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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., “





