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Three-year Economic Plan versus Devaluation 
By Dr Edward Ellenberg, Tel Aviv 

W h a t  has been, for a long t ime already, an open 
:secret, known but hush-hushed by  everybody ,  now 
emerged  into public discussion. This is due to the  fact 
tha t  the two personal i t ies ,  whose  main responsibi l i ty  
it is to deal wi th  the r ecovery  of Israel 's  economy 
and finances,  openly  clashed on future measures .  

The minis ter  of Finance, P.Sapir, number  2 in the Gov- 
ernment ,  who promised that  during the lifetime of the 
p r e sen t  Eshkol Government  no devaluat ion of the 
Israeli  pound should take place, now proposed  the 
guidel ines for an economic pol icy which, at most, 
hopes  to achieve a si tuation in which a viable eco- 
nomic  pol icy can be carried out in a few years.  

The  Minis ter  of Commerce  and Indust ry  H. Zadok, 
a l though fully agreeing with his col league on the 
need  to p repa re  for the future, wants  as well to take 
a look at the present ,  and by  adopt ing some specific 
measures  to help raise exports.  

There are also economis t s - - t hose  who have no gov- 
e rnmen t  responsibi l i ty  and posi t ion to d e f e n d - - w h o  
consider  extr icat ing the economy from its chronic in- 
abil i ty to overcome its huge t rade deficit, by  a new 
and  substantial  devaluat ion of the I s as the only 
w a y  out from today 's  Israel economic difficu!ties. In 
the i r  theoret ical  v iews such a devaluat ion would 
make  Israel  exports  much more  competit ive,  earn-  
ings from the expor t  market  much more  at t ract ive to 
local  producers ,  whi le  making imports more  expens ive  
and  thus less at t ract ive.  However ,  these economists  
s eem to forget  that  the Israel economy is bedevi t led  
b y  two main factors which make  it ex t remely  diffi- 
cult  to car ry  out any  stable economic policy. One 
of these  factors is the economy's  high degree  of de- 
p e n d e n c e  on capital  imports. The second one is the 
inst i tut ional  inflexibili ty,  dominat ing the economic as 
wel l  as the poli t ical  life of Israel. 

Both these factors are  responsible  for the failure of 
t he  February  1962 devaIuat ion of the Israeli pound, 
the  purpose  of which was to give a substantial  en- 
couragement  to exports ,  while  discouraging imports.  
The failure of the  1962 devaluat ion of the  Is is now 
genera i ly  admit ted even  in Government  economic 
circles and e v e r y b o d y  agrees  that the rate  of Is 3 to 
t h e  US dollar, set at that  time, was  too low to pro- 
v ide  sufficient incent ive  to expor t s - -desp i t e  the fact 
that  the low exchange rate was chosen pr imari ly  in 
order  to avoid at t ract ing an inflow of unrequi ted  
fore ign exchange, that  could have  set off a runaway  
inflation. 

On the other  hand, the fact that wages,  rents  loans 
and  other  payments  were  so t ight ly linked ei ther  to 
the dollar or to the Cost-of-Living index, t r iggered a 
co r re spond ing  change in incomes throughout  the 
whole  economy. By recognis ing this, Mr Sapir, the 
Treasurer ,  decided to and succeeded  in el iminating 
nea r ly  all l inkages to the dollar. Wishing  to go fur- 

ther  he now intends  to eIiminate as well the effects 
of the link to the  Index, and this is why  he  worked  
out his th ree -yea r  program. 

The Treasurer  a l ready succeeded in avoid ing- -much 
to the disl ike of many  members  of the coali t ion and 
the leaders  of the forceful Confederat ion of Labour - -  
paymen t  of an increased  Cost-of-Living a l lowance  in 
July. He also succeeded in convincing most  of 
the circles involved in rising the pe rcen tage  
requi red  to increase  this a l lowance nex t  year,  
in July,  and in freezing the index for the  nex t  
two years.  Mr Sapir seems to work  hard  to- 
wards  p reven t ing  any a l lowance  increases  in the  
future, p robab ly  with the aim of making the whole  
sys tem become an anachronism. And since the bulk 
of personal  res t i tut ion payments  from Germany  should 
have  been  rece ived  by 1969, the Minister  of Finance 
bel ieves  that  the inflow of unrequi ted  capital  will 
be substant ia l ly  lessened by  then. 

Mr Sapir es t imates  that  by  1970 Israel wilI reach an 
annual industr ial  export  figure of $ 750 million, and 
this wi thout  any payment  of direct  expor t  premiums,  
because  he  considers  it a form of quasi-devaluat ion.  
Mr Zadok, his coIleague in the Minis t ry  of Commerce  
and Industry,  considers  that  a maximum of $ 665 mil- 
lion could be a t ta ined by  1970 and this only on con- 
dition that  indust ry  receives  some form of major  Gov- 
e rnment  ass is tance  for its exports.  Both minis ters  
agree  that  industrial  exports  cannot  be expec ted  to 
rise at the p resen t  rate  of exchange- -unrea l i s t i c  as 
far as the expor t  industr ies are c o n c e r n e d - - a n d  at 
p resent  levels  of domest ic  wages,  p roduct iv i ty  and 
overhead  charges. The two ministers  disagree when  
it comes to proposing the form of inducements  to be 
offered to industrialists.  Mr Sapir proposes  se lec t ive  
ass is tance  to expor t  industries,  giving more to those  
plants that  expor t  a larger  fraction of their  produc-  
tion and work in deve lopment  areas. He wants  these 
inducements  to take the form of addit ional benefi ts  
ur~der the Capital Inves tment  Encouragement  Law, 
exempt ing  expor t  plants from the payment  of nat ional  
insurance  and of different  social welfare  payments  
for their  employees,  etc. Mr Zadok, for his part, pro- 
poses  ins tead to do away  with the complicat ions in- 
volved  in se lec t ive  assis tance and would like to set  
a uniform ra te - - I s  (20 cents US) for eve ry  US 
do l l a r - -o f  Government  ass is tance for added value 
der iving from aI1 industrial  exports.  He be l ieves  that 
the advan tage  of such uniform rate  is that industrial-  
ists will  have  a known f ramework  within which they  
will e i ther  have  to export  or go under,  if the shrink- 
ing domest ic  market  cannot take up their  product ion.  

The fight is on be tween  the Treasury  and the Trade and 
Indust ry  Ministry.  The first fears that  by agree ing  
to a uniform rate  of Government  assistance,  the 
p resen t  rate  of exchange will be undermined and a 
p remature  devaluat ion of the Israeli  pound could be 
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forced upon. At  the same time, such s t ra ight  across-  
the-board payments  to industr ial is ts  could genera te  
new wage demands  from the employees ,  thus anni-  
hilat ing the Government  assis tance.  

A third proposal,  the one put forward by Dr David 
Horowitz, the Bank of Israel  Governor,  is genera l ly  
support ing the th ree-year  p rogram of Mr Sapir, but 
proposes  ins tead of blocking taxes,  an overal l  15 % 
reduct ion of all wages  and benefi ts .  

The discussion is still going on and a final decis ion 
is not expec ted  ve ry  soon. And  not  only because  of 
d ivergences  be tween  Messrs  Sapir  and Zadok, but as 
well  because  one of the coal i t ion-partners ,  the  ex- 
t reme left wing  Mapam party,  s t rongly  opposes  the 
plan of Mr Sapir. MeanwhiIe,  nobody  seems to bo the r  
with the real  d isease  of Israet 's  economy,  prefer r ing  

to look ins tead after different  t rea tments  for symptoms.  
The deep- roo ted  d isease  of the economy h o w e v e r  is 
a s tructural  one. First  of all due to the  fact that  the 
grea t  major i ty  of local industr ial  plants  are far too 
s ma l l - - r a t h e r  w o r k s h o p s - - a n d  thus unable  to take 
advan tage  of large scale  product ion economies.  Sec- 
ondly, because  Israel  economic inst i tut ions are much 
too rigid and ove rex t ended  for the industriaI  base  
carrying them. 

The belief  of those reaIistic onlookers  at the s ta te  
and needs  o f  Israel 's  economy is that  the sooner  
t h e s e  facts will  be recognised  and deal t  with, by  the  
Government  and the other  responsib le  economic fac- 
tors, the eas ier  it wilI be  to find a w a y  out of the 
p resen t  t ight  economic situation, worsened  by  the  
threa t  of growing  unemploymen t  and bankruptcy .  

Indonesian Economic Problems in 1966 
Professor Dr H. W. Arndt, Canberra, and Professor Dr J. Panglaykim, Djakarta * 

The last months  showed signs of awakening  in In- 
donesia,  awakening  to the country ' s  economic con- 
dition, and pe rhaps  the beginning of a new e ra - - a l -  
though as ye t  act ion has largely  been  confined to the 
polit ical sphere.  

Beginning with two Sta tements  in April  by Sultan 
Hamenkobuwono  IX, Deputy Premier  in charge of 
Economic Affairs and one of the tr iumvirs of the new 
leadership  (the o ther  two being Lieutenant-General  
Suharto and Mr Adam Malik), a p ic ture  of economic 
b reakdown has been  revea led  to the Indonesian 
people  and to the wor ld  which can have few parallels  
in a great  nat ion in modern  t imes except  in the im- 
media te  af termath  of war or revolution.  

It remains true that  this b reakdown does not grea t ly  
impinge on the major i ty  of the people  who  live in the 
vi l lages of Java  and the Outer  Islands. Nor is t h e r e  

as yet  ev idence  of ca tas t rophic  or even  serious food 
shortage.  Ave rage  s tandards  of food consumption,  
and of l iving generaIly,  are still, as far as it is pos- 
sible to judge,  subs tant ia l ly  h igher  than, for example,  
in India. But economic  b reakdown in every  o ther  
form is apparent  in va ry ing  degrees.  

The country  is in default  on a foreign debt officially 
es t imated at $ 2,400 million. Current  foreign exchange 
earnings  in 1966 are unl ikely to cover  much more  
than one-half  of foreign exchange requirements  for 
imports  and (unrevised) debt  service.  Tax collect ion 
has been  falling e v e r  fur ther  behind almost uncon-  
trol led gove rnmen t  expendi ture .  In consequence,  in- 
flation, as ref lected both  in rising money  supply and 
r is ing prices, is cont inuing at a rate which is probably  
still rising. Shor tage  of imported raw materials  and 
other  factors have  reduced  industrial  product ion to 

* A detailed version of this report written in June this year in 
Djakarta and equipped with a great number of tables and sources 
has been published as "Survey of Recent Developments" in the 
"Bulletin of Indonesian Economic Studies"; Research School of 
Pacific Studies, Australian National University, Canberra, No. 4, 
June 1966. In its July-issue INTERECONOMICS has already publish- 
ed an interview on "Topical Problems of German-Indonesian Trade". 

be low 200/0 of capacity.  Whi le  r ice product ion is 
seeming ly  well  maintained,  product ion of es ta te  and 
other  rural products,  with few except ions ,  cont inues  
to decline.  Shipping, rail and road t ranspor t  and all 
o ther  public serv ices  are suffering from years  of 
running-down of equipment  and are opera t ing  with 
difficulty and intermit tent ly.  The whole  e labora te  
sys tem of government  controls  of the economy is 
r endered  pract ical ly  inopera t ive  by evas ion and cor- 
ruption. The re levant  laws and regulat ions  are ne i the r  
respec ted  nor  enforced. 

All these  features of the  economic si tuation h a v e  
been  increas ingly  in evidence,  and obvious to ob- 
servers  on the  spot, for the pas t  two years  and more.  
It is only in the last few months  that  they  have  been 
officially acknowledged and square ly  faced by  the  
country ' s  leaders.  

Failure of "Emergency Measures" 

It is now clear  that the first  ser ies  of economic 
measures  taken  by the old leadership  in the wake  of 
the abort ive coup in late N o v emb er  and December  
1965 was not as construct ive a s  appeared  at the  time. 
Whi le  pr inciples  procla imed were  sound enough, the  
actions taken were  p a r t l y - - a s  in the case of the  
decision to make  all foreign t rade a government  mo- 
n o p o l y - - m e r e l y  further  steps on the doctr inai re  road 
fol lowed in the preceding two years  and pa r t ly  
emergency  measures  hast i ly  conce ived  under  ex t reme  
political pressures .  The lat ter  was true especia l ly  of 
the decis ions to grant a large New Year  bonus to 
government  employees  and of the December  "curren- 
cy reform" which was its direct  outcome. It became  
apparent  to the Central Bank that  the amount  of cur- 
rency  required for the bonus (75,000 rupiahs to each 
of about  4 million employees  or 300,000 mill ion ru- 
piahs), on top of rapidly r is ing rout ine expend i tu re  
and considerable  wi thdrawals  of cash from the  
banks, was  a l together  beyond  the capaci ty  of the  
government  print ing press. Hence  the  decision to in- 
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