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This package contains background cables and memos
which you may wish to give to the Vice President.

#1 is a precis of cable #144 from Ambassador Green.
The contents of this cable may have prompted this
visit by Vice President Humphrey.

#2 is the full text of the above cable.

#3 is an earlier cable from Djakarta giving the em-
bassy's estimate of major political and economic de-
velopments to be expected in Indonesia during the next
three months.

#4 1is a State cable in reply to Ambassador Green's
cable #144.

The memos are:

A. Indonesian Requirements for Short-Term Economic
Asgistance, October 1065. (3S) It is an earlier CIA
statement which is comparable to cable #144 from
Ambassador Green.

B. lmdonesia's Foreign Debt Crisis, May 1966 (S/NFD)

C. The Dutch-lndoneéian Claims Dispute (informal)
(S8/RFD/BUO/TD)

State Dept. declassification & release instructions on file
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Précis of Djakarta 144 from Ambassador Green

A proposal for US short-term (3-4 months) aid to Indo-
nesia.

Indonesia is in confusion, but we cannot hold back as=-
sistance until the gituation is resolved.

We must neither be too soon with too much nor too late
with too little. This government is better than anything
for ten years. We must convince government that we will
help to meet critical needs but that they must produce to
assure continuation of our aid.

long-term aid program ghould await outcome of multi-
1ateral debt rescheduling and evaluation of short-run prog-
ress.

The objectives of such an aid program are; . (1) to meet
critical present needs, (2) to prepare for economic recon-
struction, (3) to cut away some of the despair, (4) to en-
courage other countries to help also, and (5) to strengthen
the leadership and maintain US influence with them.

The immediate ald recommendations are: (1) a series of
education programs aimed at civic action, (2) rice and cotton
exports to assure supplies of food and clothing, (3) military
assistance for civic action and for spare parts to restore
US equipment to operation, (4) a small food~-for~-work program
to initiate agricultural reconstruction in the critical rice
region (Central Java), and (5) spare parts for American manu-
facturing and transport equipment to restore most urgent op-
erations.

The first recommendation igs to be initiated immediately
and it will require a presidential determination.

The Indonesian Government will understand our reserved’
response in this progran despite their wish for more.

Comment: We concur in the pasic judgments as well as
the urgency and scope of this proposal. The economic recon-
mendations are generally consistent with those in our Indone-
sian Requirements for Short-Term Economic Assistance,

TE 65-65 of October 1960.
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Pable 1

Modiunr-Torm snd Ioug-Torn Debte of Indonesie
&8 of Decemder 196,

Internstionsl Monetery Fusd 102.: g/

Free World Communiet Countries
@ma #83.4 ueasn 992, 8
United Stetes 165.3 Yugoslavie 9T
Vest Germeny 1:2.6 Folana i a6
Fraoce 1072 Bast Germesy i
Itely 936 Czechoslovakia W3
United Kingdom 369 Hungexy 17en
Betherlands b/ 2. Rucenis 1.0
Iadie Seh Communist Cains 13.9
Mastyie 6.9 Balgeric 1.0
Bwmdon 3.1
United Arad Repudlic 3.0
Switzerlend ®.2 Total £.276.7

:} ot drevings, Indonesie’s origiaal gold contritution o:lsets part
e this sum, meking sctusl payment ohligetions 363.5 milliown .

«  Flgures do not inelude mmmrwuma progerty end debts
traneferred et the 19-9 Rsund Telle Conference.
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Baort-Tera Debts o Indoonsia
as of Rovenber 1965

. . Wilton U8 3
Free World Free World (Contimuea)
Jupen 119.0 Bweden O
Ul ted Btotes 1.8 United Areb Bepudlic 0.2
Netherlands 26, Austrelis 0.1
Pakistan £1.6 Canadn Negl.
West Cermpoy b LN Mexico 2.1
Itedy 0.1 Comauniet Countries
Svitseriend 3T Csechoslovekin 1548
Prance 340 UBER 1T.5
Hong Hong 0.9 Yugoslavin 10.2
Todis 2.0 Poland 6.2
Zanzibar 1.2 Ezst Gerseny 3.6
Phaslippines 1. Bungery 3.6
Belgium 1.3 Balgsris 1.7
Horwey 1.2 Rusmnia G.9
Austris Q.7 Other Begl.
Finland 0.3
Denmark 0.5
Ireg o. Totad St

FH T g

B

Approved For Relea:éé 2000/08/29 - CIA-RDP79T00827A000400010002-1




wwﬂuw?

Approved For&eléase 2000/08‘{29 C‘I‘R-RDP795500827A000400010002 1

I TN

20 July 1966
5-1957

The Indonesilan Economy

Sunmary

The Indonesian economy is in cheos. Production heas declined
in all major sectors of the economy except petroleum. Prices have
increased six-fold in the last six months. The country has no
foreign exchange reserves, and $160 million in foreign obligations
are in default. Much of the Indonesian population, however, is
immune o the chaos in the money economy. Almost 80 percent of
the population live in rural areas, producing a bare subsistence

from the land and bartering for their other needs.

The prospects for economlc stabillization and development are
blesk. The greatest hope for some movement toward stabllity rests

on the present regime's recognition of the magnitude of its problems.

Current Situstion

The Indonesian economy continues to be characterized by
declining production, galloping inflation, a complete absence of
foreign exchange reserves, and a tremendous foreign debt. The new
Indonesian govermment has btaken some initial steps to reduce
economic distress in the country, but the situation continues to
worsen. Industries are operating at less than 30 percent of

areneT
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capacity. Even agricultural production, which dominates the economy
(60 percent of the national income), has declined in recent years.
It is now lower than in the period prior to World War IT. Only
petroleum which remains largely under foreign management has

prospered.

Runaway inflation is the most pervasive characteristic of the
Indonesian economy. The Djakarta cost of living index increased
six-fold in the last six months, and there is little prospect that

na
this rate will decline. Despite periodic wage 1ncreases,4Pr an
workers can only purchase daily necessities by moonlighting and
Petty thievery in off hours. Inflation also discourages exports

and reduces the hard currency earnings needed to buy food, raw

materials and machinery abroad.

The government and central bank are unable to meet all obli- IPSETr

gations on foreign loans.;PIndustry is seldom able to secure the

An effort to renegotiate Indonesian debts to the Free World -- now

in progress in Tokyo -- will broduce little more than the Tramework

for more extensive negotiations in the fall.

Most of the population, however, remains largely untouched by
the chaos in the money economy. Indonesian society ig essentially
peasant, with about 80 percent of the population living in rural

areas, producing a bare subsistence from the land, and bartering
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for their other needs. They will survive so long as there is law

and order whatever the state of the economy.

Principal Problems

The most important economic problem facing the Indonesian
government is the lack of managers, skilled labor, and entrepreneurial
talent. The Dutch provided little training for the Indonesiens, and
the Indonegians have aggravated the shortage by ousting forelgners
with menagerial and btechnical skills. Repressive actions against
the Chinese since the coup have further reduced the ranks of traders

and entrepreneurs.

The nabion needs widespread restoration of roads and rallroads
to carry rice into the cities, move export commodlities to seaports
and supply villages with consumer goods. Almost 55 percent of all
Tndonesia's motor vehicles are broken down because of the lack of
spare parts. Many roads have reverted to Jjungles, and less than

5 percent of the raillroad track ils considered safe.

Inflation originates in persistent government budget deficits.
Expenditures are often two to three times revenues. There is no
adequate system of revenue collection. The central bank finances
the difference by simply printing more banknotes. The recent

currency reform has only reduced the number of digits.
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CGrandiose (and unproductive) public works projects of the
Sukarno era and expenditures agsociated with the Indonesian military
have been the most important items in the government budget. With
wilitary leaders in control of the government, there is little
prospect that expenditures for the maintensnce of armed forces
personnel can be reduced. Expenditures for sophisticated military
hardware may be curtailed. In addition, it may be pogsible to use

militery personnel in civic action programs to aid economic recovery.

The Indoneslan government faces foreign payment obligations
far beyond 1ts ability to pay. Outstanding obligations for long
and medium term loans (repayments spread beyond one year) totalled
$2.3 pillion ot the end of 1965. (Of this by far the largest share
was owed to the USSR for military assistance credits.) Short-term
obligations total aboub $350 milllon. 1966 debt servicing require-
ments are egtimated at about $550 million, more than Indonesia's

current export lncome.

Prospects

No quick, easy solution is available for the Indonesian economy.
Recovery will require years of effort if the pest domestic talent

and liberal foreign economic assistance are made available.

Some progress has been made, however. An end to the confrontation

against Malaysia is in gight. Trade with Singapore is to be resumed.
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Trade regulations have been altered to encourage exports. The
government has reapplied for membership in the International Monetary
Fund. The Fund will send an expert team to help mold a finencilal
program to restore inbernational credit and domestic financial

responsibility on readmission.

Indonesia hag fled from crisis to crisis for years. The
country can do so again. The most encouraging sign is that the
foce-
present leadership seems inclined to #dee—%o reallty. They

recognize the sources of the present economic chaos if not its

full magnitude.

Indonesia has the climate, land and people to build a comfortable
if not a flourishing economy. Organization and motivation of the
population will be difficult. Forelgn aid can gilve the country hope

and tools. It cannot give them will and dedication.

Given short-run foreign economic assistance, the government can
restart its factories, increase its control over the banking system,
and try to strengthen agriculture. This much achievement would
represent an unqgualified success. Government credit would be re-

stored. The long climb toward restoration and modernization could begin.

Assume the government fails in these efforts. It is not lost. Most
of the people live outslde modern economic institutions. They will go
on as before. The central govermment might well survive. It authority

will then turn on its ability to administer a tax and police system.
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e mmﬁ&msim claims dispute hes Leen by far the most

tmportent issue hampering on incressed Dutch presence in Indonesle.

The Dutch ocledms sgeinst Indonesie fall into two mejor cuategories.

The first consiets of the devt initlally trensierred to Indonesic at
the Round Teble Conference of 1949 graating independence to the
republic. 7The second pert of the Dutch claim results from the 1958
Indonesisn decision to netionelize the Dutch enterpriees that hed

been taken over in 15.7 end 15.0 ia retaliation for Duteh intrensigence
on the West Irien fesue. Although Indonesia hes admitted the vﬂiﬁity‘
Qfathﬂtﬂ@m‘tha%hcla&m, there hss been no sgreenent as |
to the ompunt.

Sinoe the resusption of diplomatic relations between Indonenis and
the Datch in 1963, three meetings heve been held concerning the claims |
dispute. During the first meeting in November 196: at the Hague, little
progrese was mede; most of the disecussicn concerned the implementstion
of & Duteh 100 miliion guilder credit issusd in August 196:. The seeaéﬁ
series of telks in August snd September 1965 elso feiled to veach s
spacific sgreemsnt on the claims issue. In Mey 1966, an Indonesien
sconorle delegution led by Umerjedi, the Deputy Foreign Minister, srrived
in the Hegue to discuss the possibility of sdditionsl ecomomic ssslstance.
Ths Dutch apperently hoped that some setilement coudd Iinally be resched

on the clsims issue, but sgsin no Tiosl sgreement wae resched deeplte
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reported mﬁmmiai mcesaim on %he p&rt of the Datch. Mse
esmoessions included the soeling down of claims from * billion guilders
{42,105 millton) to spproximetely 1.2 billlcn gnilders, ($332 million),

e grece period for as such as four or five years, end 25 to 30 years oy
repayment. During the discussione, the cleims figure vos further reduced
to 900 millton guilders {4250 million), vhich the Dutch sey is their

finsl offer. The Indonesians, however, imsist thet thic be reduced

still Turther to 250 militon guilders (369 millgon) -- e figure which

the Duteh Foreigo Minister Lune hes seid 1s both inaquitolle and polditicelly
imposeidble for the Dutch to accept.

Indopesie’'s moet lmmediste problem, however, with regerd to its
forelgn creditors is the burden of current repsyment obligetions for long
pad medium term loens. Without s settlement of the Dutch-Indonesian
clodms dispute, the Dutch will probably decline to participate in the
miti-1atersl consortium that now eppeers to bo the most likely mechanism
for rescheduling these cbligstious and for considering additionnl eid.
Hevertheless, even without Dutch participation, a meeningful rescheduling
sgreempnt could be reached because debts to the Netherlends, other than
thoze involved in the cleims dispute, sre but e smell part of Indonesia’s
gutstending debis.
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