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Sources and Methodology

Information on Yugoslavia's foreign trade, both as to commodity compo-
sition and geographic distribution, has been among the most carefully withheld
of Yugoslavia's postwar statistics, Prior to the break with the Cominform at
the end of June 1948, only short and cryptic references to foreign trade appeared
occasionally in official stetements. Since that event, such references have
become slightly more generous, usually in connection with recriminations against
the Cominform states or apologies for Yugoslav actions. A study of Yugoslavia's
postwar foreign trade requires to a large extent resort to the published foreign
trade data of her trading pertners, Unfortunately, in addition to the usual
limitetions of this method, several of Yugoslavia's more important trading part-
ners either themselves meintain a complete statistical blackout (U,S.5.R.,
Albania), or release only scenty data (Bulgaria, Rumenia).,
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In the tables that follow, all date on the commodity and country dis-
tion of Yugoslavia's foreign trade subsequent to 1946, unless otherwise
‘have been obtained from trading partner statisties, Data for 1945

e been obtained primarily from an article which appeared in a Soviet

& ,
foreign trade journal (Vneshnyays Torgovlyas, No. 12, 19L6).

~ The Appendix to this article contains further discussion of the sources
‘end methodology used, with particular reference to the difference in the data
'presenzed'in Tables I, and 5, and the estimates of total Yugoslav trade for 1947
-and 1948, '

; ?t6w&f’and4Ear1y Postwar Trade

8100 million in each direction during the latter 'thirties, or equivalent to some °
12 percent of nationsl income., Its main orientation was towards Central and
Western Furope. Germany, Czechoslovakia, and Austria accounted together for
one-half or more of total Yugoslav trade, while Italy was snother major trading
partner, The U.S.S.R. and today's "peoples' democracies" (except Czechoslovakia)
accounted for only a few percent, The commodity composition of Yugoslav trade
was cherscteristic of an economically undeveloped country: exports virtually
entirely of raw or crudely processed output of agriculture, forestry, and minings
imports of fuels, textile raw materials and semi-manufactures, manufactured con~
sumers! goods, end capital goods. (Tables L and 5)

The foreign trede of Yugoslavia since 1645 can be conveniently broken
up into three distinct periods:

(1) From the end of hostilities to mid-1947; a period of relief and
initial reconstruction, with very small trede on commercial account.

(2) From mid-1947 to the break with the Cominform (mid-19L8); a
period of quite rapid revival of trade, and of eastward orientation,

(3) From mid~1948 on; a period of partial westward re-orientation,

'.I' Yugoslavia emerged from the war with a severely impaired productive
plant and a gross nationnl product running (by one estimate) at L0 percent of
the 19%8 level.L/ Thus, in the face of very great relief and rehabilitation
import needs its ability to produce exportable surpluses was extremely low,
especially owing to the large~-scale destruction of livestock and of transporta-
tion facilities, and the serious depletion of forest reserves during the war,

E/“The Foonomist, Londom, January 19, 19L6, p. 98,

The prewar trade of Yugoslavia was small in ebsolute terms, approximately -
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foreign trade (i.e, excluding relief and rehabilitation aid) during
timated at $13-1L million in each direction, 1/ By far the

ribution to imports during 1945 and 19L6, as well as a large contri-

g 19177, wes made by UNRRA eid, which during the initial stages was

, o ons~-fourth of the gross national product preduced, thus raising

, sable gross national product to approximately one=half the prewar level,

‘The composition of UMRRA eid is swmerized in Table 1. e

: Commercisl trade continued at a low level during 19L6 end the first
part of 19L7. 1In 1946 the aggregate of imports plus exports was only some $125
million, or in real terms possibly as much as 1,0 percent of prewar. However,
‘this probably includes trade with the Yugoslav-occupied Zone "Bt of Trieste
which may haeve accounted for as much as one-fourth of the indicated turnover,
During the first guarter of 19li7 the rate of trade was still very much ‘at the
game low level, as moy be gleaned from two apparently contradictery Yugoslav
announcements regarding exports during that guerter. The figures released were
£1%,9 million and $17.8 million g/ﬁ the difference may be dus to the respective
evelusion and inclusion of trade with Zome "B". The severe winter in oll of
Buaraops was probably pertly responsible for the failure of trade To pick up more
quickly at that time, : -

During this initial period Yugoslav commsrcial trade was haavilygqtient—,j -
od towards the U.S.3.R. and the rest of Eastern Eurcpe. Judging by frogmentary o
data, during 1946 the U,S,.5.R. probably took L5-55 percent of Yugoslavials ex-
ports, and provided 25~35 percent of her commarcial imports (excluding trade
with Zone "B" from the totals), or %25-36 million and $8-11 million respectively.
This export surplus with the U,5.5.R. accounted for most of the export surplus
in Yugoslev commercisl trade in 1946, It was probably, wholly or largely, in
payment for military supplies (which are most 1ikely not subsumed under commerecial
imports) and various "services rendered". Yet it must be viewed in the context
of Yugoslavia's difficult economic position at that time and the large aid being
furnished by UNRRA,

From mid~1947 %o mid-19L8

. The smbitiocus industrialization and mechanizetion goals of the five=

; year plan, which was launched in 1947, raised immeasurably Yugoslavia's needs
from sbroad, both for investment goods for the modern end capital-intensive indus-
triss to be constructed under the plan, snd for the rew materials and fuel to
operate the expanded industries,

It is not quite clear how the country's planners intended to reach the
poals in the virtual absence of foreign loens (except the promised credit from
the U.S.S.R., mentioned below) and with the still greatly impaired exporting

capacity of the economy. Vhat may seem even more surprising was that Yugoslavia
looked, by virtue of the trade agreements concluded in that period, largely to

. _y’ See this Review, June 3, 1847, p. 2.
g/ Yugoslav press, April 2l, and 25, 1948, respectively, converted at 50 dinars = $L

i
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“Eastern Europe {particularly the U.8.5.R.; Czechoslovakia, and Hungary) for in-
~ vestment goods, The egreement with the U.,8.8.R, was apparently the largest one
(although its value had not besn revealed), and included Soviet commitments to
deliver on credit industrial and mining installationss It was later claimed by
the Yugoslavs that no commoditles were actually received on credit from any
source, Hungariasn reparations were to add & smaller quentity of capital equip-
ment.,

CORFIDENTIAL

During the middle of 1947, as UNRRA aid was tepering off, Yugoslavia's
commerciel foreign trade began a rapid upward climb. For the whole year it
cenched an estimated turnover of $26L million, or possibly as much as 50-60 per-
cont of the real volume of trade in 1938, The climb continued into 1948, and
during the six months just before the Cominform break it was running at almost
dounle the 1SL7 emnuel rate, 1,e, at or over the 1938 volurs. Since the turn-
grer for the full year 1948 was also approximately double the 19177 turnover, this
in¢icates a levelling off during the year, beginning to show the effects of both
U.S. export control and of the restrictive trading policy of the Cominform states.

Our estimates indicate a large import surplus in commercial trade during
107, although it must be recognized that the methods used mey have led to a con-
siderable overstatement, It is not clear how the inport surplus was financed,
although a part of the previous year's export surplus with the U.S.5.R. and shipp-
ing proceeds mey have partly contributed toward its finencing., This problem is
further complicated by the fact that at the sume time Yugoslavia was extending
quite substantial credit to Albania,

mhe intended eastward orientation of Yugoslav trade was maintained dur-
ing 1947 and 1948 (despite the breek with the Cominform in mid-1948). In effect,
Festern Burope (primarily the U.5.5.R. and Czechoslovakia) stepped into the vacuum
left by the virtual disappearance of Germany from Yugoslav trade. In both years
some 55 percent of Yugoslav trade excluding non-commercial imports) was with the
U7.3.5.R. and the "countries of peoples’ democracy", although for the first half
of 19L8 this percentage must have been even higher, In 1938, 16.6 percent of
Yugoslavia's trade was with countries in that area, but Czechoslovakia accounted
for more than one-half of that fraction (9.3), playing a role vis-a-vis Yugoslavia
not dissimilar to that of a Vestern European country. Consldering prewar experi-
ence, the gencral non-complementarity between the Yugoslav economy and the econo-
mies of the several Eastern European states, and the expanded needs for capital
oquipment under the five-year plan (further accentuating that non—complementarity),
fnere is little doubt that the predominantly eastward orientation of Yugoslav ;
trade during this period (mid-1947 to mid-19L8) rests largely on political rather -
than economic grounds, '

In view of the price rise bstween 1933 and 1¢l7, and especially the
probably considerable improvement in Yugoslavia's terms of trade (which, however,
may have been affected by the superior bargeining power of the U.8.5.R, and of
the other Eastern Eurcpean countries), exports during 10l;7 were still probably
considerably below the 1938 export volume, Theilr structure reflects vividly the
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~ Qamage suffered by the agricultural sector of the economy, and especially the
~ depletion in livestock numbers,

: ~ In 1938, livestock (including livestock products) comprised one-fourth
of Yugoslavia's total exports (Table L); in 19LT that retio declined to only
about 6 percent, i.e. something like one-seventh, if not less, of the prewar
quentity, Recently announced quantity data for a selected list of exports of
livestock, meat, and poultry items indicate a virtual disappearance of such
exports since the War.;/ However, this particular list may have been intention-
ally selected for internal political reasons so as to minimize postwar food ex-
ports, Statistics of estern Furcopean countries show virtually. no imports of
animals and animel products from Yugoslavia (Table L), and Czechoslovak statis-
tics show only very small imports. The most likely destination of the small
Yugoslav exports of livestock and livestock products during 1947 is, thus, the
U.S.5.R., assuning that the information reproduced in Table L4 is correct.

Exports of all agriculturel commodities (excluding alcoholie bevaragqa)
comprised only 18,6 percent of total Yugoslav exports in 19li7 -- a sharp relative
decline from 56.L percent in 1538, and a reduction in resl volume to perhaps one=
seventh, or less. Grain exports declined from en annual average of 193,000
metric tons in 1935-39, to 29,000 tons in 1947, and rose to 71,000 tons inlethg/
Over one-half of Yugoslavia's agricultural exports in 19li7 went to Czechoslovakia;
Western Europe -- the traditional destination ~~ shows imports of only $5 million
for tﬁat year, but with a sharp rise to more than &15 million in the first half
of 1948,

Exports of timber and minerals recovered faster than those of agricul=
tural commodities, although in 1947 they were still very considerasbly below the
prewar volume, The timber committee of the ECE has estimated sawn softwood ex-
perts (including boxboards and sawlogs) at 58,000 standards in 1947, as compared
with 197,000 standards in 1937, a relatively "high" year., Exports of other types
of timber may have recovered somewhat better. estern Europe took the bulk of
Yugeslav timber exports in 19177, and continued to increase such imports, so that
they reached almost double the 1947 annual rate in the first half of 1948,

Ores, ore concentrates, and metals, taken as a group, were the most im-
portant item in Yugoslav exports in 1947, The bulk of this group went to coun-
tries of Eastern Europe, possibly accounting for nearly one=half of Yugoslav ex-
ports to that area, The U.S.5.R. may have teken as much as one-half of total
Yugoslav exports of these commodities, which constituted probably most of Yugoslav
exports to the Soviet Union, It is in this group of commocdities (especially
antimony, pyrites, mercury, lead, and copper) that Yugoslavia can best contribute

T/ Budget speech by Kidric, December 28, 1948,
2/ Kidrie, cited,
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to the needs of Eastern Burope., By 1948 such exports were apparently directed to
an even greater degree towerd Eastern European countries, as cen be inferred from
the statement by Harshal Tito after the Cominform break that during ten months

of 1948 all of Yugoslavia's exports of iron ore, almost all of her exports of
gine, pyrite ore and concentrates, and lead concentratas, and most of her exports
of mercury, copper, antimomy, zinc concentrates, and lead went to the Cominform
states, }//

Turning now to a consideration of Yugoslavia's imports during the
period preceding the break with the Cominform, our estimates show in the course
of 197 (mostly in the second half) commercial imports reached a real level
which mey have been from 65 to 75 percent of 1938, snd may have attained the
ennual rate of 19%8 (in real terms) during the first six months of 1¢hB8. It is
claimed by a Yugoslav source (see Table L) that zh.L percent of commercisl im-
ports in 1517 consisted of capital construction materials and industrial machinery,
This fraction is only slightly lurger than for 1938 (31.6), indicating = smaller
real volume, However, with the addition of deliveries of investment goods on
UERRA account (estimated at about 510 million) and of reparations from Hungary
($15-20 million at current prices), totel receipts of investment goods by
Yuposlavia during 19)] may have approximated4or:iightly exceeded, in real terms,
the veolume imported in 1938,

During 1948 the share of investment goods in total commercial imports
hed declined to 25.5 percent., The virtual cessation of UNRRA deliveries by that
year end the likelihood that reparations receipts from Hungary were smaller
than in the preceding yeer, make it reasonable to assume that the real volume
of investment goods imports { comnercial and non-commercial) during 1948 was not
substartially larger than in 1947. In view of the very much greater postwar
requirements for investment goods to satisfy the demends of reconstruction and
the five-year plan, the conclusion is inescapable that commercial and non-
commercial imports of such goods rust have been guite low relative to the pro-
fessed needs of the econcmy.

There did these invastment goods originste? of the §75-80 million
worth received by the Yugoslav economy from abroad during 1947, some $35=40
million worth were imported from countries outside of Eastern Europe. 2
Czechoslovakia probably delivered about 415 million worth of investment goods,
Hungary another $5 million (in addition to reparations), and other Eastern
Buropean countries (except the U.5.S.R.) negligible amounts, By subtraction,
and allowing for possible errors in our series of estimmtes, it appears that
the U.5.5.R. probably did not delivsr over 45 million worth of investment goods
to Yugoslavia in 1947.

7 Tew York Herald Iribune, December 26, 19L8,
E}’Roughly cqrresponding to the sum of items 12, 13, and 1}y in Table 5,
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It has been already estimated that Yugoslavia's total imports of invest-
ment goods wereg not substantially greater in 1948 than in 1947, Imports from
countries outside Bastern Europe during 19L8 were not much smaller than in 1947,
Thus, dmports of investment goods from Eastern European countries were probably
not much larger in 1¢8 than in 1947, These calculations -- rough as they~afef--
sup§0rt“Yugoslav allegations that the Cominform states delivered little capital
equipment, Although the data are lacking for a comparison with their commitments
in this respect, at least the gqualitetive description of these commitments
(especially that of the U.S.S.R.) at the time when they were made suggest much
larger maznitudes than were apparently actually delivered. The Yugoslav case
is further supported by the failure of the Comirnform states to answer Tito's
accusations in this connection,

Whether the failure on the part of the U.S.S.R. and some of the other
Cominfzsm states to deliver committed amounts of capital equipment is due ‘to
reprisals against Tito's political position even prior to the open break, or
whether it is due to an over-commitment on their part, camnot be now determined,
The latter alternative explanation, however, does not seem implausible, Tito
has since repeatedly accused his adversaries in the East of attempting to throttle
Tugoslavials industrialization, of attempting to relegate her to a source of raw
materials for the already more industrialized countries of the Soviet bloc. One
may wonder whether those who shape the economie policies of the Soviet bloc did
not in fact decide that the limited capital equipment available to them could
be invested more advantageously in the Urals or in Polish and Czech Silesia
than in Yugoulavia,

Trade and Trade Prospects after the Cominform Break

Despite the continuous deterioration in political relations between
Yugoslavia and the Cominform states after the open break at the end of June 1948,
and the mounting charges of bad faith with respect to trade emanating from
Belgrade, there is no positive evidence of a complete ecoromic blockade of Yugo-
slavia by the other countries of Eastern Europe, At least, if restrictions on
trade with Yugoslavia were undertaken by the Cominform states after June 1948,
they appear to have been selective rather then exhaustive, and do not seem to
have resulted in a level of trade very much below that of the first half of
1948, Yugoslav (commercial) trade was oriented towerds Eastern Europe virtually
to the same degree (55 percent) in 1948 as in 197, while, as our estimetes show,
the volume of thet trade must have nearly doubled, Certainly this does not
sugrest anything like a comprehensive blockade, slthough it does not preclude
the existenee both of bad faith in executing contractual obligations and of some
selective export restrictions, Moreover, such late statistics of the Cominform
states as sre available do not show any drastic fall in exports to Yugoslavia
after June 1948, although some reductions have taken place, and time lags must
be token into account. Czechoslovak statistics show a decline in exports to
Yugoslavia of only 15 percent {annual rate basis) during July-November 1948,
as compared with January-June 1948, but a decline in the rate of imports of almost
L0 percent, Hungerien date for July-September show & similar development: a
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~§9¢reasa in the annual rate of 16 percent for eprrts, and of 30 percent for
imports, as against the first six months of the year. However, imports of oil
from Rumanie and Albania, ond of cotton from the U.S.S.R., mey have fallen very
sharply. .

’ Nevertheless, even in the absence of anything like a blockade of
Yugoslavia by the Cominf'orm states, the lessening of political affinity between
them may be expected to cause a strong re-orientation of Yugoslav trade towards
the West. Should Yugoslavia succeed in developing fairly extensive trade based
on economic rather than political oriemta%ion, i,e., with "estern rather than
Eastern Europe, she may well derive & net economic gain as a result of the
Cominform break, C - .

The intention to re-orient trade toward the West has been publicly stated
by Marshal Tito in a recent speech, 1/ and numerous signs of such a re~orientation
have already appeared, During the last six months, Yugoslavia has signed trade
agreements with nine Western European countries, four of them accompanied by
arrangements for the settlement of claims arising out of the nationalization of
foreign-owned assets in Yugoslavia, The agreement with the United Kingdom
(signed December 23, 19L8) is especially noteworthy because of its size and of the
wide range of commodities which Yugoslavia is to receive. The agreement calls
for en exchange of goods to the value of 360 million in each direction (i.e,
equivalent to more than one-half of Yugoslavia's trade with the West in 1948)
by September %0, 1919, Yugoslavia's exports are to be primarily timber, and
imports are to include, among other items, crude oil, for which it has been
hitherto dependent on the Cominform states,

Of considerable assistance in such a re-orientation would be the grant-
ing of the projescted credit to Yugoslavia (nd several other Central and Eastern
European countries), to be extended by the International Bank, for the purchase
of' equipment needed to incresse timber production fer export to E.R.P. countries,

In spite of her isolated political position at this time, Yugosleavia's
international economic positiocn can hardly be characterized as wezk, As has
been pointed out above, the Cominform states have not zpparently suspended all
trade with Yugoslavia, and have actually signed, or are negotiating, a new series
of trade agreements, The more industrialized of the Cominform states have as much
interest in Yugoslav exports of iron ore, ¢f a number of non-ferrous ores and
metals, and of certain other commodities (hemp, tohacco), as Yugoslavia's interest
in the range of commedities which those states can realisticelly offer in return
at this time. Trade may well continue on this bLasis, zlthough on a considerably
reduced scale, The gencral reduction of Yugoslav trade with Eastern Europe may
be less extreme than that contemplated in the new trade agreement with the U,S.S.R.,
signed on December 27, 1948, which reduces the exchange during 19,9 to one-eighth
of the 1948 level., It is & striectly biluteral arrangement, and is apparently limi-
ted primerily by the smaller volume of exports which could (or would) be supplied

1/ The New York Times, December 28, 1948,
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_ 5¥5$ﬁ£fSé¢iét'side. A bilateral egreement with Poland was also signed fe¢e$t1y

,,,nﬁ%ﬁy*lé,r19h9), and an existing agreement with Cczechoslovakia has besn ex-
tended,

4 ‘On the other hand, an economic basis for a feir sized trade with the
West does seem to exist, as Yugoslavia's surpluses of timber, ores and metals,
and possibly grain, should bs able to find as reedy a market in the West today
as they did before the war, and at significantly improved terms of trade., The
scope of this trade should not be overestimated, however, The depletion of tim=
ber resources snd domestic comstruction requirements may preclude timber exports
from reaching the prewar quentity in the near future, in spite of the attractive
price situation. Moreover, it has been recently stated by a prominent SpOkesmank/
that Yugoslavis will not in the future export focdstuffs. Vhile large exports
of enimals and animal products could not be again expected for the near future,
it yet remains to be seen whother the broad nature of this statement is not pri-
marily intended for its stabilizing internal political effects, The relatively
lower exports of timber and foodstuffs ars intended to bs partly compensated by
expanding the exports of mining products, end diverting such exports from Bastern
Europe to the West, In the absence of credits, it will be Yugoslavia's exporte
ing capacity which will limit trade with the Viest, since demand for the western
products for Yugoslav economic development, not %o mention the population's need
for consumers' goods, is certain to exceed by far the country's ability to export
in the near future,

Appendix

It should be noted that Tables L end 5, differ in meny essential respects.
The information relating to postwar years in Teble i is based on data which has
at different times appeared in Yugoslav sources. (No commodity breakdown of
19L8 exports is known to have appeared.) Imports for these years presumably
exclude all commodity inflow of a non~-commercial nature (UNRRA aid, private
relief, reparations). The commodity groups are reproduced as given; they have
not been defined further in the sources and are obviously vague, Nor has the
price basis been stated, but it nay be assumed to be as of the Yugoslav border.,
The corresponding data in the table for 1938 have been compiled from previously
published statistics, and so arrenged as to conform approximately to the commodity
grouping,

In order to obtain a picture of the geographic orientation of Yugoslav
commodity trade, Table 5 has been prepared from trading partner statistics, but
giving & somewhat different commodity breskdown than Table L, It will be noted
that the percentage distribution for the postwar years refers to trade with a
group of the more important countries outside of Bastern Europe, and not to total
trade, On the other hand, the percentage distribution for 1938 refers to total
trade, This non-homogensous treatment hes been forced by the inadequacy of the
postwar statistics of several of the Eastern European countries, However, it |,

I/ Kidric, cited.s
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should be edded, comparisons between the percentage distribution columns for 1938
and for the postwar years are not meeningless, as in 1938 Yugoslav trade, with
the exception of a few percent, was oriented toward Central and Western Europe
and the U,S, UNRRA aid and private relief shipments are included on the import
side (in contrast to Table L;}, and no correction has been made for the dlfference
between f.0.b, end ¢,i.f, values, except for the totals.

The value of Yugoslavia's total commerciazl trade in 1947 and 1948 has
been computed as follows, It has been revealed that 53,3 percent of all imports
(presumaoly excluding UTRRA aid and private relief) and 56.9 percent of all exports
of Yugoslavia during 1¢L7 came from or went to the U.5,3.R, and "countries of
people's demOﬂracy". l Assuming that the underlying statistics are approxi-
mately on a world price basis, these percentages were then applied to data obtain-
ed from the statistics of Yugoslavia's trading partners outside of Bastern Burope,
after deducting an estimated %53 million r UNRRA dsliveries from the exports
shown by trading partners, Finelly, a 10 percent correction was made for the
difference between f,o.b, and c.i,f. values. The results are shown in Table 2,

It is felt that the import surplus indicated by our figures is exaggerated because
of errors in estimetion, altlouﬂn.no definite correction can be applied on the
basis of the available data, loreover, our f&gures indicate a considerably lesser
increase in trade turnover in comperison with 1946, than the 3,7 - fold increase
which was claimed in the same source, However, if the 1946 data were reduced

by some 25 percent to eliminate trade with Yugoslav-occupied Zone "B" of Trieste,
our figures would indicate a threefold increase in turnover between 1946 and

1947. 2/’ The remaining discrepancy cannot be explained with the scanty informa-
tion available,

ALs for 1948, the estimate has been given that 55.L percent of the turn-
over of Yugoslav trade in that year was with the U.S,S.R. and "countries of
peoplets democrecy', 2/ Applying this nercentage to the partial trade statistics
of countries outside of Eastern Europe, and projecting the calculation to cover
the full year, a total turnover of {510 million may be estimated, This agrees
very closely with the statement in the same source that foreisn trade turnover
increased by 9l percent as against 1947. The division of the turnover estimate
for 19L8B into exports (3260 million) and imports {5250 million) has %hen been
made using such fragnentary informetion as is available,

1/ Borba, July 20, 1948,

/ The 25 percent reduction mey be inferred from data in the article in Vneshnyaya
- Torgovlyea, cited,
éﬁ'Belgrade radio, December 28, 1948.
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39 Bulgaria
Czechoslovakia
Finland
Hungary
Poland
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TABLE 4, PERCENTLGE DISTHIBUTIOV’OF YUGOSLAVIL! S TOTAL FOREIGN TRADE BY
COMMODITY GROUPS, 1938, 194748,

(From Yugoslav Sources)

1938 1947 1948
mports (presumably excluding UNRRL aid) : :

Raw materials 39.6 57.8 67,2
Capital constructinn materials 12.9 19.4 (25 6
Industrial machinery 18,7 14.9 ("
Manufactured /consumers®y goods 17,0 7.9 7.2
Other 11.9

Total , 100.0 100,0 100,0

Total, in millions of dollars 15,0  149.8%  250.0¥

Exports :

Mining products 15.5 26.6
Timber 15.2 21,6
Industrial crops 7.8 1.4
Menufactured goods 5.1 11.5
Alcholic bevwra 23 - 7.3
Jed*cnnul rlants 0.3 (
Grain : 15,0 ( 6.5
Fruit 3.8 6.2
Livestock /including products?/ 24,6 5.9
Cther 1.7

Total 100.0 100.0

Total, in miliions of dollars 1167 114.4Y  260.0k

Sources: Yugoslav data cited as follows, 1938: 1. S. Department of Commerce,
Foreign Commerce Yearbook: 1947 T-528, 2elgrade, April 29, 1948, Restrictod
1942:  T-1l4, Delrrade, Janhdry 6, 1949, Restricted.

1/ Estimated, see text.

Footnotes continued from Table 3 ——

é/ Estimated; includes UI'RRA aid originating in countries not listed.
5/ UVRRA deliveries, estimeted at ©53,000,700 are included.

6/ Estimated on basis of data for Jamuary - Aprll.

2/ Estimated - no data available, For methods of estimation see text,



1947, 1948

B wllvmu.omsao» Sﬁmw,
(incl, UNRR. aid) IXPORTS

T Jan—June Jan—June
® 1938 [ 1947 1948 1938 1947 1948
ol Total .| Imports from Selected Total Exports to selected
Imoorts Western Countries .u.(\ ’ Commodities Bxports Western Countries n\
A w 3 A 3 A 5 | A B i B A B
4.7 4 L1 5 1.3 4 1. Foodstuffs,vegetable & animal 2 53.6 46 3.8 g 14.2 35
- - (.1) neg. ( .1) nes. Animals & animal products 2 (19.1) (16) '(.8) (2) (.2) (1)
- - d .1 2,0 6 2. Fats & oils, vegetable & animel 2.2 2 neg. neg. 1.0 2
9.8 g 5.5 7 2.7 8 3. Chemicals and allied products 4.8 4 3.4 7 1.0 2
2.3 2 1.2 1 > 2 4. Rubber and mfrs. - - - - neg. neg.
- . Y 1 2 1 5. Wood and mfrs. - 17.2 15 18,7 40  15%.0 39
2,9 2 o7 1 .8 3 6. Paper and mfrs, - - .1 neg. neg. neg.
¢ 3.5 3 .9 1 neg. - 7. Hides, skins, furs,leather & mfrs. 2.2 2 1.5 3 .3 1
= 34.0 30 12,7 16 7.6 2 €, Textiles, raw materials & mfrs. - 4.0 3 1.2 3 .1 neg.
; ' 4.2 4 .9 1 .3 i 9. Fuel,lubricants,powerz rel, prod. = - 1.0 2 2.1. 5
B 2,6 2 2.3° 3 1.0 3 © 10, Non-metallic minerals & mfrs, 2.5 2 6.7 14 A 1
w .6 i neg. neg., .1 neg. 11. Prec. metals, stones and-art thereof ~ - neg., neg. - -
| 14.8 13 2.8 3 1.9 6 12, Base metals, ores & mfrs. 16,7 14 7.4 16 3.4 8
,“ 15.7 14 26., 33 7.5 23 13, Machinery, appar.,, & appliances - - neg. neg .1 neg.
5.8 5 9.6 12 3.0 9 14, Vehicles and parts - - neg. neg. neg. neg.
4.1 12 13,0 16 3.3 10 15, Miscellaneous 12,9 11 3.2 7 2.5 6
~ - 80,9 100 32,2 10C Sub total,selected Western Cos. - ~  47.0 10C 41,1 100
- - _35.8 Other Western Cos.(Zstimated) - - 7.8
m - - 11€.7 Total, Hestern Cos. - - 54.2
‘ ‘ - - 2. Eastern Buropean Cos.(Estimated) — - 2.3
S 115.0 100 189.3 Total, ¥orld 116.7 100 127.1
, 53.0 C of which: UNRRA aicd g
. -115.,0 145 .8 n.a, Ditto, lIess UNRRL aid, and 1146,7 il4 .4 n.a.
R 1/ U.5., Switserlar ¢, Ttely, Fronce Demnerk — 2GJusted to-value at Tugoslav / May inclucs some inedible animals end
: Netherlands, Au e triz, Swaden (1747 border (i.e. corrected for T animal rroducts.
only), U.K., anc Norwav {1747 Linorts f.o.b. - c.i.f, difference). . .
& onlr . See "Scurces! unc Wilote® to Table 3.
& ® @ ® @
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f30$$?ﬂR¥§§IERNAL FINANCIAL SITUATION It ILDOBESIA Harrison Parker

Indonesia, as the Dutch controlled territory in the Netherlands Indies
(i.e,, excluding the area controlled by the Republic of Indonesia) is now knowm,
occupies one of the more stratsgic positions, both gecgrephically and economic-
ally, in Southeast Asie, It produces & large part of ths worldf's supply of many
Stratagic raw materials, such as rubber, tin, oil, and copra, as well as large
quantities of quinine, spices, kepok, palm oil, tea, coffee, and bauxite. The
population is about 70 miliion,

The economy of Indonesia is essentially of a colonial, or extractive,
nature, and is divided into *wo spheres: the "western" (or European), and the
netive. The "western" sphere is in the form of a progressive capitalist system
composed of plantations and industrial, commercial, finencial, and other enter-
prises, which supports most of the non-Indonesian (Europeen and Asiatic) popula-
tion of about 1.6 million (before 1941}, end about 15 per cent of the natives.
The native sphere is based on subsistence agriculture and self—sufficiency in
hendierafts over smell aress. The boundary between the two spheres is indistinet.
The economy is geared rrimerily for expert, and depends very heavily on imports
of industrial and egricultural consumer products to fulfill its domestic require-
ments,

During and after the war, the islands endured a great amount of de-
struction. In the postwar period, Duteh authcrities returned to find thet they
faced the necessity of instituting & large relief, rehabilitation, and investment
program without which the recovery of the export surplus would be impossible, and
at the same *time they had to deal with the nationalist aspirations and opposition
of parts of the native population., The Dutch have received credits and mid from
the United States to help them in their recovery program. They have based their
own domestic recovery program on the success of their efforts to restore Indonesis
to its traditional place as a supplier of essential goods on the world merket,
end as such, the source of the oversesas income so vitally needed to meintain the

standard of 1iving of the Dutch people.

In summerizing the internal financial developments in Indonesia, this
peaper discusses the large postwar budget deficits incurred by the Dutch-controlled
government of Indonesia, the debt and currency expension resulting therefrom, and
the general inflationarv situetion which the government now faces, in the light
of the restricted recovery of commercial a&ctivity end private investments and the
demends made upon the economy by military operations and the relief and rehabili-

tation program.

Summary of Conclusions

The critical infletionary problems in Indonesis are still as serious
&s evers There has been little success &s yet in attracting the overseas private
investment which used to fill all the needs of the Indies in this respect. Kgo-
nomiec activities, which were cisrupted by the war, are still in a state of up-
heavel in the areas affected by the activities of the native opposition.
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8 largs military force in Indonesia, and
the requirements of relief end rehabilitation all caused the governnment's budget
defi?itS:to be unusually high in the postwar years. This situation had been im-
proviang up to the time of the outbresk of intensified military activity in Decem-
ber 1948, as plantation and other productive facilities in Dutch-controlled areas
had been rehabilitated in large pert, However, it is probable that the recent
cutbreak of military action will mean losing ground to the inflationary pressures
for some time to come, even if peaceful conditions can be enforced.

The huge budget deficit, together with the great shortage of consumer
goods, has produced a serious inflationary situation. Prices of sonsumer goods
are up to 10 to 25 times prewar; the volume of money has increased four times
from 1939 to 1947; the islends have been saddled with n heavy debt, and foreign
investment has been discouraged, The ettempt has been made to meet the shortage
of consumer goods by importing them and using them as "incentives" for the pro-
duction of exports. The use of these barter methods, although they are a worke-
able substitute for the use of money in & virtually pure agrarien state such as
Indonesia, where there is little integration of the internal economy, will have
to be curteiled before & return to a modern monetary economy will be possibls.

The Dutch success in rajsing the production of exportable commodities
by shorteterm, temporary methods has thus been accompanied by neither a restora-
tion of normal private economic activity nor progress in balaneing the budget.,
Before any real improvement in the internal financial situetion in Indonesia can
be expected a cessation of military activities and attainment of political peace
will have to be ‘brought sbout; then a long range program of investment, drawing
on private and governmental revenues sources, will have to be developed, However,
even this program will be insufficient to protect Indonesia's finances from undue
end disruptive sensitivity to external conditions; & progrem of industrial devele
opment and e sustained effort to develop domestic sources of investment to cover
& higher percentage of Indonesia‘s needs seems necessary before real stability
can be obtained.

Position of Budget in Indonesian Econamy

The budgetary position of the government of Indonesia represents the
me jor, and controlling factor in the whole ecenomy influencing the present inflae
tionary situation. Due to political unrest, almost no foreign private capital
(which wes the main source of private investment before the war) hes entered
Indonesia, The only mejor exception to this trend has been evident in the oil
industry located in Dutch controlled areas, which has been rapidly rehabilitated
end expanded; this has been achieved through favorable foreign exchange arrange-
ments, under which the government hes permitted these industries to use all their
foreign exchange earnings directly for the purchese of edditional equipment,
Privete investment activity in other economic fields was slight due to the politi-
cel unrest, and the government decided to set up special temporary importing, ex-
porting, and distributing organizations after the wer. For exemple, Dutch and
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British plantetions were put back into operation where possible by the government
using a minimum of new equipment, and utilizing all the salvagable equipment
evailable, Private companies did not begin to come back into these activities
until 1947 and 194B. U,S. concerns owning rubber plantations have only recently
decided to return to the operation of their properties.

Most of the postwer investment in Indonesia so far has therefore been
on the account of the government, which has tried to rehabilitate the transporta-
tion and communication systems, to stert on = program of public works, to re-
establish its own economic ventures#*, and, as mentioned above, temporarily to
take over a commercial role vhile conditions of unrest prevailed,

Total public and private investments for 1949-50, for example, are es~-
timated by Dutch authorities as equivalent to 795 million guilders (%300 million
at Gd, 2.65 = @l), or 17 per cent of the estimated national income of 4,770 mil-
lion guilders ($1,800 million) for the seme year, Sevings in the economy, how-
ever, are slight, and thus provide only a very small source of domestic private
capital for investment, They are estimated at 80 million guilders ($30 million)
for 1949-50, which is 2 per cent of the estimated national income of 4,770 mil=-
lion guilders for the seme year. Thus, the volume of investment from overseas
(both public and private) which would be necessary to meet the total investment
Program was estimated at 712 million guilders ($268.7 million), Duth authorities
hope that e large part of this will be private investment. This has not been
true in the past three years, as pointed out in the preceding paragraphs. From
1946 through 1948 sevings were at a level lower than that estimated for 1949-50,
National income for 1948-49 wes estimeted at 3,445 million guilders (41,300 mil-
lion at Gd. 2.65 = {1), as egainst an estimated figure of 3,000 million guilders
(91,800 million at Gds 1.88 = 1) in 1939, The postwar foreign investment, where
it was not obtained through ECi grants, resulted in lerge debts to the Netherlands
on the part of Indonesia, and the incurring of a debt to foreign governments other
than the Netherlands for the first time in Indonesien history.

The low level of savings is due to the colonial nature of the economy
in which population pressure is intense, most of the land is owned by the people
who cultivate it, and the industrial equipment is mainly of the home or craft
type. Hence, few Indonesians have any surplus income availasble for savings., The
present inflationary situation elso has the effect of discouraging savings.
Dutch sources emphasize, however, that there are considerable unrecorded invest-
ments made out of the unrecorded labor and savings of landovmers who established
and tilled plantations., Kevertheless, this low level of savings in the Indies'
economy emphasizes not only its dependence upon foreign investment for rapid de-
velopment of its resources, but the necessity to increase savings in the future
if & secure economy is to be established.

The inflation, occurring in an egricultural and colonial eccnomy of
this type, has had an even more serious effect on the economy then discouragement
of savings. The lack of reasonably priced consumer goods such as textiles on the
market resulted in & fall in production on the part of the natives, who normelly

* Before the wer the government owned or participated in the fields of mining,
petrolsum, agricultural estates, banking, salt and opiun manufatturing.
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'?’a§%§ é?pan§ed.upon/for labor in the plantations, or who produce exportable com-
- modities from their own economy. Therefors the government has imported consumer

 Boods -- textiles meinly -- to be sold at controlled low prices or directly

traded as "incentive" goods in order to promote production. This partial rever-
sion‘tq & barter economy has succeeded in raising production of agricultural ex-
ports far above thet which could have been obtained under ordinary market condi-
tions, as the consumer goods desired by the natives either did not exist or were
being sold at prices far out of their reach.

‘Even under prewar conditions there was no market for government securi-
ties among the people, and this is even more true today in the light of the con-
dition described sbove. Indéed, the only major domestic source from which the
government can borrow is the Bank of Java, its bank of issue. The volume of non~-
governmentel domestic long-term credit is thus so small as to be insignificant
:@en,compared with the volume of investment which comes from abrcad in normal

imes. '

Budgetary Situation

The finances of the Netherlands Indies ere greatly influenced by the
prevailing world situation. Because of the nature of the Indonesian economy, the
depression created large deficits in the early thirties, due to the contraction
of economic activity in the economy caused by the fall in demand for and prices
of the exported commodities. Some improvement in the budgets ceme in the late
thirties, but in 1939 expenditures for defense became heavier, resulting in in-
creased overall deficits,

Selected Budgets of Netherlands Indies
Unit 1,000,000 guilders

Year Y/ 1935 1939 1940 1946 19472/ 19482/

Expenditures 330,7 516.9 571.8 1,084 2,137 1,750

Receipts 317.5  470.6  554,1 151 242 833
Deficit 13.5 46,3  17.6 933  1,895% 917

1/ Fiscal year = celendar year
?7'Budget estimete
%/ Actual deficit known to be nearer 1,350 million guilders

SOURCE: Official Dutch figures

The postwar budgets show a merked change, the most serious being a
large deficit which, insofer as it was met in Indonesia, had an inflationary ef-
fect. The government expenditures incressed from two to four times over prewar,
but prices of domestically produced goods rose from 10 to 25 times over the same
period; therefore, the real wvalue of the expenditures in the postwar period was
probably lower than prewar. This, together with the fact that these postwer
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budgats were only for the edministration of part of the total territory of the
Indies, emphasizes the deterioration which has teken place,

Postwar Expenditures

The figures aveilable for expenditures in the postwar budgets are broken
down onlyvby governmentel departments, and therefore it is difficult to segregate
Purely administrative expenditures, social services, public works, defense, and

other categories from each other, In the table below, a partial breakdown is at-
tempted,

Purposes of Netherlands Indies Government Expenditures
Unit 1,000,000 guilders

Year 1946 1947 1/ 1948 1/

. Amount Percent Amount Percent Amount Pé?bent
War Department 348 32 830 39 548 31
Alministration 2/ 474 44 517 24 512 30
Social Services 3/ 34 3 347 16 262 17
Debt Service = 105 10 231 11 115 6
Public Works etad/ 123 11 212 10 283 16
Total Expenditures 1,084 100 2,137 100 1,750 100

1/ Estimated

2/ Includes expenditures of Government ang Governmental Bodies; and the

- Departments of Justice, Firance, Economies, snd Indian Civil Service,
&/ Includes expenditures of Departments of Social Affairs, and Education
T and Public Worship, and the Public Health Service.

3/ Includes Departments of Traffic and Public Works, and Shipping.

This table shows that the share of the War Department is the largest
of any of the government departments, and rose from 32 percent of total expendi-
turs in 1946 to 39 percent in 1947, The estimated budget for 1948 cut the mili-
tary expenditures to 31 percent, but in view of the continued warfare and infla-
tion the actual percentege was greater. An official Dutch source recently said
the portion of the cost of military operations in Indonesia in 1948 which was
borne by the Indonesien Government was about 1,040 million guilders, or nearly
double the amount budgeted,* idministrative expenses have remained reasonably
constant in terms of value, but this reflects the opposing influences of two fac-
tors; first, the downward influence of the gradual tapering off of relief admini-
stration and government operation of the economy, and second, the upward influence
of inflation making itself felt through selary reises, ete, The increasing share

* N.Y. Times, January 18, 1949, page §.



1n 1948, and that events during 1948 mey have forced a repetition of the 1947

’ One of the two principal characteristics of the expenditures over the
;ast three years is the drain on the economy caused by the military operations.
Wihere only about 10 percent of the budget was devoted to this purpose in prewar
years, from 32 to 39 percent or more wag spent for arms in the postwar period.
The Indonesian government defreys the entire cost of maintaining the army in the
Indies, which has grown from a prewar 40,000 men to an estimated 150,000 men in
thg postwar period, The pey of Netherlands Army personnel is the only part of

only « bockkeeping transaction as it only serves to reduce somewhat the large
debt of the Indonesian government to the Netherlsnds, These large expenditures
in Indonesia serve to withdraw goods and services from the civilian economy; both

‘ The other significant characteristic is the large amounts which have.
been spent for relief and rehabilitation, This wes estimated at 611 million
guilders in 1947, and 441 million guilders in 1948, and covers the whole range of
activities covered in the budget with the exception of defense. Special govern-
ment orgenizations were set up to take care of the immediate postwar problems in
importing,fexporting, end distribution. Lerge amounts of foods and textiles were
imported or purchased domestically, and then sold at controlled prices to help
fight the rising cost or living. Moreover, the use of such commodities as incen-
tive goods proved to be the most successful short-term way to increase production,
The government hoped that the improving economic conditions, as well as continued
ECA aid, would enable it to reduce its burden on this account. The special gove
ernment institutions are supposed to have been liguidated by the end of 1948, but
it is doubtful that government relief and rehabilitation expenditures will drop
much so long as the politisel unrest continues, especially since ECA aid has been
suspended,

Therefore it can be seen that two of the mein inflationary expenditures
of the government in the postwar period, although reduced in smount in the 1948
budget, mey easily have been much greater than planned due to the recent flare-up
of military sctivity, and mey prove to be an equally great burden in the coming
year,

Government Receipts

Tax revenue and income from other Sources covered only a fraction of
government expenditures during the postwar period, and the problem of reising the
level of economic activity and finding new sources of income has plagued the
authorities. Taxes, both prewar and postwar, are derived mainly from the western
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sector of the economy, end are divided into two general categoriess direct as-
sessment taxes, comprising compeny, income, property, and wages texes; and indi-
rect dutiss such as import, export, statistical, and excise duties. In the pre=-
war:pariad; income from all taxes varied from 250 to 300 million guilders per
year, with import end excise duties being the most lucrstive. There is no avail-
eble informetion as to the ectual income of the Government of Indonesia from indi-
vidual tax sources in the postwar period,

_ Income from all texes in 1946 was 129 million guilders, which rose to
an estimated 226 million guilders in 1947, and was projected to 390 million
guilders in 1938, This shows the effect of better tax administration and in-
creased economic activity, but it must be remembered that in the light of the

-inflation, in which the volume of money had expanded four times from 1939 to the

10 to 25 times over the same period, the real value of these tax receipts was
reduced far below the prever velus,

A major postwar non-recurring source of revenue wes the profits from
special importing, exporting, and distributing institutions set up by the govern-
ment after the war, The liquidation of these institutions began in 1947 and was
to be completed in 1948, These institutions made considereslle profits, only a
small part of which (10 million guilders) was released in 1947 to raise the woc
govermment receipts in that year's budget, This withholding of profits had an
inflationary effect at the tims. However, the accumulated profits and proceesds
from the liquidation of these enterprises are listed in the estimated 1948 bud-
get, thereby raising receipts during 1948 by over 402 million guilders. This
liquidation of surpluses does not represent real revenue for that year, and the
expenditure of these funds therefore nad an inflationary effect in 1948,

Deficit

Overall deficits in prewar budgets of the Netherlands Indies Government
never ran above 10 per cent of total expenditure, and usually were well below 5
per cent, In view of the economic ectivity and investment going on at the time,
and the sound monetary policies followed by the government, this was not a dan-
gerous situation. However, in the postwar years, this situation was radically
changed,

In 1946, out of a total expenditure of 1,084 million guilders, the
deficit ran to 933 million builders, or 86 percent. Of this deficit, 622 million
guilders was financed by government note issue, and by credits from the Bank of
Java; the other 311 million guilders was covered by drawing on credits established
in Holland and other countries. The deficit for 1947, as reported by the Dutch,
wes near 1,350 million guilders, or 65 percent of budgeted expenditures; this im=
provement was due to higher tax revenues and lower expenditures than expected,
and also to non-recurring profits from temporary government enterprises, referred
to in an esarlier section, This deficit was finsnced as follows: in the Indies
by credits provided by the Bank of Javae of approximately 440 million guilders,
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an issue’of government currency notes of approximately 330 million guil-
"ffHetherlands by the use of credits established in thefNetherlands
and in other areas by drawing on foreign credits,

- The estimated 1948 budget foresaw total expenditures of 1,750 million
nd & deficit of 917 million guilders, or 52 percent. Since this budget
, ed early in the year on the basis of a considerable decrease in ex-
traordinary relief end military expenditures which would not seem to be justified
by the state of hostilities which existed during the year, it would ssen probeble
that actual expenditures, and the deficit, would be much higher than anticipated.
Another point which must be noted is that the seemingly high receipts of 833 mil-
lion guilders estimated for 1948 include the 402 million guilders, mentioned under
rseeipts, from the profits end liguidetion of the special government enterprises
dealing with imports, exports, and distribution., This cannot be considered a
true receipt, end therefore the real déeficit jincurred during 1948 must have been
comperable to, if not more serious than, that incurred in 1947,

In the above discussion, two methods of meeting the government deficits
stand out, One is by increasing the government debt,held in the lietherlands op
overseas, which is not inflationary in the domestic economy of itself, The other
is the issuance of notes by the government, or by the Bank of Java when it ‘extends
credits to the government. The effect of the postwar financial operations of the
government on the government debt and on the volume of money will therefore be
teken up in that order,

Netional Debt

The national debt of the Netherlands Indies government before the war
showed a gradual increase, but in relation to the annuel budget and national in-
come the debt position was not unfavorable. It was well managed, and interest
end emortization were paid out of the normel income of the government. Of the
long term loans issued 90 percent were taken up by "investors in the Netherlands
and 10 percent by investcrs in the Indies." 1In 1941, there were no foreign
(non-Dutch) loans outstanding.

From 1936 to 1940 = greater percentage of the floating debt was taken
Uup in the Indies, and the funded debt started a slow decline from the high of
' 1936 which has continued to the present day,
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Netherlands indies Government Debt
Unit 1,000,000 Guilders

—  __Floating Deot | |
In Neth- —In the Indies Funded  Total

Yoar eriends  Old #dm. Wow Adn, _ Totel _ Debt Debt
1936 76 6 - 82 1,548 1,425
1940 69 106 2/ - 176 1,212 1,387
1945 386 566 3/ 375 3/ 1,326 1,049 2,375
: 1946 577 566 g/ 534 3/ 1,687 983 2,634
L 1947 897 508 3/ 1,215 3/ 2,629 945 3,574
@ 1948, Aug. 31 - - - - - 4,100

i? Communication from Netherlands, B
2/ From Netherlands indies Report 1941 (Statistical Abstract).

3, According to Dept. of Finance at Batavia, with exclusion of account of
"~ Exchange Control Service.

j§/ Including debt balence in Netherlands ("F" Account).

SOURCES: 1936~47 figures from Netherlands Government "Economic and Pinan-
cial Survey of Indonesia, April 2, 1948."
1948 figure: ECA "Long Term Program of Indonesia," December 13,
1948,

During the war, the Netherlands government increesed the Indonesian
floaeting debt held by the Dutch Treasury in order to amortize the long term debt
and cover interest payments therson, as well as %o pay pensions and leeve allow-
ances to Dutch nationels. 4s a result, the fleating debt held in the Netherlands
haed incressed from 69.1 million guilders in 1940 to 285.5 million guilders in 1945,

In the postwar period the Netherlands Indies Government wes forced to

increase its floating debt many-fold. Fron a totel floating debt of 1,326.2 mil-
lion guilders in 1945, of which 940,7 million was held in the Indies and 385.5
million in the Netherlends, the floating debt doubled by the end of 1947 to a
total of 2,629.1 million guilders, of which, 1,722,5 was held in the Netherlands.

. The funded debt was slowly reduced during this period, to a sum of 944,7 million
guilders in 1947, The total guilder debt in 1947 therefore stood at 3,373.8 mil-
lion guilders,

In 1948 a deficit was projected of 917 million guilders, of vhich a
part is expected to be met from foreign credits. However, the latest figure for
the total guilder debt - 4,100 million guilders as of August 31, 1948 - seems to
show that the deficit was larger then anticipated, The latest figure also seems
to show thet the Netherlands Indies government is going into debt at an increas-
ingly fester rate,
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The total national debt as of August 31, 1948, aside from the guilder
debt mentisned above, included %87 million and A.L 7.5 million. The total na-
tional debt, ineluding both guilder and foreign debt, was equivalent to U.S,
$1,200 million on that date,

in debt is characterized by a corresponding increase in the volume of money,
which is discussed in the next section,

Volume’of Money and Exchange Reserve

Before the war, the money supply of the Netherlands Indies was made up
of notes issued by the Bank of Java which had 8 legally-required metallic cover,
and by silver and subsidiary coinage. A Dutch Ssource estimated that the total
volume of monsy (including currency and current eccount deposits) at the end of
1939 was sbout 629 million guilders, or about UeSe $344 million at the exchange
rate of U.5, §1 = Gd, 1.88% then prevailing,

During the period between the Germsn invasion of the Netherlands in
May 1940, and the Japanese conquest of the Indies in May 1942, financial trensac-
tions with the Netherlands came to & complete standstill, 4is & result, the large
surplus of liquid funds usually transferred to the Netherlands by government and
private sources was accunulated in the Indies and was reflected in high bank bal-
&nces, and an increase in the volume of money. The government during this time
was forced to issue notes of its own (now known as old Indies Government notes)
which had no metallic cover. The volume of money rose to 1,294 million guilders
in 1941, comprising 577 million guilders in currency, and 717 million guilders
in current account deposits.

Volume of lioney in Indonesisa
Unit 1,000,000 guilders

End of year 1941 1946 1/ 1947 2/
Money in Circuletion 577 1,121 1,489 2/
Current Account Belances 717 892 1,254 ~
Total Volume of Money 1,294 2,013 2,745

17 Excluding currency in circulation in Republicen areas,
2/ Another source estimates that 2,151 million guilders were in
T circulation on December 31, 1947,

From May 1942 to September 1945, the Japanese authorities issued a
distinctive guilder currency of their own to finance occupation expenses, leaving
the volume of prewar legal tender money at the same level. From September 1945
to March 1946 the Allied military euthorities financed their occupation costs
from captured stocks of Japanese guilder notes. About 8,000 million guilders of
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this Japanese currency was issued over those four years., The authorities at-
§EM?tadytO'Withdraw the Jepaness guilders beginning j.arch 6, 1946, and they were
daelareévno longer legal tender on October 31, 1945, This attempt to dispose of

The Japanese guilders, as well ag the prewar legal tender money, were
to be withdrawn after March 6, 1948, in return for a new Irdies government cur-
rency known as "Njica® (Netherlands Indies Civil Ldministration) currency, At the
Same time, the Government devalued the Indies gullder to a rate of U«3, $1 = Gd,
2485, thus restoring its 1 te 1 exchange rate with the Netherlands guilder which
it had lost when the Netherlanas guilder had been devalued in September, 1945,

In order to alleviate inflationary pressures, the Indonesian government adopted
measures in March 1946 4o hold down buying power by putting restrictions on the
use of prewar bank deposits, and by freezing a part of the volume of currency by
declaring the higher denomination Benk of Jave notes not to be legal tender for

& temporary period, However, the aettempt was not very successful; in July, 1847,
the Bank of Java resumed itg prewer function of issuing notes, and in Liay, 1948,
the legal tender quality of the Pre-occupation Bank of Java notes and old Indies
Government notes was restored, At present, therefore, the currency in cireculation
in areas controlled by the Indonesian govermment consists of old and new Bank of

»

Java notes, old Indies Government notes, "Nica" notes, and the coinage.

V The failure of the government in its efforts to control the amount of i
currency in circulation was largely caused by the budget deficits incurred by the
government over this period, and resulted in an inflationary rise in prices re-
sulting from the shortage of goods and services for which the newly-created pur-
chasing power was competing. This rise in prices amount to 10 to 25 times prewar
for consumer commodities. From 1939 to 1947 the total volume of morey cuadrupled
in size to at least 2,743 million guilders (or U.s, #1,034 million at U.Se $1 =
Gd. 2,85), of which 1,489 million guilders was eurrency, and 1,254 million guil-
ders current e&ccount deposits, About helf the expansion occurred in the postwar
period., This expansion has continued at &n accelerated pace to the present date,

The resumption of the note-issuing function by the Bank of Java in
1947, with the intention of eventually replacing all eurrency in circulation with
Bank of Java notes, raises ths interesting problem of the metallic cover required
for these notes, and, conseqhently, of the size of Indonesia's rold and exchange
reserves,

The gold reserves of the Indies, hela by the Bank of Java, are required
as & metallic cover for notes issued by the Bank of Jave at a ratio fiyed by the
Governor General, This retio was fixed at 40 Per cent in 1936. 1In prewar years,
the gold reserve was always well in excess of the nécessary percentage, and
therefore could be used as & cushion for balance of peyments deficits. In the
postwar period, however, the note issue from all Sources, which hes been made a
commitment of the Bank of Java, has expanded to well over 2,000 million guilders.,
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sting gold reserve, whi

, ch dropped from 4202 million on V-J day
‘ L \477 million guilders et Gd, 2.65 = §1) in 1948, is inadequate
e required cover, '

' 5 - Indonesian dollar balances heve also fallen, from $114 million in Decem-

~ ber 1945 ’tﬁ&?kmiﬁimmwarking level of 450 million in November, 1948, Presumebly

~ the formal requir r f ency could be eliminated if

 necessary; the more serious problem arises from the recurring need to deplete

~ Indonesian gold and dollar holdings for meeting external balance~of-payments
deficits., “





