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{ deew it & plessure sad as bonor to be with you tedsy und to have the
opportanity to diseuss with you sowe of the problems whieh we of the new [ndone-
sie thet is now emerging sre lecing thet wmight De of interest Lo you, as well
#s the course of action we propose to pursue In our sitespt to overcome these
problems, I consider it especislly ean houor because Jm 5 sware of the substan-
tial snd lomgstamding interests sowe of you here have im verious parts of the
region in which Indonesia is  ltucted, and even in oy couriry itseli,

i @ sure that wost of you are femilisr with the dramatic evemts thal have Laken
place in my country im the wake of the sbortive coup detatr now almost a year
ago, These events heve fundamesntally chenged the political climate sud sre bound
eventually to lead to even aore fundasential chanmges in the political conditions
usnder which we will build and develop our eountry, They beve slso opened up an
opporiunity to come to yrips, seviously and rationally, with the ecomomic pyro-
blems that beset us, '

1 a2 not givimg you o piece of news when I say thst Lie econosy which we inke-
rited was, and still is, in @ deplorable state, This was secusmlatively caused

by the pursuit of incerrect policies based on an unreslistic ordev of priovities,
an incredible deyree of yovernmesial eismanagesent end umcomcern [or yood governsen
85 well as by the fect that the Indonesian Compunist Purty over @ prolonyed peri-
s tried ‘to use its stramglebold ou the economy as @ political lever in order o
yain effective yovernmental power.

At Lhis soment our ecounomy shows the usual charscteristics of a countiy
with intensive inflation,sssaring prices 1o the degree of 10 1o 205 2 wont iy
duindling foreiyn excuamge reserves, confused price structuve affocting the
export sector, What wakes ii even worse im our case is, that our impert capacity
has decreased 1o $0 low 3 level as to cause bottlenecks ali over sur productive
capacity, resulting in productien aiflevei of 30 to 403 only of capaeitye

{ intend to discuss some of these aspects in wove detmil in order o hEve
s reslistic base-line (vom which to staxt considering our plans for economic
rehebilitation and stabilisstiuﬁ)und to enable you to oriestate yourself realise
tically with reyard to the possible implications and opportunities this wey have

fox your interests in my country as well 8s in the general avea in SouMth Best

Asis, fou are undoubtedly awsve of the direct relationship that exist between Lhe
siccess of our endeavouys to schieve ecouomic stabilisstion and rehabilitation,
and the possibility of building 2 democratic indonesia, Likemise of the velation-
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ship between a democratic Indonesia and the gemeral stabiliiy and security of
South Last Asian regiou,

It is on this common awareness as 2 basis tet I am now asking your indulgesce
in hevimy s closer look at seme of our problews.

For the last seves years tbe econouy of Indomesia has been steadily =
deterioxating at sn imcreasingly vepid psee, bringing aleng abysaal discrepan-
cies between the incomes of the different groups ia our coumtry. riguvres will
show you the imerease of the price level, the decrease of exports, the decrease
of Lovernpent revemwes, the momey cirvculation und so em, but the lsbourers, civil
servants, wewbers of the arwed forces, im short all people with fixed incowes
will tell you wore lively - if you would be able to listen te them - the daily
hardships, the impossibility te keep both ends wmeet, the lack of wedicines and
all those things whick represent ouxr minimum demands in life,

The decrease of the purchasing power of the yupijsh, or, which is the same,
the purchasing power of our people, is a direst consequence of the raging infla-
tion, Certainly, we have experienced inflatiom simce 193U, but the price imc¥ease
during the years 1950 - 1938 are negligable, compared to the lncreases since 1959,
Isking 100 as the cost of living index ior 1957, this became 340 for 1964, but
resched the figure of 36,000 in 1365 and 160,000 et the end of July 1966,

The main economic (actors which caused this price increase are the ilow
of money and the flow of yoods, Indonesia®s economy Las been characterized by aa
increase of the flow of money, totslly unbalanced by a corresponding {low ol gie
goods, while the differveace between buth increases becaue grester and (reater.
While ot the end of 1955 the money in circulastion amounted to Hp. 12 billion
and at the end of 1960 to Rp, 40 billionm, this [igure became &p. 2,718 billion
at the end of 1965, At the end of July 1966 there was Rp. 10,000 biliion in
civculation,

The continucus increase of the meney in circulation, especially aifter
1960, has been mainly caused by the deficit ou the uovermment's budget, which
also incremsed at @ fast rate. im 1961 the delicit amounted 1o &p. 23 billien
and increased to Bpe 1,500 billien inm 1963 -

Lovernment's revenues and expenditures naturally weat up simultaneously
with the price incresses, but the velocity oi the increase of expenditures exe
ceeded by for that of revenues, While in 1960 vovernment revenues amounted Lo
13,6 of the Gross Natiomal Product, this percentaye decreased to 1.5% ia 1900,

AL the same time ihe pettevn of expeaditures alse chemged, kore and molre
expenditures were divected towards projects, which did not lmsedisiely imcrease
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Lhe fiow of yoods or sexrvices im the suciety. This expenditure pattern wus a
direct consequence of the scale of nationai priorities, expressing the prelerences
Gi the sational lesdership a2t that tiwe.

The lack ol curresponding incresse in covernment revenmue is @ dirvect resuit
0f the iecompleteness ol our tax structure, Potentisl sources for $ax assessuents
are nol properly tapped, while the tax laws ofifer enouyh loopheles (or tax evasion
on @ grand scsle. porewver the main source of Lovernment vevenue is the tax on
soreiyn trade. A8 iorveign trade decreased rapidly revenue based on loreiyn trude
declined accordingly.

The previous pelicy ol makisy "non-developmental oriented expenditures”™,
and the neylection o0 the revemues, was based on the laliacy, that inflation '
caused by @ Dud et deficit is not danjercus and that .overnment's deilecit can be
financed by printing woney and brinyin, move ol it in circulation. .or this basie
wistake the previous suthorities and Indonesis axe mow payin, a very heavy price.

Ehile seney in civeulation incressed, such was not the csse with the (low
ol yoods. The production ei certsin domestic yoods increased steadily, especisily
in the syricultural sector, However, the production was mot in balence with the
Liow ol woney whiek exceeded il by fer. in the industrial seclor however there
was o sharp declime in the productinn of domestically made goods., as in sluost
alli of these industries import ol row waterial is a necessary lactor,

The bigh velocity oL the inilstion resuited in a decline ol the real exchanye rate

of the rupijah, whick again resulted in s decrease o exports, The total amount

of exports (oll excluded) once amousted to US § 900 wmilliom im 1951, It decreased

until U5 § 775 milliom in 1955, decreased [urther umtill it reached the swount

ol Us & 601 million in 1960, while in 1965 it only asmounted to US § 424 willion, |

This decrease of exports was the result not enly of lack of incentives lox
the exporters, but was also caused by physical and admimistrative impediments.
Hegulations on exports became umore and wore complicated and the breakdown of the
transportation system hampered exports substantially.

Abs exports declimed, foreign exchange earnings of the country decreased
accoxdingly. Consequently the country®s capacity to import ¢oeds decreased also,
However, total import ligures show that imports have act had a tendency to decline.
while in 1955 imports amounted to Us § 499 million (without eil), in 1966 it
amounted to Us § 664 wmillion and in 1965 Us § 550 willion, This hes only beea
wade possible by foreign credits, Joveiyn loans Increased comtinuously and at
the end oi 1960 amounted to voumd Us § 2.4 billion,
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in having our ecomomic existonce depend upon Joreigm loens the Indonesien
suthorities ot thet time obviously presumed thet there would be no repayuent
probless, Exports for 1960 beve been estimated to be round Us § 300, - 400
willion, while payment of the installments ol the loveiyn loans and intexest
aould asoust to US § 530 willien (im this {igure is imgluded Us § 107 for short
ters credits, while the rest cemsists of middle term asd long term credits).

woreover, these loans were not used to imcresse production within 2 short
time, 50 that they did did not sssist im increasing the eapueity Lor repayment.

gne of the mein ressons (or the price increases bas been that services
huve become more and more inadequate. The decline ol the productivity of the meass
9! tramsportation has beem caused by the lack ol spareparts amd lubricants, while
the usefulness of the trsmsportation means bes yrestly suffered irom the condi-
tion ol the rosds, which became worse snd worse,
ses tramsportation snd harbour facilities are fer from eiiicient, while river
trenspertation has still to be developed. Teiecoaaunleatian. which is the wain
service in trade, cannot yet provide the sewvices it is expected to supply. All
these factors have comtributed to the inilationary spiral snd the repid and o n-
tinuous rise of the price level,

These are the several f{actors whick have caused the immense detevioration
of the Indomesisn ceonomy., I have tried to enumerate them brieily here and Lo
show Bow closely interrelated they ave, /or wast of you these are of course well
known things, Khat [ wanted to poist out is however, that we can only overcone
the present problems, if we consider them as one integrated whole.

There alse exist a elose relationship between ewmomic and nom-economic
{actors, amd I wean especislly the political and wental Isctors. I will deal
with these [ater on, ‘

The economic developments in 1966 teo yive rise Lo yrave ceucers. In the Lirst
kalf of the year the cost of liviny increased with 40UL if this trend continues,
it will mesn that inflation will reach a height of 1000L at the end of this
year. This will have of course serious consequences, It is bound to lead to fure
ther demoralisation of the bureaucratie apparatus of the yoverament, to yeneral
despair ond to even more wide-spread corruption, and migbt even endanger the
degree of politiecal stability that st present exisis.

The prospects ior the iuture would thereiore be bleak indeed, but {or the eaer-
gence of new political and psychelogical isctors in the present situation,




it would be quite diificult to overestimate the changes that have taken
place in the political climate during the last hall year. The yearning ior were
ireedom, the demand ior better goverameni and lor more rational leadership, loug
suppressed, has now linally brokem its bounds, Hesponding to this new wave, viyor
ously carried through by a new generation, the medjelis Permusjewarztan Rekjat
Sewentara, the EEapims provisional Peoples Consultative Assembly, the highest
legislative body in our political system, vested with the sovereigniy ol the
people, set itself during its receat sessiom two wonths agoe, Lo isswe directives
tor the restoration of demscratic rights; the re-establishment ol the rule of
law, amony others by re-establishing the independence of the jusikming judiciary
from executive power ; by annulling the constitutional deviations in violation
of the Constitution of 1945, and by ordering 2 review of all the Presidestial
decrees, It kalso ordered a reassessment of our intumnational position with a
view to bresk out [rom our iseolatieon, and instructed the government to rejoim
the Ul
It set @ mew ovder of matiomal priorities in which the rehabilitetion and stabi-
lisation of the ecomomy {iyures hiyh on the scale, In its “Decision om the Re-
novetion of Hconemic, inancial and Developuental Policjes™ the People®s Assesbly
stipul#ted that the economic democracy which should be strivenm lor should be ba~
sed on the "stremgth, initiative ond creative capacity ol every citizen”, whieh
should thereiore be developed to its (ullest extemt., The role of the goverameni
is one of a supplier of ideas and guidelines, as well 8 of faeilities to enable
the people to develop their own imitistive amd to give guidance Lo Lhese sctivities,
so that they will be beneficial to the common welilarve,
Changed is aslso the outlook with regard to foreiyn capitsi. While in the past
foveign capital was regarded as sm evil, the People®s Assembly has stated ex-
plicitly the need ior foreignm capitel, Considering the limited supply of cepital
within our country.

The successful passage by the RPES of these directives has glven rise Lo
a new hope end to mew crestive impulses, In consemance with these directives the
present government - itself the product of a Feople®s Assembly®s dirvective -
kas put & speedy end to our confromtatiom policy with regard to golaysia, We have
rejoined the Iiv, we have resused our seats in the verious speclalized agencies
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of the U.N. And before long, we will heve resumed our sctive wembership in the U.B. &

it is is this cheiued political climate, with its new hopes and eaeryies,
thet it hes become pessible to think of a new and vigorous attack on the economic
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problems that have beset us (or so leng, end to wap out in @ systematic fashien,
the various steps that will have to be taken, And of these I wamt to speak to you
TN

in the lirst place we will have to mountwWhet wight be called & rescue
operation fox the remalning part of this year, with a view substantislly to reduce
the sharply downwavdmoving trend and to mitigate its social and pelitical reper-
cussions, This will alse give s u chance to prepare the yrvound lor the actusl
stabilisation and rehabilitstion preogram thet will have to be imitisted in the
beginning of mext year. In this connection most meeded will be the lusmediate sup-
ply of food and spave paris for tramsportation through stopysp credits, These
eredits will heve to be reslized - in order to be eifective ~ belore the end of
this year, Witk the beginning of the next year the government hopes to be in a poe
sition to operste om the basis ol its economic rehabilitation end stabilisation
proyram, sind to have secured parlisuentary Wmm of its new bill on Ioreign
investment,

i should like nmow to presest to you the wain festuvres ol this vehabilitstion
and stabilisstion program.

The program is alming st the folleuwiny targets:
8) to control inillstiong
b) te satisiy the need for foed;
¢) to rebabilitate the econoumie servizes ;
d) to inerease export activities ;
@) to satisiy the weeds ior clething.

The order given bere is also the order of priorities; the proyram alse
provides en oppertunity to come teo yrips with verious iustitutionsl probless,
like the State Eaterprises, with the problems of salsries, wages and lares. We
are quite aware that the program we have worked out is neither perfect nor come
plete, ksny data sre lacking. However, while implementing the program we will ime
prove it by bringing data in sccordance with (actusl situstions, The maie impor-
tance of the program is, that it will serve as a yuideline for sction,
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The short program comprises of (1) the economic rehebilitation program

baving as special targets:

a) rehabilitetion and increase of the praductive capacity in the lield ol food-
stuii, export and clotiking ;

b) vehabilitation end improvesent of the economic services, which support the

economie sctivities mentioned above.

And{il) ihe ecconomie stabilisstion proyram, baviay as special tavgets:

a) to insuve rupijah and {oreign exchanye {inancing to implement the rehabilite-
tion program ;

b) to costrol the inllstion leading to price level and s price equilibrius whick
is relatively stable and in sccordamce with the purchasing power of our peoples

in rehabiliteting the economy we will consecutively endeavour to restore
the capacities in the fields oi Ioed production, exports, clothimg and services.
The mein inpediments in our e(forts to increase these capacities are the lack of
vaw waverisl, spare parts end cepital goods, whick in fact weans lack of iloreigs
exchange and yupijahs,

However, im our ellort to provide for forveign exchomnge we have to take inmto
consideration our country's capacity and the necessity not to disturb the stabi-
lisation program by the rehabilitation program, Thereivre, in our attempis o
sttain these two taryels, rehabilitation and stabilisation, we should be constant-
1y sware of their close intervelatioaship and that aay solution regarding one
terget cannot be its maxiumum solution, but will always, mdttiamd by the other,

any economic measurs has its elfect om the political stability, which
thereiore also conditions those weesures. In the implemcutation oi the proyraa
we thereore bave to sct pragmetically emd with great wisdesm, without however
abandoning the targeis we have set,

As foveign exchange is the main limiting lsctor in the implementation ol
the program, we bave put great stress on the increase ol all activities leading
to the increase of foreiyn exchange (exports) amd to the savings of [oreigs
exchange (by import substitution), We have - as I stated before -~ g=mx greail
confidence in the sctivity end isitistive of our ous people, il they are not
haspered by uovernment regulstions, Uebureaucratization thereiove will charac-
tevize the implementation of Lhis program,

However, though we stress our people®s smto-activity, we are guite sware
that without foreign credits or other forms of sssistamee it will require more
hardships (row the people to get the program off the ground,

| S ———
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in drewinsg up the proyram we heve also imcluded as our sim the incresse
of our countyy®s capacity ior repayment of its debts, by giving the highest pri-
ority to the rehabilitation uad expansion of the export sectox.

Lot me now say @ few words about the program im the several fields of
economic activiiy
f[imﬁ’

As I said beiove,in the scale of priorities, control of the iallation is
the main target. The startiny poist of the sometary progrem Is to increase Covern-
ment revenues up to 10% of the national income.

sovernments expendituves have to be in zccordance with the covernment's
espacity to collect its revenues, so that we have to break with our customary
inclisation to live beyond our means,

Busic in our program therelorve is the increase ol revenues snd the liwi-
tation of expenditures and this basic concept expressess ouy detersinstion to
pui our house im ovder.

The incredible amount of lorveign debts iorces us imto austerity mot only
with regerd to Tupijab finaseing but the wore so with regard to the use of (oveign
exchange, Gvery expenditure in loreiyn exchange has to be in aecordance with the
import planning, which (orms the link betwees the monetary and the physical plane
By implesenting the program im this way we dum hope within = period o two yesrs
to be sble to control the inilation. In this conmection 1 wani however io Stress
that we are not héping ior “ecomomic miracies”.

The population increase and the increased shiit to rice in the diet ol
our pesple has ceused the demand ol rice to exceed production. All efforts will
thereiore be directed to the increese ol rice production by using better seed,
better planting wethods and better syricultursl extention wethods,

The experience ol the last eiyht years has shown that, without interference
of the vovernueni, rice production could imerease to 2 great extent, We are there~
{ore convinced that by the process ol de-bureaucratizing, limiting the Govermmnent®s
role to the supply of seed, fertilizers, lnsecticides, agricultural implements and
the dissemination of better sgricultural wethods, our largers will be able te in-
crease their rice production, so that theve will be & substantial marketable sur~
plus in the yesrs to come.

With regard te c¢lothing the prograwe is aiming in the {irst place at the
restoration of the productive capaseity of the textile indusizy. Working st Jull
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eepacity however the imdustry will not be able fully to meet the people’s needs.
Textiles then will still be isported, but tsking imte scceunt the depletion of
forveign exchaage reserves,the program does met emvisage that the demond of our
people will be fully met during these Program years.

feonopiec services are, as I said beiore im an intolerably bad shape. Trucks,
buses and trahs are only running at 2 small percemtage of their capecity, because
of lsck of spare parts and lubricsats. seny roads do not deserve that sauwe oF
are even uon-existent, terminals are broken down, the telecommmnication system
is (ar irom adeguate, the yreeter part oi the mevchant .leet cannot sall, agein
because of lack of spare parts and the lack ol vepuir facilities,

The progrem sims at an sdequate supply o( spare parts and lubricamts, so
that all trsasportation means can be employed at (ull capscity, repeir and res-
toration of the maln rosds and the railwey tracks, terminzls and barbours. Spave
parts have also to be lwported to restore the productive capacity ol xk the dredye
$iest, so that rivers and irrigation canals cam De deepened and sandbanks st the

mouth of the several rivers, now haspering the export of valuable exportable pro-
ducts, can be dredged, The program further aims ot s repid restoration el the
telecovpunication system, which im its preseni state haupers the speed ol tyass-
actiongs.

The sharp decline of exports during the last years was caused by physieal
difiiculties, the bresk down of the services but also by the maltitude ol reyu-
istions ou ioveign exchasge comtrel, Thereiore the whele system of lovelyn em-
change control will have to be overbeuled, so as to make it essier to handle,
both ior the exporter as well as [or the oificials im charge ol lereiym exchange
controle

As .ar as imports are comcerned, the whole import program has to be yeared
towards the import of those goods mecessary ior the implementation of the reha-
pilitation and stabillsation program.

As I said belore, foreign capital is mo lenger considered an evil, but
welcomed as @ necessary (setor inm the development ol our country. We bope to

attract 35 mmeh lorveiyn capital as possible.
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i cannot give you the contents of the mew investument bill, as this kas
Bot yet been submitted to Farllegent, but I can speil out to you some of the
underiying thoughts, on which there is 2 concensus in the Cabinet,

He are asare that we Jm will have to Compete wilh other developing awntrtaﬁ' We
are wlse well swave that the eapital which is willing to imvest in these countries
i5 risk capital and thet we have to reduce the risk burden, The Goverament hopes
to create Lhe conditions thet will make it possible lor foreign capital to have
Lie coniidence that it cam work undisturbed in our country,

Uesides the security of capital, theve is (uil understanding within the
Cshinet ior the problems s seen from the foreign invester®s stamdpoing, like
transier ol profits, management, tacilities, tax sbatement end tax relied,

U6 the other hand, we !row our side expect .rom the foveign investor thas
be will not conline bis elforts to proliv msking (or his own enterprise, but
that he will constantly keep im mind the yeneral development snd weliare oi our
Couniry, so that the enterprise he is working for will net be an iselsted isiagd
of econemie and technical progress within an ccean of backwardness and poverty,

in this connection an extremely useiul contribution could lfor instance
be wade in the training o/ teckmical amd menagerisi personell, so much needed fox .'
the growth of our economy. é_ in attvacting foreign capital,

While (ifteen, even ten years ayo economic cooperation between the countries
~ Of the South East Asian Hegion was an dcademic problem, st present it represents
a8 opportunity for these countries to Speed up thelr developuent, We believe thet

8 close cooperation between the countries of this region cam assist us in the
luplementation of our short term and at a later stage with sur long ters progra,
Our neigbouring countries bave mueh in commuon witd our country, we are at about
the same stage o( economic developuent (except Japan}, so that we can learn from
their experiences, their monetary, egricultural, inmdustrial problens, their proe
blems with reyard to their pepulstion increase, théir probless witk regard to |
foreign capital, We sre restoring trade velations with singapore and nalaysia, i
we have just recemily comcluded wost {rait ul talks with the Philipplnes on
trade. We have slways bad substantial trade relations with Japan and Hiongkony,
We will continue and intensiiy all these relstions smd expand thom to all coune
tries in the region for our common weliare, Iu this connection I an fully swere
of the interests many of you already have in several of the Soutk E st Asian
countries, hegioanal cooperation, [ venture to suggest, might thexeiore upea up
4 Bew avenue lor your participation in Indonesia®s econc mie development,
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it is of course impossible to overlook the ciose istervelationship that
exists between econowic and political stsbility. in an unstable pelitical sitmati-
o8 economic stebility can not be schieved, and vice verss, .ortunately however,
the cemverse is also tyue : Every step toward political stability also means a
step toward econemic stability and vice versa, And this convietion is helping us
in taking the (irst dilficuit steps, We have mo illusions about the maynitude of
the challenge we (ace. Bssentially the question is : “Are the democratic lorces
in Indonesia at this stage strong emough to put Indonesia®s house im oxder, Lo
give new impulses to an economy that has ground to a stasdstill, and to creste
the conditions inm which yradually democratic lile will be possibier™ The conse~
quences of our success or {asilure will be great, not only to eurselves but also ier
the security amd progress o. the south Lsst Asian arca. We have ao doubts about
its final outcome, Uur course is set, and though the diliiculties wiil be tre-
mendous, there is no turning baeck, And with hard work aud perseverence, commsn
sense, @ clear wision of our yoais, and with vod®s blessiny, the short tems ob-
jectives that [ have outlined keve, are not bayond our reach.

I have dealt here iramkly and, 1 hope not teo lengthily, with our probleas
and the ways we see Lo overcome thesm. I have dome so, 88 you will be undoubtedly
sware, in order to sollicite your interest is whet might in various ways be a xea
remarding enterprise, but beyond this, alse in the epportunity ¢o perticipate iw
the great endeavour of the building of a new democracy.

september 1966,
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