loans and grants would add to the
problem. These economic difficulties are reflected in internal political
maneuvers, with the Indonesian Communist Party (PKI) seeking to focus
blame on the anti-PKI elements in the Cabinet.

1. Inflation

Inflationary pressures in Indonesia have accelerated during recent
months. DBetween September and December 1964 the free market rate
for the rupiah declined from 3, 100 to 8,000 rupiahs per US $1, the lowest
level in Indonesia's 14 years of independence. * The cost-of-living index
rose by about 90 percent during the past year. Although prices for rice
were relatively steady for the first half of 1964, they rose by about two-
thirds following Sukarno's announcement on 17 August that rice would no
longer be imported and that substantial cuts in the government‘s program
of rice distribution would be effected. In December, rice was selling at
320 rupiahs per liter in urban areas. During the past year the price of
fuel more than doubled and that of textiles incr cased by about three times.

% The official rate of exchange remains at 45 rupiahs to US $1, and the
rate for import-export transactions'' is 250 rupiahs to US $1.
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Salaried workers have had some wage increases, but these have been

far from comparable to the increase in Prices. Average wages range

from 5, 500 rupiahs a month for a hotel taxi driver to 14, 000 rupiahs a
month for a university professor, 1/

The decline in the value of the rupiah is the result of a continuing
expansion of the domestic money supply to finance government budget
deficits and a stagnation of industrial and agricultural production. In
1963 the budget deficit was about 61. 6 billion rupiahs, with total ex-
penditures of 155. 6 billion rupiahs. 2/ For 1964 the deficit is expected
to be about 250 billion rupiahs, with—expenditures of 550 billion rupiahs. 3/
Proposed budget figures for 1965 show an even larger deficit, estimated
at 300 billion rupiahs, because the domestic inflation necessitates even
larger expenditures. Sukarno has not been willing to subordinate the
Malaysian confrontation effort to the solution of economic problems, and
thus there appears little prospect for a reduction in inflationary pres-
sures. The government has begun to print 10, 000-rupiah and 25, 000-
rupiah notes, indicating that no official devaluation is being planned. il_/

There has been no significant increase in the quantity of goods
available for consumption to alleviate the inflationary pressures caused
by the expansion of the money supply. Industrial output continues to
decline because of shortages of raw materials and spare parts caused
by stringent import restrictions. Industrial output is now estimated to
be about 25 percent of capacity. There was some increase, however, in
agricultural output during 1964 because of favorable weather conditions.

2. Foreign Exchange Problems

During the first 6 months of 1964, exports (excluding petroleum) in-
Creased to $213 million, somewhat above the very low levels recorded
in 1963. Earnings from sales of tin increased to $12 million as a result
of high world market Prices and reasonably stable production,. Although
the total value of exports of rubber declined, the value of exports of
e¢state rubber increased slightly. Exports of petroleum declined from
$115 million to $97 million. Further increases in eéxport earnings are
likely to be hampered by the continuing harassment of private foreign
firms in Indonesia. On 26 November all British investments other than
those in the petroleum industry were placed under central government
control, and US investments in the rubber industry have been subject to
threats of impending takeover. 5/ Although the most important foreign
investment is in the oil industry, agricultural estates operated by for-
cign interests make modest contributions to total agricultural exports.

-2 -

Approved For Release 2001/04/27 : CIA'RIP78Td1083A002200100001-5




Approved Fo

r R

elease 2001/04/27 : CIA-RDP79T010

g-E-C-R-E-T 03A002200100001-5

indonesian import trade apparently has declined, but the resulting
improvement in the balance of merchandise trade in 1964 cannot pro-
vide the necessary foreign exchange 1O cover expenditures for services
and debt repayment obligations- Because Indonesia‘ s foreign exchange
reserves are already at @ minimum level and further drawdowns can

hardly be considered, efforts are being made to reduce external Pay-

In an attempt O reduce the drain on foreign exchange reserves,
president Sukarno announced on 17 August that Indonesia;, having attained
self—sufficiencv in foodstuffs, would not sign any further contracts for
the purchase of rice from abroad. Sukarno's announcement had and will
have little immediate effect on imports, howeveT, hecause existing CcOn-
tracts with major guppliers -~ Burma and Thailand -- are valid through
1965. _(3_/ Imports of rice in recent years have been valued at about

$100 million annually and account for more than 10 percent of the Indo-
nesian supply of rice. In conjunction with the announced program to
curtail imports of rice, the government has reduced its commitment to
supply rice to urban areas. Under the new plan, allocations of corn will
be substituted for part of the rice rationed to government employees,
and in areas with a surplus of rice cash allowances will be given for the
purchase of rice on the free market. Because jmports made up almost
one~half of the government‘ g annual goal fof procuring 2. 25 million tons
of rice, 7/ the reduced_ration commitments will reduce significantly

the govei—'_nment‘s requirements for importing rice. gukarno's announce-
ment that seli-sufiiciencv in £oodstu££s has been attained, howeveT, is
far off the mark.

The rumored plan to declare @ moratorium On repavment of foreign
debts would be the first public admission of the geverity of Indonesia‘ 5
external payments difficulties. 8/ Current obligations oft debt repay-
ments amount to about $225 million annually. Of this total, almost $60
million i8 for pavment on deliveries of military equipment from Com-
munist countries. In addition, $15 million must be paid annually to
Communist countries for economic assistance credits. Payments to
the US for economic assistance will amount to about $20 million per
year during 1964-10. The remaining $130 million i8 owed to other
countries of the Free World and to the International Monetary Fund.

To date, Indonesia has not defaulted on any of its obligations to coun-
tries of the Free World. 2/ Obligations to Communist countries have
not always been met fully, however, and rescheduling of payments has
been agreed on by the USSR, Poland, Czechoslovakia, and Communist

China in an apparent cffort to assure some eventual returi
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By declaring a Mmoratoriym on debt Payments, Indonesia €an alleviate
the Current drain of foreign eXxchange, but thig would Provide ng solution
to the Paymentg Problem, In fact, by declaring a Mmoratoriym Indonesisy

Malaysia in September 1963. ys aid Proposals fop fiscal year 1965

amount to only $13 million, 4 sharp drop from the $47 million €xtended
in fisca] Year 1964 ang the $13¢ million extended in fiscal year 1963,
With Indonesia’s Withdrawa] from the UN, aiqg contributiong from yN

Special agencies Probably wijg be stopped. Approximately $44 million
h .

December. Of this loan, $10 million wag Teported to be an immediate

Adam Malik, If thege relatively moderate influences are removed
from office through PK1 Pressure, it is Probable that their bortfoliog
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