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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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t roduce  the new rupiah (equal to 1,000 old rupiahs) 
which made  it possible  to put into circulation large 
stocks of Rp 50 and 100 notes  pr inted in 1960 that  had 
b e e n  over taken  by  the inflation and neve r  used. Un- 
accompanied  by any  other  stabil isat ion measures,  it 
was an act of despera t ion,  not a currency reform. 
The other  major  decision,  to raise the price of petrol  
and public util i ty charges to levels which would 
cover  costs, though sound enough in principle, ap- 
pears  to have  been  d isas t rous  in its t iming- -cer ta in-  
ly for its authors. The 250-fold increase  in the price 
of pet rol  was  in te rpre ted  by  the public as signalling 
final abandonment  by  the  old leadership  of efforts to 
hold  the  line against  inflation. Together  wi th  the in- 
c reases  in public ut i l i ty  charges, it p layed  an impor- 
tant  part  in arousing the  s tudents  to polit ical action 
which in March reached its cl imax in tlae over throw 
of the old regime. 

The months  that  have  passed  since then have  been 
domina ted  by  a cont inuing half-hidden s t rugg le - -  
"play" might  be the  be t t e r  word if the  stakes were  
not  so h igh - - fo r  poli t ical  power.  At  the end of June 
the  feel ing in Djakar ta  was that  there  was  still much 
"unfinished political bus iness" ,  too much for decisive 
economic  action. It s eemed  doubtfuI whe the r  the new 
Triumvira te  as ye t  commended  sufficient political 
p o w e r  to take any, let aIone all, of the highly un- 
pa la table  decis ions  that  would be needed  to tackle 
the  economic si tuation.  Confining action to areas in 
which it could count  on a nat ional  consensus,  such as 
the ending of "confrontat ion"  against  Malaysia  and 
the  "rescheduling" of foreign debt, it was seeking to 
consol ida te  its poli t ical  position. 

"Rescheduling" of Foreign Debts 

A Suitan's  S ta tement  on Apri l  12th 1 contained the 
fol lowing candid passage :  

"Any  person  who enter ta ins  the idea that  Indonesian 
soc ie ty  is exper ienc ing  a favourable  economic situa- 
t ion is guil ty of tack of in tens ive  study. For years  to 
come Indones ia ' s  economy is saddled with foreign 
debts  totall ing $ 2,400 million. This year  we have to 
begin  to pay  our tong- term debts.  If we fulfil all our 
obligations,  we  have  no foreign exchange left to 
spend  for our rout ine needs.  This is the reason why  
for years  we  have  been  import ing our daily neces-  
si t ies through shor t - te rm loans (better known as 
defer red  payments)  on condit ions detr imental  to us." 

In December  1965 Indones ia  ceased  to be able to meet  
its foreign exchange commitments .  For some time the 
Centra l  Bank was unable  to honour  even  cash letters 
of credit  and had to suspend  payment  on a volume 
of foreign trade credi t  which, together  with other  
shor t - te rm credit  still outs tanding at the end of the 
year ,  was es t imated  at $ 177 million. 

In Apri l  the  Gove rnmen t  for the first time compiled 
an account  of Indones ia ' s  total foreign debt and of 
r epayment s  due over  the years  1966-74. It showed 
that  os the total medium and long-term debt of 
$ 2,175 million, more  than  60 ~ was  due to countries 
of the Communis t  bloc, mainly to the Soviet Union, 
and most ly  on account  of mil i tary aid. Among the 
o ther  creditors,  J a p a n  was only sl ightly behind the 
USA, and much the larges t  if shor t - term debt is in- 
cluded. 

1 All extracts from this Statement are quoted, with slight emenda- 
tions, from the version printed in the English edition of B u s i n e s s 
N e w s of 15th April 1966. 
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P U B L I S H I N G  H O U S E :  

J. C.B. MOHR (PAUL SIEBECK) TUBINGEN 

With  total  foreign exchange earnings (including oil 
revenue) for 1966 est imated at only $ 430 million, it 
was  obvious that  Indonesia could not  honour  its 
commitments  to r epay  ~ 530 million in that  year.  By 
April,  the need  to seek a inoratorium from Indonesia ' s  
credi tors  was  publicly acknowledged,  and efforts be- 
gan to secure  a "rescheduling" of its commitments.  
The high pr ior i ty  given by the new leaders to ending 
"confrontat ion" against  Malaysia was general ly  inter-  
p re ted  as not unconnected  with the need t o  give 
p r o o f  to the world of Indonesia 's  intention to con- 
cent ra te  its efforts on the country's eco,rmmic prob- 
lems and thus to just ify a sympathe t ic  attitude among 
credi tors  and potent ia l  lenders.  

In tens ive  diplomatic act ivi ty pe rsuaded  an init ially 
re luctant  Indonesia  to accept a consort ium of all the 
credi tor  countries as the bes t  ins t rument  for nego- 
t iat ing an equitable rescheduling of Indonesia 's  exist-  
ing commitments  and exploring the possibili t ies of 
equal ly  urgent ly  needed  new credits.  It was also no 
accident  that  among the first of the internat ional  in- 
s t i tut ions Indonesia  proposed to rejoin was the  
Internat ional  Mone ta ry  Fund. An IMF mission ar r ived 
in Djakar ta  late in June, with an assessment  of In- 
donesia ' s  foreign exchange posi t ion as its first task. 

Balance of Payments 

The Sultan's S ta tement  pointed out that  Indonesia ' s  
expor t  income had dwindled from $ 750 million in 
1961 to 8 450 million in 1965 and proclaimed the 
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G o v e r n m e n t ' s  in ten t ion  to "give  pr ior i ty  to e v e r y  
p ro jec t  which yields  foreign exchange wi thou t  b r ing-  
ing losses in o the r  fields". This is indeed  one  eco- 
nomic  field in which the  new l eade r sh ip  has  t a k e n  
leg is la t ive  action.  A n e w  regula t ion  a n n o u n c e d  on 
20th May, 1966, widened  the  free m a r k e t  for fore ign  
exchange  b y  inc reas ing  the  Export  Bonus, i.e. the  
p ropor t ion  of the i r  fore ign exchange  earn ings  which  
p r iva t e  expor ters  m a y  lega l ly  sell to importers .  

At  the  t ime  of wr i t ing  it was imposs ib le  to ob ta in  a 
c lea r  p ic ture  on the  t r end  of exports .  But t h e r e  
seemed  some ground  for opt imism that,  if cu r r en t  
ra tes  we re  ma in t a ined  for the  res t  of the  year ,  ex-  
por ts  in 1966 would reach the  cu r ren t  official t a rge t  
f igure of $ 300 mil l ion and  might  e v e n  approach $ 400 
million. 

On the  impor t  policy, the  Sul tan 's  S t a t emen t  was  no t  
v e r y  specific. The  G o v e r n m e n t  m e r e l y  f o r e s hadowed  
"an aus t e r i t y  p rogramme,  a p rogramme of re t rench-  
m e n t  cover ing  oil facets" .  I t  is t rue  tha t  no  official 
f igures for I n d o n e s i a n  imports  are avai lable ,  but  one  
can  s ay  tha t  the  m i n i m um  import  r equ i r emen t s  (for 
goods and  services)  for 1966 will b e  at  $ 560 mill ion.  
On ly  for a r ev iva l  of indus t r ia l  ac t iv i ty  p r io r i ty  im- 
por ts  of $ 420 mil l ion will  be necessary .  W h e t h e r  
t hey  wil l  in  fact  b e c o m e  ava i l ab le  to the  indus t r ies  
conce rned  depends  no t  on ly  on the  to ta l  amount  of 
fore ign  exchange  avai lable ,  but  atso on the  abi l i ty  of 
the  G o v e r n m e n t  to enforce  a p r io r i ty  p rogramme.  

Summing up, it is a p p a r e n t  tha} expor t  ea rn ings  in 
1966 of at  bes t  $ 450 mil l ion wilI be  insuff ic ient  to 
f inance  these  min i m um  requi rements ,  new fore ign 
credi ts  amoun t ing  to at  leas t  $ 200 mil l ion in 1966 
will  h a v e  to be  sought .  Some new e m e r g e n c y  credi ts  
h a v e  a l r eady  b e e n  secured.  And  the  nego t ia t ions  for 
a consor t ium of c red i to r  count r ies  c lea r ly  env i sage  
tha t  this  consor t ium will  agree  not  m e r e l y  to 
"reschedule"  p r e sen t  deb t  se rv ice  obl igat ions  but  to 
g ran t  new  credits .  

It is gene ra l l y  r ecogn i sed  tha t  new  fore ign credits ,  
wh i l e  necessary ,  are  not  the  answer  to Indones ia ' s  
ba l ance  of p a y m e n t s  problems.  How can  some sor t  
of equ i l ib r ium be res to red?  W h a t  can  be  done  to 
ensu re  that ,  g radual ly ,  the  coun t ry  comes  to I ive 
wi th in  i ts means?  

At  the  m o m e n t  the  G o v e r n m e n t  seems de te rmined  to 
con t inue  the  sys tem of d i rec t  control  of impor ts  b y  
p r io r i ty  categor ies .  Unoff ic ia l ly  the re  has  been  some 
discuss ion on the  poss ib i l i ty  of mov ing  towards  a free 
exchange  rate,  which would  make  it poss ible  to aban-  
don cont ro ls  which h a v e  p roved  v i r tua l ly  unenforce-  
able. But this  m e a s u r e  can  be  effect ive on ly  if do- 
mes t ic  inf la t ion is r e a s o n a b l y  unde r  control .  

Inflation 

The Sul tan  in Apr i l  g a v e  an u n v a r n i s h e d  p ic ture  of 
the  degree  and  pace  of  inf lat ion:  

"In 1965 pr ices  in  g e n e r a l  rose b y  more  than  500 % ; 
ir~ fact  the  pr ice  of r i ce  soared  by  more  than  900% . 
Unless  swift  and  co r r ec t  s teps are  taken,  it m a y  sky-  
rocket  b y  more  t han  1,000 ~ in 1966. In the  1950s the  
State  budge t  s u s t a i n e d  dei ici ts  of 10 to 30 % of re- 
ceipt  and in the  1960s it soared  to more  than  100~ 
In 1965 it  e v e n  r eached  300% . The most  ser ious  of 
all took  place  in J a n u a r y ,  Feb rua ry  and  March 1966. 
W i t h i n  the  first  q u a r t e r  of this yea r  it amoun ted  to 
a lmos t  the whole  g o v e r n m e n t  expend i tu re  in 1965." 

S ince  then t h e  inf la t ion  has con t inued  to a c c e l e r a t e  
and  the re  seems  l i t t le  conf idence  in official c i rc les  
t ha t  a n y t h i n g  much can or  will  be done to s low i t  
d o w n  in the  n e a r  future.  Opt imis t s  speak  in t e rms  of 
a p lan  to b r ing  inf la t ion  to a ha l t  o v e r  the  nex t  two  
to th ree  years .  

Dur ing 1965 the  m o n e y  supp ly  increased  a lmost  l ive-  
fold. Of the  to ta l  i nc rease  of abou t  Rp (new) 2,300 
mill ion,  no t  much  more  t han  one-ha l f  was  accoun ted  
for b y  the  b u d g e t  deficit .  The  res t  resu l ted  f rom 
credi t  expans ion ,  m a i n l y  t h rough  g o v e r n m e n t  banks ,  
to s ta te  en t e rp r i s e s  and  the  p r i v a t e  sector,  and  for  
va r ious  e x t r a - b u d g e t a r y  p ro jec t s ;  bu t  e v e n  t h e s e  
funds  o r ig ina t ed  v e r y  l a rge ly  in expans ion  of the  
no te  issue b y  the  Cen t ra l  Bank.  

For  1966 the  la tes t  es t imates  sugges t  a budge t  def ici t  
of abou t  Rp (new) 12,000 mill ion,  the  dif ference be -  
t w e e n  expec ted  expend i t u r e  of Rp 21,000 mi l l ion  and  
expec ted  r e v e n u e  of Rp 9,000 million. If th is  a m o u n t  
is added to the  m o n e y  supp ly  ou t s t and ing  at the  end  
of 1965, one  reaches  the  e s t ima te  of Rp 15,100 mi l l ion  
for the  end of 1966. But th is  m a k e s  no a l lowance  for  
add i t iona l  e x p a n s i o n  of m o n e y  supply  th rough  b a n k  
credi t  and  e x t r a - b u d g e t a r y  channe ls  which accoun ted  
for n e a r l y  ha l f  the  to ta l  in  1965. 

One  effect of inf la t ion  is to raise,  in step wi th  prices,  
the  work ing  capi ta l  r equ i r emen t s  (in m o n e y  terms) of 
all en terpr i ses .  P r iva te  firms h a v e  no  hope  of cove r -  
ing more  t han  a smal l  par t  of the  con t inuous ly  grow-  
ing f inancia l  r equ i r emen t s  f rom the i r  own funds  and  
from wha t  t hey  can  ob ta in  in  the  uno rgan i s ed  m o n e y  
marke t ;  and in te res t  ra tes  in the  unorgan i sed  marke t ,  
l inked  as t h e y  a re  to the  expec t ed  ra te  of g rowth  of 
pr ices  and at p r e sen t  of the  o rder  of 10-15 ~ a mon th ,  
h a v e  become  p roh ib i t i ve  for a n y  bus iness  act iv i ty ,  
such as expor t ing  at  a n y t h i n g  l ike  the  official ex -  
change ra te  or manufac tu r ing  for sale  at  a n y t h i n g  
l ike con t ro l led  prices,  which canno t  take  a d v a n t a g e  
of the  capi ta l  gains  (in m o n e y  terms) to be  m a d e  
from buy ing  now and se l l ing  l a t e r  at  f ree  r u p i a h  
prices.  If expans ion  of expor t s  and  manufac tu r ing  is 
no t  to be  impeded  b y  sho r t age  of funds, there fore ,  
f inance  will  in  p rac t ice  h a v e  to be  p rov ided  b y  t he  
b a n k i n g  sys tem;  and  v i r tua l ly  all such f inance is in  
p r e sen t  c i rcumstances ,  d i rec t ly  or indirect ly ,  cen t r a l  
b a n k  f inance.  The  same appl ies  in any  case to t h e  
credi t  r equ i r emen t s  of the  cen t r a l  g o v e r n m e n t  (e.g. 
Rp 2,500 mil l ion for rice purchase)  and  of the  s t a t e  
en terpr i ses .  No es t imates  of l ike ly  credi t  e x p a n s i o n  
for ali  t he se  purposes  in 1966 are  avai lable .  But i t  is 
bound  to add cons ide rab ly  to the  in f l a t iona ry  pres -  
sures  gene ra t ed  b y  the  budge t  deficit .  

M o n e y  supply  doubled  in the  first qua r t e r  of 1966. If  
i t  con t inued  to r ise  at  this  r a t e  t h rough  1966 it wou ld  
reach a to ta l  of Rp ( 1 6 x 3  = )  48,000 million. Clear ly ,  
a v e r y  s t r enuous  effort will be  n e e d e d  to keep  t h e  
ra te  of inf la t ion wi th in  the  g iven  limits.  

The social  effects of the inf la t ion  canno t  b e  docu -  
m e n t e d  by  s ta t is t ics  since we are  wi thou t  a n y  da t a  
on w a g e  ea rn ing  and  o ther  m o n e y  incomes.  A h i g h  
civi l  s e rvan t  wi th  a sa la ry  of 200,000 old rup iahs  a 
m o n t h  would h a v e  needed  about  Rp 750,000 for  
househo ld  expenses  at  the end  of December .  By M a y  
1966, the  same household  costs  had  r isen to Rp 
2,500,000. His sa l a ry  p robab ly  r ema ined  v i r tua l ly  u n -  
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changed.  Most  g o v e r n m e n t  employees '  m o n e y  wages  
and salar ies  now  con t r ibu te  an  almost  negl ig ib le  
addi t ion to the i r  ra t ion  of r ice and  clothing;  t hey  
m a k e  ends  meet ,  if t hey  can, by  f inding outs ide jobs.  
The  rural  popu la t i on  was  no t  affected so muah. 

Stabilisation Strategy 

Meanwhi l e  much t hough t  is be ing  g iven  by  the  new 
G o v e r n m e n t ' s  economic  adv ise rs  (among whom the  
economis t s  of the  U n i v e r s i t y  of Indones ia  are  coming 
in to  prominence)  to a poss ib le  s t r a t egy  for b r ing ing  
inf la t ion unde r  control ,  if no t  this  year,  then in 1967 
and  1968. Logical ly  enough,  th is  though t  follows two 
m a i n  lines: r educ ing  d e m a n d  pressures  b y  inc reas ing  
g o v e r n m e n t  r e v e n u e s  and  cut t ing back g o v e r n m e n t  
expend i tu re ;  and  inc rea s ing  the  flow of goods and  
se rv ices  b y  r ev iv ing  domes t ic  p roduc t ion  a ided and  
supp l emen ted  b y  fore ign credits .  

A t  p resen t  65 % of tax  r e v e n u e  comes from indi rec t  
taxes ,  m a i n l y  on  imports ,  so tha t  total  t ax  r e v e n u e  
is heav i l y  d e p e n d e n t  on  the  count ry ' s  capac i ty  to 
import .  P lans  are  in hand ,  t h rough  reform of tax  
adminis t ra t ion ,  to col lect  a r rea r s  of tax  amount ing  
to Rp 2,000-3,000 mil l ion and  to ensure  more  effect ive  
col lec t ion  of tax  cu r r en t l y  fai l ing due. In the  bel ief  
t ha t  the  ru ra l  sec tor  has  subs tan t i a l  unused  taxab le  
capaci ty ,  a p roposa l  is u n d e r  cons idera t ion  to ex t end  
the  existing,  but  l i t t le  more  than  nominal ,  land tax  
bo th  by  ra i s ing  the  ra te  of t ax  and by  ensur ing  effec- 

t i r e  col lec t ion from the v i l lages  t h rough  the  reg iona l  
au thor i t i e s  to the  centre.  The admin i s t r a t ive  and 
pol i t ical  obs tac les  in the way  of all such p lans  to tax 
more, and  more  effectively,  are, needless  to say, 
formidable.  

Even  more  formidable ,  and  in a sense  fundamenta l ,  
are the  diff icult ies of b r ing ing  abou t  subs tan t ia l  cuts  
in g o v e r n m e n t  spending.  For one thing,  the  Tr iumvirs  
h a v e  he re  to contend,  no t  m e r e l y  wi th  opposi t ion  
from pr iva te  ves ted  interes ts ,  bu t  f rom tha t  of power -  
ful groups  wi th in  the  s ta te  appara tus ,  f r equen t ly  led 
by  po ten t i a l  r iva l s  for pol i t ical  power.  One  need  
on ly  men t ion  the  pol i t ical  issues ra i sed  b y  any  pro- 
posals  to follow up the  even tua l  end ing  of "con- 
f ronta t ion"  by  a subs tan t i a l  cut in mi l i t a ry  expendi -  
tures.  Similar issues are  ra ised  b y  any  a t tempts  to 
e l imina te  or r educe  g o v e r n m e n t  spend ing  funct ions  
or agenc ies  which are  sources  of power  and pr iv i lege ,  
e v e n  l ivel ihood,  of pol i t ic ians  and  h igh  officials. 

More  fundamen ta l  is the  p rob lem of a l t e rna t ive  em- 
p loymen t  for those  who would  lose the i r  jobs  wi th  
r e t r enchmen t  in civi l  and mi l i t a ry  expendi ture .  It  is 
es t imated  that  at  leas t  30 Q/0 of employees  of govern -  
men t  depa r tmen t s  and agencies ,  e v e n  of such inst i tu-  
t ions as the  Cent ra l  Bank, could be  d i spensed  wi th  
wi thou t  reduc ing  (indeed poss ib ly  increasing)  the i r  
per formance .  In effect, g o v e r n m e n t  employment ,  bo th  
civil  and mil i tary,  at  p resen t  cons t i tu tes  a vas t  sys-  
tem of u n e m p l o y m e n t  relief. 

H O W A L D T S W E R K E  H A M B U R G  A.-G. 
H A M B U R G  11 

SHIPBUILDERS 
VESSELS UP TO 160,000 TONS D.W. (THREE BUILDING BERTHS) 

MARINE ENGINEERS 
STEAM TURBINES 
DIESEL ENGINES (M.A.N. AND STORK LICENSE) 
STEAM BOILERS 

REPAIRERS 
SHIP AND ENGINE REPAIRS, CONVERSIONS 
(SEVEN FLOATING DOCKS FOR SHIPS FROM 2,000 TO 135,000 DWT) 

MAKERS OF EQUIPMENT FOR THE PETROLEUM INDUSTRY 
CABLES: HOWALDTSWERKE HAMBURG TELEPHONE: 84 11 01 TELEX: 02 11101 
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Economic Rehabilitation 

On the new  Governmen. t ' s  approach to the  p rob lem 
of r ev iv ing  p roduc t ive  ac t iv i ty  and  deve lop ing  the  
count ry ' s  p roduc t ive  capac i ty  the Sul tan ' s  S t a t emen t  
of Apri l  12, which was m a i n l y  conce rned  wi th  " the  
most  p ress ing  needs  which m a y  mate r i a l i se  in  6 to 
12 montt ls"  had  re l a t ive ly  l i t t le  to say:  

"In the  agr icu l tura l  sector ,  food y ie ld  and  farmers" 
income mus t  be improved  apprec iab ly .  To this  end, 
i rr igat ion,  fert i l isers,  pes t ic ides  and implement s  to 
boos t  output  are  essential .  Credi ts  and  b e t t e r  t rans-  
por t  too will  he lp  the i r  i n c o m e . . .  Rehab i l i t a t ion  of 
h ighways ,  m a i n t e n a n c e  and  expans ion  of the  net -  
work  of roads  in economica l ly  impor t an t  a reas  are  
a neces sa ry  condi t ion  for our  economic  r e c o v e r y  and  
stabil i ty.  To b r ing  eff ic iency and  e f fec t iveness  into  
mar i t ime  t r anspo r t  we n e e d  por t  facili t ies,  pa r t i cu la r -  
ly  dock facil i t ies to r ende r  fast  se rv ice  to ocean-  
going vesse l s  demand ing  se rv ices  and  r e p a i r . . .  Th_~s 
sub jec t  will  be  g iven  specia l  a t ten t ion ."  

It is r ecogn ised  that  in, c reased  p roduc t ion  depends  
in the  first  i n s t ance  on impor ts  of mater ia l s ,  spare  
par t s  and equipment :  raw mate r ia l s  for the  text i le  
and  o ther  manufac tu r ing  industr ies ,  fer t i l i ser  and  
pes t ic ides  for agr icul ture ,  and  spare  par t s  and  equip-  
men t  in e v e r y  sector  of the  economy.  Hence  the  
u r g e n c y  of m in im um  fore ign credi ts  this  yea r  and  
e v e r y  poss ible  s t imulus  to expor t  ea rn ings  in this  and 
la te r  years .  Since much of the  n e c e s s a r y  r ep l acemen t  
i n v e s t m e n t  is of the  "sparkp lug"  t y p e - - s c o r e s  of 
diesel  locomotives ,  genera tors ,  trucks, looms, dredges  

and  o ther  machines  need ing  on ly  small  but  e s sen t i a I  
par t s  to be  m a d e  s e r v i c e a b l e  a g a i n - - m u c h  of such 
impor t  expendi tu re ,  if e f f ic ient ly  applied,  could h a v e  
spec tacu la r  effects on output.  

But the  p rov i so  is impor tant .  To quote  the  Su l t an ' s  
S t a t emen t  once  more:  

" W h a t  are  the  p r e r e q u i s i t e s  . . .  to economic  rehab i l -  
i ta t ion? E v e r y  official, w h e t h e r  in  the  g o v e r n m e n t  or  
the  p r iva t e  sec to r  . . .  should  r e n d e r  the  g rea tes t  con-  
t r ibu t ion  wi th in  his  ab i l i ty  in the  in te res t  of the  S t a t e  
and  nat ion,  not  m e r e l y  act  for pe r sona l  g a i n . . .  The  
G o v e r n m e n t  de l i be ra t e ly  res t r i c t s  its p r o g r a m m e  
wi th in  the  l imit  of its capac i ty  and  the  p r e v a i l i n g  
a tmosphe re  in the  convic t ion  tha t  i t  wil l  no t  reach  its 
goal w i thou t  publ ic  suppor t  and  a i d , . .  The pub l i c  
should  exerc i se  social  cont ro l  to see  tha t  no a b u s e s  
a re  commit ted.  If t hey  a re  commit ted ,  the  gui l ty  p a r t y  
needs  to be  warned .  If i t  ignores  the  reminder ,  t h e  
publ ic  ough t  to r epor t  it to the  author i t ies ."  

The  old reg ime  has  left  b e h i n d  a l egacy  of m o r a l  
d i s o r d e r - - o f  graf t  and  corrupt ion ,  of b r e a k d o w n  of 
law en fo rcemen t  and decl ine  in r e spec t  for the  la .w--  
which can  h a v e  few p r e c e d e n t s  in  m o d e r n  h i s to ry .  
To repa i r  this  damage  m a y  he  e v e n  h a r d e r  than  t h e  
damage  to the  na t ion ' s  ma te r i a l  capital .  Yet  un le s s  
some min imum s tandards  of g o v e r n m e n t  and admin-  
i s t ra t ion  are res tored,  and  some social  cohes ion  and  
s e n s e  of common  purpose  c rea ted  among  the  people ,  
i t  is difficult  to see  how all the  fore ign aid can  pu t  
Indones ia  hack on the  road of economic  r e c o v e r y  a n d  
deve lopment .  

Phone: 3 6  3 3  51 ~ ~-,~..-.,.,~ 
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Grain  �9 F e e d i n g - S t u f f s  �9 S e e d s ,  Impo r t  and W h o l e s a l e  
G r a i n  T r a n s h i p m e n t  F a c i l i t i e s  a t  W i i h e l m s b u r g  

Discharging Capacity:  
b y  S u c t i o n  a n d  V e r t i c a l  C h a i n  C o n v e y a n c e  4 4 0  t o n s  p e r  h o u r  
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