
PUBLIC LAW 480 ASSISTANCE AND 
/ ; i ECONOMIC DEVELOPMENT IN INDONESIA ^ 

F i xi. r by Bruce Glassburner. )̂ / 

F o r e i g n a s s i s t ance , i n t h e p o p u l a r v i e w , i s s e e n m a i n l y as a t r a n s f e r 
o f c a p i t a l g o o d s f r o m c a p i t a l — r i c h t o c a p i t a l — p o o r c o u n t r i e s . T h e 
p h r a s e c o n j u r e s v i s i o n s ( i n I n d o n e s i a ) o f t h e s p a r k l i n g , m o d e r n S r i w i d j a j a 
f e r t i l i z e r f a c t o r y i n P a l e m b a n g , t h e D j a k a r t a ring — r o a d , a n d t h e D j a t i -
l u h u r d a m — o r , as P r o f e s s o r M i l t o n F r e i d m a n w o u l d c a l l t h e m , " i n d u s t r i a l 
m o n u m e n t s " . I t c o m e s as s o m e t h i n g o f a s u r p r i s e , t h e r e f o r e , t o l e a r n t h a t 
t h e l a r g e s t s i n g l e c o m p o n e n t o f f o r e i g n a s s i s t ance g i v e n t o I n d o n e s i a s i n c e 
she a c h i e v e d h e r i n d e p e n d e n c e h a s b e e n i n t h e f o r m o f a g r i c u l t u r a l c o m m o 
d i t i e s — m a i n l y f r o m t h e U n i t e d S t a t e s . 

T h e U n i t e d S t a t e s h a s p r o v i d e d a t o t a l a i d f l o w t o I n d o n e s i a b e t w e e n 
1 9 4 6 2) a n d 1 9 5 9 o f a p p r o x i m a t e l y $ 1.2 b i l l i o n . O f t h i s , $ 5 6 5 m i l l i o n o r 
n e a r l y h a l f , h a s b e e n s o m e f o r m o f P . L . 4 8 0 c o m i m o d i t y s h i p m e n t s . " ) 
I n t h e y e a r s s i n c e r e s u m p t i o n o f U . S . a s s i s t ance f o l l o w i n g t h e a t t e m p t e d 
coup d'etat o f 1 9 6 5 , t h e p r o p o r t i o n o f s u c h a s s i s t ance i n t h e t o t a l h a s r i s e n 
s h a r p l y ( see T a b l e I ) , t h e p e a k p r o p o r t i o n h a v i n g b e e n r e a c h e d i n 1 9 6 8 . 
w h e n 7 7 p e r c e n t o f U . S . A s s i s t a n c e w a s in t h i s f o r m . T h e l a r g e s t t o t a l 
i n f l o w u n d e r P . L . 4 8 0 w i l l b e r e a l i z e d i n 1 9 6 9 — m o r e t h a n $ 1 1 0 m i l l i o n 
w o r t h o f r i c e , w h e a t p r o d u c t s , c o t t o n , a n d t o b a c c o . R i c e i n t h e m o s t i m p o r 
t a n t s i n g l e c o m m o d i t y , a c c o u n t i n g f o r h a l f o f t h e t o t a l v a l u e n e t o f f r e i g h t ; 
c o t t o n i s n e x t , a c c o u n t i n g f o r a b o u t o n e - t h i r d o f t h e v a l u e . T w o t h i r d s o f 
t h e t o t a l ( b y v a l u e ) c o m e s a s f o o d , o n e - t h i r d as f i b r e . 

1. Professor of Economics, University of Califomia, Davis; SEADAG (South-
eagt Asia Development Advisory Group) Grantee for research in Indone-

i> nesia for valuable assistance. 
sia, summer, 1969. The author wishes to express his appreciation to the 
staff of the USAID Mission and to Drs. Legowo of the University of Indo-

2. A modest inflow of Marshall Plan funds was channelled to the islands 
before the official transfer of sovereignty in 1949. 

3. The $ 565 million figure is tentative, and I have reason to believe that 
it is an understatement. 
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-4.* T a b l e I . 

PL 480 in the Total U . S . Assistance Program (Commitments). 

P L 4 8 0 P L 4 8 0 as 
Y e a r T o t a l A s s i s t a n c e s h a r e o f t o t a 

( p e r c e n t ) 

1 9 4 6 - 6 5 $ 8 ( X ) . 0 m i l l i o n $ 2 9 0 . 0 m i l l i o n 3 6 
1 9 6 6 4 5 . 9 m i l l i o n 4 5 . 9 m i l l i o n 1 0 0 
1 9 6 7 6 5 . 3 m i d l i o n 

• • - • 
, 2 7 . 8 m i l l i o n 4 2 

1 9 6 8 1 1 0 . 0 m i l l i o n RS 0 .mti'llirvn 7 7 
1 9 6 9 a j 1 fsf\ ft n r i J I i n n 

X vt \J. v* Jiii'iixvf'ii 
1 1 6 . 3 m i l l i o n 7 0 

T o t a l $ 1 , 1 8 7 . 8 m i l l i o n $ 5 6 5 . 0 m i l l i o n 4 8 

S u b - t o t a l s : 1 ••- . 
1 9 6 6 - 6 9 $ 3 8 7 . 8 m i l l i o n $ 2 7 5 . 0 m i l l i o n 6 6 

1 9 6 6 - 6 9 / 1 • 
1 9 4 6 - 6 9 3 2 . 5 ( p e r c e n t ) 4 8 . 5 ( p e r c e n t ) 

S o u r c e s : 1 9 4 6 - 6 5 , " U n i t e d S t a t e s A s s i s t a n c e t o I n d o n e s i a " , U S A B D , 
D j a k a r t a , N o v e m b e r 2 6 , 1 9 6 6 ( m i m e o g r a p h e d ) . 

; , -4 1 9 6 6 - 6 9 , " U n i t e d S t a t e s E c o n o m i c A s s i s t a n c e t o I n d o n e s i a " , 
U S A I D , D j a k a r t a , r e v i s e d J i d y 2 5 , 1 9 6 9 ( m i m e o g r a p h e d ) . 

a ) e s t i m a t e d . 

Volue of the Resource Flow ; 

H o w v a l u a b l e i s P . L . 4 8 0 a s s i s t ance t o I n d o n e s i a ? T h e s u m m a t i o n < I 
v a l u e s o f s h i p m e n t s i s a n i n a d e q u a t e i n d i o a t o r f o r a v a r i e t y o f r e a s o n s . I i 
t h e f i r s t p l a c e , P . L . 4 8 0 a s s i s t ance i s n o t gratis, e x c e p t f o r a v e r y s m a l 
p r o p o r t i o n ( less t h a n t e n p e r c e n t ) . T h e r e m a i n d e r i s p r o v i d e d t h r o u g h l o a n i ! , 
r e p a y a b l e i n e i t h e r l o c a l s o f t c u r r e n c y (as w a s t h e case w i t h a l l P . L . 4 8 P 
l o a n a g r e e m e n t s p r i o r t o 1 9 6 6 ) , o r i n c o n v e r t i b l e c u r r e n c i e s (as w i t h a l 
s u c h a g r e e m e n t s s i n c e A p r i l 1 9 6 6 ) . U n d e r m o r e n o r m a l l e n d i n g c i r c u n 
s t a n c e s , t h e t o t a l " c u r r e n t " v a l u e o f r e p a y m e n t s w o u l d e x c e e d t h e v a l u e 
o f t h e l o a n s , 'because o f i n t e r e s t p a y m e n t s — i . e . , i f w e w e r e t o s u m a 1 
s c h e d u l e d r e p a y m e n t s u n t i l t h e l o a n s a r e r e t i r e d , t h e r e p a y m e n t s w o u l l 
e x c e e d t h e v a l u e o f t h e c o m m o d i t i e s p r o v i d e d . I n t h e case o f P . L . 4 8 p 
ass i s t ance t o I n d o n e s i a , h o w e v e r , h i s i s n o t t h e case . 

T a k i n g i n t o c o n s i d e r a t i o n o n l y a g r e e m e n t s a n d c o m m i t m e n t s t h r o u g h 
1 9 6 9 , t o t a l r e c o v e r i e s tacluding i n t e r e s t , r e a l i z e d a n d s c h e d u l e d , w i l l a m o m t 
t o a l i t t l e m o r e t h a n $ 4 9 0 m i l l i o n , w h i l e , as w e h a v e s e e n , t h e v a l u e c f 
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g o o d s s h i p p e d e x c e e d s $ 5 5 0 m i l l i o n . T h e b a s i c r e a s o n f o r t h i s a n o m a l y 
is t h a t t h e U n i t e d S t a t e s r e c o v e r e d o n l y a t o t a l o f $ 8 5 m i l l i o n f o r a l l 
sa les u n d e r a g r e e m e n t s s i g n e d i n t h e p e r i o d 1 9 5 6 - 6 2 , w h e r e a s g o o d s s h i p p e d 
i n t h a t p e r i o d w e r e v a l u e d a t $ 2 9 0 m i l l i o n . T h e " l o s s e s " t o t h e U . S . d u r i n g 
t h a t p e r i o d w e r e c a u s e d b y t h e g r a n t i n g b a c k t o t h e I n d o n e s i a G o v e r n m e n t 
o f l a r g e p a r t s o f t h e r u p i a h p r o c e e d s o f sa l e , t o p r o v i d e l o c a l f i n a n c e c o m 
p l e m e n t a r y t o d e v e l o p m e n t p r o j e c t s f i n a n c e d b y f o r e i g n e x c h a n g e l o a n s 
a n d g r a n t s ; a n d a l s o t o v e r y s u b s t a n t i a l u n r e c o v e r a b l e d e p r e c i a t i o n o f 
U . S . — h e l f r u p i a h f u n d s d u r i n g t h e l o n g p e r i o d o f h y p e r - i n f l a t i o n . , 

T h i s v e r y f a v o r a b l e s i t u a t i o n ( f r o m I n d o n e s i a ' s p o i n t o f v i e w ) w i l l 
n o t c o n t i n u e i f t h e t e r m s o f l o a n a g r e e m e n t s e n t e r e d i n t o s i n c e 1 9 6 6 a r e 
t o b e m e t . T h e s e r e p a y m e n t s a r e t o b e i n c o n v e r t i b l e c u r r e n c y , a n d f u l l 
p r i n c i p l e p l u s k t e r e s t a r e t o b e r e p a i d ^ ) P r e s e n t l y s c h e d u l e d ' r e p a y m e n t s 
o f p r i n c i p l e a n d i n t e r e s t f o r P . L . 4 8 0 l o a n s e x t e n d e d s i n c e 1 9 6 6 t o t a l m o r e 
t h a n $ 4 0 0 m i l l i o n i n r e p a y m e n t f o r g o o d s v a l u e d a t a p p i p x i m a t e l y $ 2 7 5 
m i l l i o n ( i n c l u d i n g t h o s e p r o v i d e d g r a t i s ) . ; ,. , . 

C a l c u l a t i o n s i n " o u r r e n t " f l o w s , h o w e v e r , a r e n o t a v a l i d i n d i c a t i o n o f 
t h e t r u e v a l u e o f t h e r e s o u r c e f l o w . T h e l a r g e s t p a r t o f t h e g a i n t o I n d o 
n e s i a i s t h e v a l u e o f h a v i n g i n c r e ^ e d r e s o u r c e s i n t h e e a r l y s tages o f h e r 
d e v e l o p m e n t e f f o r t w h e n s a v i n g c a p a c i t y i s l o w a n d c a p i t a l i s sca rce . I n 
o t h e r w o r d s , h e r s o c i a l r a t e o f d i s c o u n t i s v e r y h i g h , a n d t h e r e s o u r c e 
s t r e a m s h o u l d b e c o n s i d e r e d a t p r e s e n t v a l u e , a p p r o p r i a t e l y d i s c o u n t e d . 
O n e c a n n o t e s t i m a t e a s o c i a l r a t e o f d i s c o u n t w i t h a n y a c c u r a c y , b u t i t 
s e e m s r e a s o n a b l e t o a s s u m e t h a t i n I n d o n e s i a , s i n c e i n d e p e n d e n c e , a r a t e 
n o l o w e r t h a t 8 p e r c e n t w o u l d b e a p p r o p r i a t e , a n d p e r h a p s 1 2 p e r c e n t 
c o u l d b e r e g a r d e d as t h e u p p e r l i m i t . 2 ) 

R o u g h a n d r e a d y c a l c u l a t i o n s , u s i n g t h e s e t w o r a t e s a r e g i v e n i n 
T a b l e I I , b e l o w . G i v e n t h e l i m i t a t i o n s o f i n f o r m a t i o n o n a c t u a l r e s o u r c e 
t r a n s f e r s ; t h i s t a b l e i s l a r g e l y i l l u s t r a t i v e , b u t i t w i l l v e r y l i k e l y b e a n 
u n d e r s t a t e m e n t , r a ' t h e r t h a n a n o v e r s t a t e m e n t o f t h e p r e s e n t ( 1 9 6 9 ) v a l u e 
o t t h e resourc-F f l o w . , „ ,,,, ^ ; , . , , . , ^ , 
.FSiftiOl iigliOnW i.-Xi. Jli i .UU./jTSy iff 
J j ' f - .JA f-a r> i r e . I y 1 . ! . J ! , 
" t - ' ) i / / } SMj'.i-'tix aloJ.'•-„, ^ " { IV .if'!"' !i . r e ' i • 

' . '. 'S''- ' ' •••>/'' '-V"it r-'ref Obt' } f t q / ,AV, "fi". 
' ^ 1. ! F 'J I ,' . q ^ i * ' , A J i \ ! 

• : \ ' J;jt f; i I L O '/'.:i»;j ..i ' 

1. One can anticipate, however, that if debit-servicing problems remain formi
dable for Indonesia over the next several decades as they surely will — 
U.S. and other government assistance will take on, increasingly, some form 
of debt forgiveness or postponement. Indeed this is already a large (and 
largely hidden) element in the assistance package of all the donor nations. 

2. 12 percent is the official long-term lending rate. 
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Net Present Value of P.L. 480 assistance to Indonesia 1956-1969. 

( i n m i l l i o n s o f U . S . D o l l a r s ) =i) 

D i s c o u n t R a t e s : 1 2 p e r c e n t 8 p e r c e n t 

P r e s e n t V a l u e o f a i l s h i p m e n t s . ..j, L • r e r e . , u 9 2 9 . 4 8 5 5 
P r e s e n t V a l u e o f a l l p a y m e n s . x v r r ( — ) 2 2 8 . 7 ( — ) 2 4 3 

( p a i d a n d s c h e d u l e d ) / 
N e t P r e s e n t V a h i e • • : ' a "'" ?'' ' ' - * 6 5 0 . 7 = '' ' 6 1 2 

a. All values are approximations only. Pending 'the availability of more accu
rate data on actual shipments under each agreement, ithe timing of resource 
transfers remsuins uncertain, and hence the discount factor applicable is 

t- uncertain. The orders of magnitude, however, are significant. 

The Critique of P.L. 480. niu-.u-yx.. . -oyf i-re :- ..re'-- re.i //;4 jra 
T h e p r o f e s s i o n a l l i t e r a t u r e o n P . L . 4 8 0 ass i s t ance i s v o l u m i n o u s . A 

b r i e f b i b l e o g r a p h y i s g i v e n a t t h e e n d o f t h i s a r t i c l e . M u c h o f t h i s l i t e r a t u r e 
h a s b e e n c r i t i c a l . S c h u l t z , i n p a r t i c u i l a r , h a s e x p r e s s e d c o n c e r n a b o u t t h i s 
k i n d o f p r o g r a m f r o m a n u m b e r o f p o i n t s o f v i e w . T h e aspec t o f t h e 
" P . L . 4 8 0 A l b a t r o s s " ( a s S c h u l t z h a s c a l l e d i t ) w h i c h c o n c e r n s u s m o s t i n 
t h e p r e s e n t c o n t e x t , is t h e i m p a c t o n t h e i n c e n t i v e s t o d o m e s t i c a g r i c u l t u r a l 
p r o d u c e r s . T h e s e e f f ec t s a r e d i s c u s s e d i n c o n n e c t i o n w i t h P . L . 4 8 0 as a 
s o u r c e o f f i n a n c e f o r l a b o r - i n t e n s i v e p u b l i c w o r k s , p p . 5 - 1 6 , b e l o w . O t h e r 
a u t h o r s h a v e r a i s e d q u e s t i o n s c o n c e r n i n g t h e e f f ec t s o n l o c a l m o n e t a r y p o l i c y 
o f h a v i n g l a r g e q u a n t i t i e s o f d o m e s t i c c u r r e n c y u n d e r U . S . c o n i t r o l as a 
r e s u l t o f p r o c e e d s g e n e r a t e d b y sa les o f P . L . 4 8 0 c o m m o d i t i e s . 

Broad Financial Considerations. > * . • . re , , , , F , , 

T h e sa l e o f P . L . 4 8 0 c o m m o d i t i e s u n d e r a g r e e m e n t s r e a c h e d f r o r r 
1 9 5 6 t h r o u g h 1 9 6 2 y i e l d e d t h e e q u i v a t e n t o f R p . 2 2 . 8 b i l l i o n . " ) T h i s t o t a l 
e v e n t h o u g h i t s v a l u e i n U . S . d o l l a r t e r m s w a s less t h a n h a l f t h e c o s t o: 
t h e c o m m o d i t i e s s h i p p e d t o I n d o n e s i a , w a s e x t r e m e l y l a r g e i n t h e p e r s p e c t i v * 
o f t h e s m a l l m o n e t a r y s e c t o r o f t h e I n d o n e s i a n e c o n o m y . T h e t o t a l m o n e j 
s t o c k i n 1 9 6 6 , f o r e x a m p l e , w a s o n l y R p . 2 1 . 0 b i l l i o n . 2 ) 

1. Gross and cumujative, converted to "new" (i.e., post-1966 revaluation) 
rupiah. Indonesia Financial Operations Status Report, June 30, 1968. USA 
ID/DJAKARTA, page E-1. 

2. Statistik Indonesia, 1964-1967, Biro Pusat Statistik, Djakarta. 



W h i l e t h e s e e a r l i e r f u n d s w e r e p a y a b l e d i r e c t l y t o a U . S . o w n e d a c c o u n t , 
a n d h a v e b e e n f u l l y u s e d u p , a g r e e m e n t s u n d e r l o a n s s i n c e A p r i l , 1 9 6 6 , 
h a v e r e q u i r e d t h a t p r o c e e d s o f s a l e b e d e p o s i t e d i n a " S p e c i a l A c c o u n t " , 
o w n e d b y t h e I n d o n e s i a n G o v e r n m e n t , b u t s u b j e c t t o U . S . a p p r o v a l p r i o r 
t o r e l e a s e . C u m u l a t i v e d e p o s i t s t o t h i s a c c o u n t t h r o u g h J u n e 3 0 , 1 9 6 9 h a d 
r e a c h e d R p . 5 5 . 8 b i l l i o n . C u m u l a t i v e a p p r o v e d w i t h d r a w a l s t o t a l l e d R p . 1 9 . 2 
b i l l i o n , l e a v i n g a b a l a n c e o n J u n e 3 0 , 1 9 6 9 o f R p . 3 6 . 6 b i l l i o n . T h i s 
b a l a n c e i s a p p r o x i m a t e l y 3 0 p e r c e n t as l a r g e as t h e t o t a l m o n e y s t o c k . 
T h i s i s a n i m m e n s e p r o p o r t i o n o f t h e n a t i o n ' s f i n a n c i a l r e s o u r c e s t o b e 
s u b j e c t e v e n t o p a r t i a l s u p e r v i s i o n b y a f o r e i g n n a t i o n . O n t h e o t h e r h a n d , 
t h e s i ze o f t h e b u i l d u p i s t s r o n g e v i d e n c e a g a i n s t t h e a r g u m e n t t h a t t h e 
h a n d l i n g o f s u c h f u n d s i s i n f l a t i o n a r y . D u r i n g t h e h y p e r - i n f l a t i o n p e r i o d 
o f t h e e a r l y 1 9 6 0 ' s , t h e U . S . G o v e r n m e n t m i g h t h a v e b e e n a b l e t o c u s h i o n 
t h e f o r c e o f t h e h u g e g o v e r n m e n t o f I n d o n e s i a d e f i c i t s b y f r e e z i n g i t s 
d e p o s i t s a l t o g e t h e r — as o p p o s e d t o g r a n t i n g a n d l e n d i n g f u n d s b a c k t o 
I n d o n e s i a a n d t h e s p e n d i n g o f l o c a l l y g e n e r a t e d f u n d s f o r " U . S . u s e s " 
w i t h i n t h e c o u n t r y . I t i s d o u b t f u l i f s u c h a p o l i c y w o u l d h a v e b e e n p o l i t i c a l l y 
f e a s i b l e i n e i t h e r c o u n t r y . I n a n y case t h e i n f l a t i o n w a s t h e r e s u l t o f d e p l o 
r a b l e f i s c a l p o l i c y o n t h e p a r t o f t h e I n d o n e s i a n g o v e r n m e n t , a n d t h e net 
f i n a n c i a l i m p a c t o f P . L . 4 8 0 o p e r a t i o n s w a s c l e a r l y d e f l a t i o n a i r y . I n t h e 
p r e s e n t s i t u a t i o n ( i . e . , s i n c e 1 9 6 6 ) , a c c u m u l a t i o n o f f u n d s i n t h e S p e c i a l 
A c c o u n t h a s b e e n c a r e f u l l y a c c o u n t e d b y b o t h g o v e m m e n t s a n d i t s i m p a c t 
o n t h e e f f e c t i v e m o n e y s u p p l y t a k e n i n t o a c o u n t i n t h e s t r u g g l e t o b r i n g 
t h e r a t e o f i n f l a t i o n d o w n . A g a i n , h e n e t r e s u l t h a s b e e n a v e r y l a r g e n e t 
b u i l d u p o f l o c a l c u r r e n c y a n d a n e t d e f l a t i o n a r y e f f e c t . R e l e a s e s h a v e b e e n 
m o d e s t , a n d e x c l u s i v e l y f o r t h e p u r p o s e o f p r o v i d i n g f i n a n c e f o r d e v e l o p m e n t 
a c t i v i t i e s . 
P.L. 480 as a potential source of finance for labor-intensive public works. 

I n r e c e n t m o n t h s t h e r e h a s b e e n a g o o d d e a l o f d i scus . s ion o f t h e n e e d 
f o r a l a r g e sca le l a b o r - i n t e n s i v e p u b l i c w o r k s p r o g r a m a n d o f t h e p r o s p e c t s 
o f f i n a n c i n g s u c h a p r o g r a m w i t h t h e p r o c e e d s o f sa les o f c o m i m o d k i e s 
i m p o r t e d u n d e r P . L . 4 8 0 . L a b o r - i n t e n s i v e p r o g r a m s , s u c h as r e h a b i l i t a t i o n 
o f r o a d s , i r r i g a t i o n w o r k s , d r a i n a g e c a n a l s , a n d f l o o d c o n t r o l e m b a n k m e n t s 
c a n h a v e s u r p r i s i n g l y l a r g e b e n e f i t c o s t r a t i o s . J o h n T h o m a s ^ ) h a s c a l c u 
l a t e d t h a t s u c h p r o g r a m s i n E a s t P a k i s t a n , o v e r a f i v e y e a r p e r i o d i n , t h e 
e a r l y 1 9 6 0 ' s , y i e l d e d a b e n e f i t - c o s t r a t i o o f 2 . 9 5 . T h i s r a t i o , i n c i d e n t a l l y , 
is d e r i v e d o n l y f r o m q u a n t i f i a b l e , m a i n l y i n t e r n a l i z e d b e n e f i t s . N o n - q u a n t i 
f i a b l e p o l i t i c a l a n d s o c i a l b e n e f i t s w e r e n o t i n v o l v e d i n t h e c a l c u l a t i o n a n d 
c e r t a i n e x t e r n a l i t i e s w e r e a l s o n o t i n c l u d e d . A priori, t h e r e i s n o g o o d r e a s o n 
w h y I n d o n e s i a c a n n o t p r o f i t i n a s i m i l a r w a y . 2 ) 

1. J.W. Thomas, "Rural Public Works and Ea.st Pa.kistan's Development", a 
paper presented at the Development Advisory Service Conference, Sorrento, 
Italy, September 5-12, 1968. 

2. Pakiistan and Indonesia are different countries with different problems, 
however. See my draft memorandum "The Experience With Labor Intensive 
Program in East Pakistan and Korea, and its Relevance to Indonesia", 
Jime 29, 1969. 



Over and a b o v e t h e s e k i n d s o f g a i n s , l a b o r - i n t e n s i v e w o r l o s p r o g r a m s 
a r e h i g h l y d e s i r a b l e i n t h i s c o u n t r y . T h e y c a n b e u s e d t o h e l p t o w a r d a 
s o l u t i o n t o t w o v i t a l p r o b l e m s , n a m e l y ( 1 ) f l a g i n g e f f e c t i v e d e m a n d f o r 
f o o d - g r a i n s a n d ( 2 ) l a b o r s a t u r a t i o n a n d u n e m p l o y m e n t . W o r k s p r o g r a m s 
o n w h i c h w o r k e r s a r e p a i d l a r g e l y o r ( p r e f e r a b l y ) e n t i r e l y i n c a s h , w i t h o u t 
t h e w a g e b i l l b e i n g t i e d d i r e c t l y t o c o m p e n s a t i n g i m p o r t s c a n b e o f m a j o r 
a s s i s t ance i n b r i n g i n g c o s t - b e n e f i t r a t i o s i n r i c e p r o d u c t i o n a b o v e c r i t i c a l 
m i n i m u m l e v e l s . 

C o s t - b e n e f i t r a t i o s i n a g r i c u l t u r e a r e n o w ( i n m i d - 1 9 6 9 ) b e l o w t h e 
c r i t i c a l m i n i m u m n e c e s s a r y t o m a k e r i c e p r o d u c t i o n u s i n g n o n - c o n v e n t i o n a l 
i n p u t s a c c e p t a b l e t o a n y b u t t h e b e s t e n d o w e d a n d m o s t e f f i c i e n t f a r m e r s 
w i t h o u t s u b s t a n t i a l s u b s i d y , a n d o n m a n y p r o g r a m s , p r e s e n t i n c e n t i v e s a r e 
n o t s u f f i c i e n t g i v e n p r e s e n t s u b s i d i e s . A s t r o n g case c a n b e m a d e a g a i n s t 
i n c r e a s e d s u b s i d i e s . ^ ) I n s h o r t , p r i c e r a t i o n a l i z a t i o n i n a g r i c u l t u r e s h o u l d 
b e g i v e n h i g h p r i o r i t y , u s i n g c o s t b e n e f i t r a t i o s as t h e g u i d e l i n e . , ^ 

R a t i o n a l i z a t i o n w o u l l d b e a p p r o a c h e d m o s t r a p i d l y b y t h e r e b u i l d i n g 
o f T h e M a r k e t i n g B o a r d ' s ( B U L O G ' S s t o c k s 2 ) t h r o u g h d o m e s t i c p r o c u 
r e m e n t a n d t h e w i t h h o l d i n g o f i m p o r t s — e i t h e r b y d e f e r i n g s h i p m e n t s o r 
by s t o c k p i l i n g i m p o r t e d f o o d g r a i n s u n t i l a c c e p t a b l e i n t e r n a l p r i c e l e v e l s 
a r e a t t a i n e d . T h e s e s t o c k s w o u l d t h e n b e a v a i l a b l e f o r l a t e r i n j e c t i o n i f 
( h o p e f u l l y only i f ) c o s t - b e n e f i t r a t i o s h a v e b e c o m e a c c e p t a b l e a n d i f i n f l a t i o n 
r e a c h e s u n a c c e p t a b l e l e v e l s . U n f o r t u n a t e l y , t h e r e i s a t r a d e - o f f b e t w e e n 
m a i n t e n a n c e o f o o s t - i b e n e f i t r a t i o s a n d r e t a i n i n g p r e s e n t p r i c e s t a b i l i t y . T h e 
i m m e d i a t e p r i o r i t y , h o w e v e r s h o u l d f a v o r i n c e n t i v e s t o f a r m e r s , l e s t t h e 
g r o w t h i m ' p e t u s i n a g r i c u l t u r e b e l o s t . In the long run, r i s i n g p r o d u c t i v i t y i n 
a g r i c u l t u r e i s t h e b e s t i n f l a t i o n h e d g e . , j . . 

P u b l i c w o r k s f i t i n t o t h i s p i c t u r e i n a r a t h e r c o m p l e x w a y . T h e y a r e 
n e e d e d , i n t h e m s e l v e s , b u t they need not, a n d s h o u l l d n o t , b e u n d e r t a k e n 
a t t h e c o s t o f s a t i s f a c t o r y p r o d u c t i o n i n c e n t i v e s . A m a s s i v e P L 4 8 0 T i t l e I 
p r o g r a m w o u l d j e o p a r d i z e t h o s e i n c e n t i v e s . F i n a n c i n g o f s u c h p r o j e c t s , t h e n , 
s h o u l d be i n t e r n a l unless and until c o s t - b e n e f i t r a t i o s h a v e risen t o s a t i s f a c 
t o r y l e v e l s . S t o c k s c o u l d t h e n b e s o l d o f f as a m e a n s o f ( a ) i n c r e a s i n g t h e 
g o v e r n m e n t ' s r u p i a h r e s o u r c e s a n d ( b ) c o n t e i n i n g t h e r a t e o f i n f l a t i o n . 

I t s h o u l d b e e m p h a s i z e d t h a t r a i s i n g d e m a n d f o r f o o d t h r o u g h i n c r e a s e d 
e m p l o y m e n t i n p u b l i c w o r k s i s complementary t o B U L O G s t o c k p i l i n g i n 
t h i s s t r a t e g y — n o t a s u b s t i t u t e . I n d e e d , g i v e n s u b s t a n t i a l a d m i n i s t r a t i v e 
d e l a y s i n i n i t i a t i n g w o r k s p r o g r a m s , t h e d e m a n d e f f eo t s could b e t o o l a t e 

1. Most discussions of incentives in BIMAS and INMAS programs take subsi
dies, for working toward price relationships which eliminate the necessity 
for them altogether. 

2. BUL purchases in 1969 have fallen very far below target and stocks have 
been depleted. Empty storage space is said to have reached 350,000 tons 
capacity on Java alone. ; - "re-fi,: / • i 
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t o c o n t r i b u t e t o t h e s h o r t t e r m s o l u t i o n . I f , as s e e m s a l l t o o l i k e l y , t h e 
p r r i c e s t r u c t u r e o f t h e p a s t f e w m o n t h s h a s a l r e a d y d a m a g e d i n c e n t i v e s 
s e r i o u s l y , a n d ( p e r h a p s m o r e i m p o r t a n t l y i n t h e s h o r t t e r m ) t h e e x c e l l e n t 
w e a t h e r c o n d i t i o n s w h i c h h a v e p r e v a i l e d i n t h e l a s t f e w g r o w i n g seasons 
d o n o t p e r s i s t , p r e s e n t p r o b l e m s o f m a r k e t o v e r s u p p l y ( r e l a t i v e t o e f f e c t i v e 
d e m a n d ) c o u l d b e c o m e s h o r t a g e p r o b l e m s i n l a t e r s e a s o n s . I t w i l l t h e n 
b e e x t r e m e l y i m p o r t a n t t o h a v e s u b s t a n t i a l b u f f e r s t o c k s o n h a n d . I f d o 
m e s t i c s t o c k s h a v e n o t b e e n a c c u m u l a t e d i n s u f f i c i e n t q u a n t i t y t o m e e t t h a t 
c o n t i n g e n c y , i m p o r t s w i l l t h e n b e n e e d e d . 

I t c a n t h e r e f o r e b e s e e n t h a t w o r k s p r o g r a m s s h o u l d n o t b e t i e d 
d i r e c t l y t o i m p o r t p r o g r a m s . I m p o r t s m u s t b e u s e d as a hedge i n i m p o r t 
o f a c a r e f u l l y u s e d b u f f e r s t o c k p r o g r a m w h i c h w o u l d ( i d e a l l y ) u s e a g r i c u l 
t u r a l c o s t - b e n e f i t r a t i o s as t h e g o n g t o i n d i c a t e t h e n e e d f o r s t o c k i b u i l d - u p 
a n d t h e r a t e o f i n f l a t i o n as t h e w h i s t l e t o i n d i c a t e a n e e d f o r i n j e c t i o n s . 
C o n c o m i t a n t l y c o n s u m e r d e m a n d s h o u l d b e p u s h e d u p w a r d , u s i n g l a b o r 
i n t e n s i v e p r o j e c t s , t o g e n e r a t e m a r t k e t e x p a n s i o n a t a r a t e w h i c h w H l b a l a n c e 
r i s i n g p r o d u c t i v i t y . 

The r a t i o n a i s b e h i n d m y q u a l i f i e d o p p o s i t i o n t o d e p e n d e n c e o n P . L . 
4 8 0 f o r f i n a n c i n g p u b l i c w o r k s i s t h e f o l l o w i n g : I a s s u m e , a t t h e o u t s e t , 
t h a t i f a n y s u c h p r o g r a m s w e r e u n d e r t a k e n , t h e G o v e r n m e n t o f I n d o n e s i a 
( G O I ) w o u l d ( u n l e s s c o n v i n c e d o f a b e t t e r s t r a t e g y ) i n s i s t o n r e a l i z i n g i m p o r t 
a n d s a l e ' b e fo r e p a y i n g o u t f u n d s f o r t h e p r o j e c t s i n v o l v e d . I a s s u m e a l s o 
t h a t t h e s i ze o f t h e p r o g r a m w i l l b e l i m i t e d t o t h e v a l u e o f t h e a d d i t i o n a l 
o o m m o d i t i e s s o l d as m e a s u r e d b y r e v e n u e s a c t u a l l y r e a l i z e d . T h i s m e a n s 
t h a t a t l e a s t d u r i n g t h e p e r i o d b e f o r e t h e r e p e r c u s s i v e e f f ec t s o f w a g e 
p a y m e n t s h a v e t i m e t o b e f e l t ( h e r e a f t e r , p e r i o d 1 ) t h e r e w i l l b e d o w n 
w a r d p r e s s u r e o n d o m e s t i c p r i c e s w h i c h w i l l p r o b a b l y h a v e t h e s e r e v e n u e 
e f f ec t s : 

( 1 ) I n c o m e t o s e l l e r s o f f o o d g r a i n s w i l l b e r e d u c e d ; ^) ( 2 ) r e v e n u e s 
f r o m sales o f i m p o r t s n o t c o n n e c t e d w i t h t h e s p e c i a l l a b o r i n t e n s i v e p r o g r a m s 
w i l l be less t h a n o t h e r w i s e ; a n d (3) r e v e n u e s f r o m t h e s a l e o f t h e a d d i t i o n ^ 
i m p o r t s w M l f a l l s h o r t o f t o n n a g e i m p o r t e d m u t i p l i e d b y e x a n t e p r i c e s . 2) 
T h e a ibove a s s e r t i o n s a r e s a i d t o be p r o b a b l e , b e c a u s e i t i s a s s u m e d t h a t 

1. Perhaps farmers would be shielded from price depressing effects of imports 
if timed to hit ithe market post harvest. If the paddy is in the miills, the 
revenue impact would hit the middile-men. It would have some effect on 
paddy prices at the followmg harvest, however, and might threrefore 
affect farmers expectations, thereby hurting BIMAS, INMAS, etc. 

2. Ex ante prices here means the prices of food grans which would obtain 
in the absence ofs ubstantial "additional" imports connected with the pro
gram of labor intemsive works. In figure I , it is taken to toe price OPl. 
Giltoert's calculation (and those of moat papers on the food-grain situation) 
take price as given, implicitly assuming infinite demand elasticity. Per
haps more precisely, in GMtoeirt's case, the assumption is that repercussive 
demand effects will instantaneously compensate for the market depressing 
effects of impouts. 
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t h e o v e r a l l p r i c e e l a s t i c i t y o f d e m a n d f o r f o o d - s t u f f s i s less t h a n u n i t y , a n d 
t h a t t h e p e r i o d i n q u e s t i o n i s s h o r t e n o u g h s o t h a t t h e p r i c e e l a s t i c i t y o 
s u p p l y c a n b e i g n o r e d . T h e a r g u m e n t i s i l l u s t r a t e d b r o a d l y b y f i g u r e I 
(see page 45). 

S d i s t h e a m o u n t o f t h e c o m m o d i t i e s i n q u e s t i o n s u p p l i e d d o m e s t i c a l l y , 
i . e . , a v a i l a b l e i n p e r i o d I . S i e q u a l s S d p l u s i m p o r t s s c h e d u l e d i n d e p e n d e n t 
o f t h e l a b o r i n t e n s i f i c a t i o n ( L I ) p r o g r a m . S i is t h e q u a n t i t y s u p p l i e d i n c l u s i v e 
o f t o t a l i m p o r t s , i n c l u d i n g t h e a d d i t i o n a l i m p o r t s f o r t h e L I p r o g r a m . P e r 
h a p s t o o o b v i o u s l y , u n d e r t h o s e a s s u m p t i o n s , t h e p e r i o d I i m p a c t w o u l d 
b e n e g a t i v e o n t o t a l r e t u r n s a n d o n a l l c o m p o n e n t s , i n t h a t a l l m u s t b e 
less t h a n t h e y w o u l d h a v e b e e n a t t h e e x a n t e p r i c e o f O P i . ^ ) 

_ is 

P. 

0 d b c \ ^ - • 1 

I h e p r i c e - d e p r e s s i n g e f f e c t o f a d d i t i o n a l i m p o r t s d e p e n d s o n t h e e l a s t i 
c i t y o f d e m a n d , o f c o u r s e , a n d o n t h e p r o p o r t i o n o f i m p o r t s t o d o m e s t i c 
s u p p l y . 

F o l l o w i n g F r a n i k l i n F i s i h e r , ^ ) t h e p e r c e n t a g e c h a n g e i n p r i c e i n d u c e d b y 
a o n e p e r c e n t i n c r e a s e i n i m p o r t s ( i . e . , e x p r e s s e d as a p r o p o r t i o n o f t o t a l 
s u p p l y ) i s g i v e n b y t h e e x p r e s s i o n w h e r e P is p r i c e , I i s i m p o r t s , S d o m e s t i c 

1. I recognize that the assumption of vertical supply functions is crude, even 
in the ahort run. The "marketable surplus" will probably respond some to 
price changes, even in the short run. Mubyarto and Fletcher, using a lagged 
price for rice, got statistically signiificant price response coefficients for 
Java-Madura in the range 0.059 (for dry rice yields, 1951-62) and 0.326 
(for wet rice output). The lags, however, imply a longer period and 
therefore higher eJaslticity. To the extent that there is some short term 
supply response my case is overstated, but that cannot be very much. Cf. 
Mubyarto and L.B. Fletcher, The Marketable Surplus of rice in Indonesia : 
A Study in Java-Madura. Monograph No. 4 International Studies in Eco
nomics, Department of Economics, Iowa State University, Ames Iowa, 1966. 

2. See his "A Theoretical Analysis of the Impact of Food Surplus Disposal 
on Agricultuml Produofeion in Recipient (Countries", Journal of Farm Eco
nomics, November, 1963. 



VP/ I s ' D 
s u p p l y , •& a n d t h e p r i c e e l a s t i c i t i e s o f s u p p l y a n d d e m a n d f o r t h e 

S D 
s + I- . 

c o m m o d i t i e s w i t h i n t h e c o u n t r y , a n d >. i s t h e r a t i o I n o u r s h o r t 
t e r m case w i t h •Ŝ  a s s u m e d t o b e e q u a l t o z e r o , t h e e x p r e s s i o n r e d u c e s t o s 

/ . ' E = ' 

T o g i v e s o m e n o t i o n o f t h e o r d e r o f m a g n i t u d e o f E i n I n d o n e s i a , t a k e 
t h e u p p e r l i m i t o f M u b y a r t o a n d F l e t c h e r ' s e s t i m a t e o f t h e r a n g e o f t h e 
" u p p e r l i m i t i n g v a l u e s " o f p r i c e e l a s t i c i t y o f h o m e c o n s u m p t i o n o f r i c e 
( — 0 . 5 ) a n d a c o n s e r v a t i v e l y l a r g e e s t i m a t e o f k o f 1 .05 ( i . e . , i m p o r t s a t 5 
p e r c e n t o f d o m e s t i c s u p p l y ) . F w o u l d t h e n be e q u a l t o 1.9. I f t h e n e w 
L I p r o g r a m w e r e t o b r i n g i n a n a d d i t i o n a l 5 p e r c e n t o f d o m e s t i c o u t p u t , t h e 
p r i c e i m p a c t w o u l d b e 9 . 5 p e r c e n t . T h e r e v e n u e l o s s t o a l l s e l l e r s , i n t o t a l , 
w o u l d b e m u c h s m a l l e r , h o w e v e r , b e c a u s e d e m a n d e l a s t i c i t y i s less t h a n 
z e r o . T h u s l o s s i s g i v e n i n p e r c e n t a g e t e r m s b y t h e e x p r e s s i o n : 

R = 1 4 - -a 
D 

w h e r e R is t h e p e r c e n t a g e c b a n g e i n t o a l r e v e n u e p e r o n e p e r c e n t c h a n g e 
i n p r i c e . 4 T h u s t h e p e r c e n t a g e r e v e n u e i m p a c t w i l l b e ( 9 . 5 ) 0 . 5 ) = 4 . 7 5 2 ) 

I n t h e absence o f a n y r e s p o n s e i n d o m e s t i c s u p p l y o r i m p o r t s , t h e 
t o t a l v a l u e o f a l l s u p p l i e s w o u l d b e d i m i n i s h e d b y 4 . 7 5 p e r c e u t as t h e r e s u l t 
o f a 5 p e r c e n i n c r e a s e i n t o t a l a v a i l a b i l i t y . T h e r e w o u l d b e a l a r g e r p e r 
c e n t a g e l o s s i f (as s e e m s l i k e l y ) d e m a n d e l a s t i c i t y i s l o w e r ( i . e . , s m a l l e r n e 
g a t i v e v a l u e ) a n d i f t h e v a l u e o f X w e r e s m a l l e r t h a n 1 . 0 5 . 

A r o u g h a n d r e a d y w a y o f e s t i m a t i n g t h e s e s h o r t t e r m i m p a c t s w o u l d 
b e t o a s s t i m e t h a t t h e p r o p o r t i o n a t e p r i c e i m p a c t w o u l d b e t w i c e t h e p r o 
p o r t i o n a t e c h a n g e i n t o t a l a v a i l a b i l i t y o f c o m m o d i t i e s , a n d t h a t t h e r e v e n u e 

1) When price changes, value (V) changes from PQ to (to (P + ,/\P) 
(Q + AQ> 

= PQ + Q A P + P A Q + A P A Q 
dv = Q A P + PAQ + A P + AQ 
dV dQ P dQ 

= Q + P _ = : Q (! + _ . _ ) differentiating J 
with respect to P | (jp (jP P dP 

= Q (1 + ) 
; •. . / dV P P 

• ' ' . • • - :l • R = . — {1 + Sj. ) Q . - ~ 
• . D 

. dP V V 
since V = PQ, r (1 + .5, ) . _ 
2) Note again that demand alasticity is negative. Hence R = 1-0.5 =0.5 
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impact would be equal to that change, all in percentage terms. These are 
probably too conservative guidelines if anything. )̂ 

The available wage bill. 
Assumintg that funds expended on wages are limited by revenues from 

additional sales proceeds from surplus commodity imports, we find that 
the L I program, unless given greater priority than that implied by this 
assumption, may be held back seriously by the revenue-depressing effeots 
discussed above. Referrintg again to figure I , if the total proceeds from non-
L I imiported commodities were planned at quantity a b and price OPi — i.e., 
total proceeds of area a b f e — then additional funds will be the area 
of the rectangle b c i j minus the area h i f e. To illustrate further, , consider 
Table I I I . Beginning with domestic supply of 10 million metric tons 

Table I II . 

Lnto) 
Hypothetical Numerical Example of Revenue Effects 

of A Large SAC Import Program Expansion. 

fMT V lOOi Realized (RP. X 109) Realized Value 
Sources (MT X lOO) value at P. Value at P, Realized Value, 

Amount (Rp y r j o ) Realized Percent change 

Domestic 
food supplies 10.00 X«,t, t(: 350.0a) 316.0a) re" -»'.« ' 

Non-LI impoPt.s 0 5 ''̂  17.5 .,»., „ „ i 5 A „ ^ N sO 6d) 
M imports 0.5 Z*̂ ! [17.5]b) 4^^:.t:"i5,f A [-9.6])''^ ^"'̂  ' 

Totals '(A'' 11.0 367.5 347.6 -5.4 

[385.0] 
P, = Rp. 35/Kg. 
P, = 35(.904) =: Rp. 31.6/Kg. 

a) On-farm consumption is avaluated at market price. This value is not 
literally reaKzed, ofc ourse. See text. , ,;̂  ;,; t 

b) Ex-ante value computed Ignoring price effects. 
c) Realized value pendentage loss vis-avis ex ante value. 
d) Percentage lincrease in realized revenues o total imports isold on the do

mestic market compared wi-Ui pre-LI import situation. 
rei-i iroAi-*' u X i M i ' ; . h- ilj*;'. ;.') ! . • 'S,ii i\ 

1. Incidentally, the same logig applies to stock control. Reverse these im
pacts to estimate BUL's price-raising leverage if BUL should adopt a 
marketing board policy and wish to raise prices and farm incomes. 
Similarly, this argument applies symmetrically to use of SAC imports 
an anti-inflation tool. 

2. This exa.mple is not to be construed as a realistic one. I am crudely lum
ping all food into one category here and ignoring the complexity of the 
distinction between marketed and non-marketed goods. A later paper wlU 
attempt to sort out these „,,.,: X L A I "i 
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and 500,000 tons of imports and a retail price of Rp. 35,—/kg., we introduce 
a massive campaign of P.L. 480 imports. The price-depressing effect {9.6 
percent — corresponding to 0.5/10.5), drops the price from 35 to 31.6. 
Revenues from sales of imports, in total, rise from iRp. 17.5 billion to 
Rp. 31.6 billion, an 81 percent increase. The gain, however, is at the 
expense of an overall drop in value of supplies from Rp. 367.5 billion to 
Rp. 347.6 billion. The bulk of this loss, in absolute terms, falls on the 
value of domestic suppldes, but revenues earned by the 500 thousand MT 
of "normal" imports also must absorb a part of the revenue loss. If we 
assume that programs are planned to utilize the entire Rp. 17.5 billioa 
which the "normal" imports would have earned at the higher price, the 
"additional" revenue available for L I projects wMl be only Rp. 31.6 bOlion 
less Rp. 17.5 billion, or Rp. 14.1 billion. In terms of employment effects, 
then, we would have e wage fund sufficient to create 201 million manidays 
of employment at en assumed cos per manday of Rp. 70. 4 
Repercussive demand effects. 

A major point of argument is that the revenue loss would be restored 
because such a large proportion of total income is spent by the workers 
on food. Wether or not this assertion is supportable depends on the expen
diture elasticity of demand for food. Mubyarto and Fletcher 2) present four 
observations, all highly significant statistically. These are given in Table IV, 
below : 

Table IV. 
Expenditure Elasticities for Food in Jogjakarta, 

and Krawang, 1963-1964. 

District and Stratum Elasticity 

Jogjakarta . ; 7/ 
Stratum 17 . 0.631 
Stratum 18 - re ; ;re .re 0.615 
Stratum 19 0.691 

Krawang * 0.706 
These elasticities give the proportion of additional income which would 

be spent on foodstuffs. If we conservatively assume that the marginal pro
ductivity of the workers before employmenit on L I projects was zero, and 
that therefore all income received is additional, we can apply the elasti
cities directly to total income and paid or. those projects.') This means, 
than, that from 62 to 71 percent of income received would flow back into 
food markets. Possibly the leasticities given here overstate the countrvwide 
regeneration of demand for food, as urban demand elasticities are probably 

1. The Rp. 70 cost per man day was used to an internal paper of the National 
Planning Counoll (BAPPENAS) in February, 1969. Recent observations 
of rural wage levels in West and Central Java suggest that this may be 
too low a figure, however. 

2. Op. cit.. Table 11, page 23. 
3. This is undoubtedly a crude approximation, but it will serve to help us 

find the upper limit of the repercussive effects. 
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l o w e r . O n t h e o t h e r h a n d , e l a s t i c i t i e s c o u n t r y w i d e i n o t h e r A s i a n n a t i o n s 
a r e g e n e r a l l y h i g h e r . T h e y r a n g e f r o m 0 . 6 0 i n J a p a n t o 0 . 8 1 i n C e y l o n d 
a n d I n d j a . F o r p u r p o s e s o f i l l u s t r a t i o n , h o w e v e r , w e w i l l t a k e t h e u p p e r 
l i m i t o f t h e r a n g e o f M u b y a r t o a n d F l e t c h e r ' s o b s e r v a t i o n , w h i c h is 0 . 7 1 . 
T h i s i n d i c a t e s t h a t e x p e n d i t u r e o n f o o d i n d u c e d b y t h e w o r k s p r o g r a m w o u l d 
b e R p . 1 0 . 0 b i l l i o n , w h i c h r e p r e s e n t a 28 p e r c e n t l e a k a g e , a n d t h e r e f o r e 
a s u b s t a n i t i a l s h o r t f a l l i n r e p e r c u s s i v e d e m a n d c o m p a r e d w i t h t h e w a g e 
b i l l o f t h e l a b o r i n t e n s i v e p r o j e c t s . 4 

Supply Effects, 

T h e a s s u m p t i o n o f z e r o e l a s t i c i t y o f s u p p l y i s , o f c o u r s e , a c r u d e a p p r o 
x i m a t i o n , w h i c h m a k e s sense o n l y i f o n e a s s u m e s a s h o r t p e r i o d f o r c o m 
p l e t i o n o f t h e c i r c l e o f i m p o r t a t i o n , e m p l o y m e n t , a n d e x p e n d i u r e . I n d u e 
c o u r s e , t h e l a b o r i n t e n s i v e p r o j e c t s , b y i m p r o v e m e n t o f w a t e r s u p p l i e s , 
t r a n s p o r t a t i o n a n d so f o r t h , w i l l l e a d t o s h i f t s i n t h e s u p p l y f u n c t i o n a n d , 
p r o b a b l y , a n increa.se i n s u p p l y e l a s t i c i t y . T h e s e r e a c t i o n s w i l l c u t t w o 
w a y s , h o w e v e r . T h e g r e a t e r e l a s t i c i t y o f s u p p l y w i l l m e a n a n i n c r e a s e d 
negative s u p p l y r e s p o n s e t o r e d u c e d p r i c e s . B o r r o w i n g a g a i n f r o m F i s h e r , ^ ) 
t h e p e r c e n t a g e s u p p l y e f f e c t o f i n c r e a s e d i m p o r t s b y o n e p e r c e n t o f p r e 
e x i s t i n g s u p p l i e s i s g i v e n b y t h e e x p r e s s i o n . 

•VKlf: : 
Vr:U^'-

K = 
S ' D 

w h i c h m e a n s t h a t a g i v e n r i s e i n s u p p l y e l a s t i c i t y w i l l i n c r e a s e t h e s u p p l v 
e f f e c t m o r e t h a n i t w i l l r e d u c e i t . S h i f t s i n t h e s u p p l y f u n c t i o n w h i c h 
i n c r e a s e t o t a l d o m e s t i c s u p p l i e s w i l l h a v e t h e d u a l e f f e c t o f p u s h i n g p r i c e s 

S - f I 
d o w n w a r d a n d l o w e r i n g t h e v a l u e o f t h e r a t i o X ( = — 

T h i s i s r e i n f o r c i n g w i t h r e s p e c t t o b o t h p r i c e e f fec t s a n d p r o d u c t i o n 
e f fec t s o f i m p o r t s , besides h a v i n g a p r i c e - r e d u c i n g e f f e c t o f i t s o w n . ^ ) 

1. There would, of course, be multiplier effects, but these are more than 
matched by the negative multdiplier effects of income reduction to domes
tic producers iniduced by the L I Inputs. 

2. Op. cit., p.865. K, in the expression is the elasticity of supply response with 
respect to changes in total supplies. 

3. This abstraots from substitution in production. In East Pakistan the ready 
alternative of shifting from rice production to jute production i.e., from 
domestic to foreign market offered what was probably a major softening 
of all negative production effects. There is not, to my knowledge, any 
comparable alternative for the vast bulk of Javanese rice farmers. Suma-
tran farmers do have a comparable alternative in the form of rubber 
tapping. This hash een a matter of great interest to the Australian eco-
nomiat, David Penney. Cf. hisfrequent articles in the Bulletin of Indonesia 
Economic Studies of the Australian National University. 
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Alternative strategies. 

T h e s o l u t i o n t o t h e c o n u n d r u m p o s e d h e r e l i e s i n r a i s i n g d e m a n d e n o u g h , 
s i m u I t B i n e o u s l y , t o o v e r c o m e t h e d r a g e f fec t s . T h e r e i s n o q u e s t i o n , b u t t h a t 
f o o d n e e d s i n I n d o n e s i a a r e v a s t l y a b o v e p r e s e n t c o n s u m p t i o n l e v e l s . G i v e n 
e x p e n d i t u r e e l a s t i c i t i e s s u b s t a n t i a l l y less t h a n 1 .0 , i n c o m e s m u s t b e g e n e r a t e d 
fa.ster t h a n f o o d p r o d u c t i o n i s i n c r e a s e d i f t h e g r o w t h i m p e t u s o f a n y 
p r o g r a m o f a g r i c u l t u r a l i m p r o v e m e n t i s t o o v e r c a m e i t s " i n t e r n a l c o n t r a d a c -
t i o n s " . O n e m i t i g a t i n g m e a s u r e w o u l d b e t o e x n a p d e m p l o y m e n t i n l a b o r 
i n t e n s i v e p r o g r a m s i n a d v a n c e o f a n y i m i p o r t p r o g r a m . F o o d i m i p o r t s ( a n d / 
o r d o m e s t i c a l l y a c c u m u l a t e d s t o c k s ) c o u l d t h e n b e u s e d t o d a m p e n a n y 
i n f l a t i o n a r y p r e s s u r e m i g h t e n s u e . 

S o m e m i t i g a t i o n o f t h e d i l e m m a m a y a l s o b e h o p e d f o r f r o m ' t w o o t h e r 
t y p e s o f m e a s u r e s . O n e i s t h e t a k i n g a d v a n t a g e o f h i g h e r s u b - e l a s t i c i t i e s b y 
i m p o r t i n g c o m m o d i t i e s c o n s u m e d l a r g e l y as l u x u r i e s ( o r n e a r - l u x u r i e s ) i n 
a p o o r c o u n t r y s u c h as v e g e t a b l e o i l a n d c a n n e d f o o d s — o r n o n - f o o d c o m 
m o d i t i e s w h i c h a r e i n s h o r t s u p p l y a n d m a y com,pe te l i t t l e w i t h f o o d c o n 
s u m p t i o n , s u c h as t o b a c c o . R e c o g n i t i o n m u s t a l s o b e g i v e n t o t h e p r o s p e c t i v e 
g a i n t o b e d e r i v e d f r o m l o w e r i n g p r o d u c t i o n cos t s b y m e a n s o f t h e i m p r o 
v e m e n t s o f a n d i n c r e a s e s i n c a p i t a l f r o m w o r k s p r o g r a m s . I n d e e d , i t i s a t 
leas t c o n c e i v a b l e t h a t s u c h g a i n s , r e f l e c t e d , i n p a i t , i n r e d u c e d p r o d u c t i o n 
cos t s i n r u r a l a r eas , c o u l d s w a m p t h e r e v e n u e e f f ec t s w h i c h h a v e b e e n 
e m p h a s i z e d s o h e a v i l y i n t h e p r e c e d i n g a n a l y s i s . A l s o , t h i s a n a l y s i s p o i n t s 
u p t h e i m p o r t a n c e o f g e n e r a t i o n o f u r b a n d e m a n d f o r a g r i c u l t u r e c o m m o 
d i t i e s . T h i s w o u l d b e h e r e a d y r e s u l t o f a m o d i c u m o f success i n t h e r e v i v a l 
o f d o r m a n t u r b a n - b a s e d i n d u s t r y a n d o f s u c c e s s f u l n e w i n v e s t m e n t i n t h e 
u r b a n s e c t o r o f a n o r d e r o f m a g n i t u d e a c h i e v e d i n o t h e r p o o r c o u n t r i e s 
i n t h e e a r l y s tages o f d e v e l o p m e n t p r g r a m s . U r b a n e c o n o m i c s e c t o r s n o r m a l l y 
a c h i e v e r e s p e c t a b l e g r o w t h r a t e s e a r l y i n s u c h p r o g r a m s , a n d t y p i c a l l y g r o w 
a t r a t e s s u b s t a n t i a l l y a b o v e t h o s e o f t h e r u r a l s e c t o r . I f a c c o m p l i s h e d p a r i 
passu w i t h a g r i c u l t u r a l g r o w t h , t h e t e r m s o f t r a d e b e t w e e n t h e t w o s e c t o r s 
n e e d n o t b e t u r n e d a g a i n s t t h e u r b a n s e c t o r i n t h e c l a s s i c L e w i s m o d e l 
f a s h i o n ; a;nd a g r i c u l t u r a l g r o w t h n e e d n o t b e s t y m i e d b y i n a d e q u a t e e f f e c t i v e 
d e m a n d . 

P . L , 480 and t h e intersectoral term of trade. 

C l a s s i c a l a n d n e o - c l a s s i c a l t h e o r i e s o f e c o n o m i c d e v e l o p m e n t h a v e 
s h o w n c o n s i d e r a b l e c o n c e r n f o r t h e p r o b l e m s o f t h e r e l a t i v e i m p o r t a n c e 
a n d t h e r e f o r e t h e r e l a t i v e i n c e n t i v e s t o d e v e l o p m e n t in ; i n d u s t r y a n d a g r i o u l 
t u r e . B y f a r t h e g r e a t e s t a t t e n t i o n — a t l e a s t u n t i l v e r y r e c e n t l y — h a s 
b e e n f o c u s s e d o n p r o v i d i n g t e r m s o f t r a d e b e t w e e n t h e t w o s e c t o r s w h i c h 
w o u l d p r o v i d e a d e q u a t e i n c e n t i v e s t o g r o w t h i n t h e i n d u s t r i a l s e c t o r . R i -
c a r d o ' s p r i m a r y i n t e r e s t , s o f a r as p o l i c y w a s co i r . i cemed, w a s t o r e d u c e p r o 
t e c t i o n t o a g r i c u l t u r e s o t h a t w a g e g o o d w o u l d b e c o m e c h e a p e r a n d t h e r e b y 
l o w e r t h e w a g e c o m p o n e n t o f cos ts i n t h e i n d u s t r i a l s e c t o r . W . A . L e w i s 
c h a r a c t e r i z e d m o d e r n p r o b l e m s o f u n d e r d e v e l o p m e n t as o c c u r r i n g i n a c o n -
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t e x t o f " u n l i m i t e d s u p p l i e s o f l a b o r " . L a b o r s a t u r a t i o n w a s s e e n b y L e w i s 
as a g i v e n d e p r e s s a n t o n w a g e s w h i c h w o u l d a c c o m p l i s h R i c a r d o ' s o b j e c t i v e 
w i t h o u t p o l i c y i n t e r f e r e n c e — o t h e r t h a n p r o v i s i o n o f a d d i t i o n a l m o t i v a t i o n 
f o r t a k i n g a d v a n t a g e o f t h e o p p o r t u n i t y . L e w i s , h o w e v e r , f o r e s a w t h a t i n 
t h e a b s e n c e o f i n c r e a s e d p r o d u c t i v i t y i n ; t h e a g r i c u l t u r a l s e c t o r , t h e i n t e r 
s e c t o r a l t e r m s o f t r a d e w o u l d e v e n t u a l l y t u r n a g a i n s t t h e i n d u s t r i a l s e c t o r . 

G u s t a v R a n i s a n d J o h n F e i i) r e f i n e d t h e d i s c u s s i o n f u r t h e r a n d d e v e 
l o p e d a c o n c e p t i o n o f " b a l a n c e d g r o w t h " 2 ) w h i c h i n v o l v e d i n t e r a c t i o n b e t 
w e e n t h e t w o s e c t o r s i n a f a s h i o n w h i c h w o u l d t e n d t o w a r d s t a b i l i t y o f t h e 
t e r m s o f t r a d e . I f a g r i c u l t u r a l p r i c e s w e r e t o r i s e r e l a t i v e t o t h o s e i n i n d u s t r y , 
g r o w t h w o u l d b e s t i m u l a t e d i n a g r i c u l t u r e r e l a t i v e t o t h a t i n i n d u s t r y — 
t h u s s t i m u l a t i n g a c o u n i t e r v a i l i n g f o r c e w h i c h w o u l d t e n d t o r e e s t a b l i s h 
b a l a n c e i n t h e t w o s e c t o r s . T h u s , w h e n L e w i s ' s t u r n d n g p o i n t w a s r e a c h e d 
— i . e . , w h e n t o t e r m s o f t r a d e b e g a n t o f a v o r a g r i c u l t t i r e , a g r i c u l t u r e ( i n 
t h e absence o f i n i s t i t u t i o n a i b l o c k s ) w o u l d t e n d t o r e s p o n d b y i n c r e a s i n g 
i t s r a t e o f g r o w t h r e l a t i v e t o t h a t i n i n d u s t r y ; a n d t h e a r g u m e n t w a s t a k e n 
t o b e s y m m e t r i c a l . 

T h e a b o v e a r g u m e n t i s s u m m a r i z e d a n d i l l u s t r a t e d i n F i g u r e I I . T h e 
l i n e s l a b e l l e d g i a n d ga s h o w g r o w t h r e s p o n s e s o f i n d u s t r y a n d a g r i c u l t u r e 
r e s p e c t i v e l y . B a l a n c e d g r o w t h , i n t h e R a n i s - F e i s ense , i s a c h i e v e d a t T ^ 

T h i s i s t a k e n t o b e a s a t i s f a c t o r y s o l u t i o n h e r e , b e c a u s e t h i s " e q u i l i b r i u m 
se t o f t e r m s o f t r a d e a n d g r o w t h r a t e y i e l d s s a t i s f a c t o r y g r o w t h r a t e s i n 
b o t h s e c t o r s — i . e . , t o t h e r i g h t o f g m . ^ ) 
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1. The Development of the Labor Surplus Economy, Irwin, 1964. 
2. Thus adding- yet another to the bewildering variety of such conceptions. 
3. The sectors might very well have different values for gm. In agrioulturfe 

it might be taken to be the rate of population growth or some minimuri 
acceptable rate of per capita output growth. In industry a higher rats 
might be required — as determined, perhaps, by some minimum acceptabla 
rate of transformatton from agriculture to industry (which, of course woulji 
Imply Ranis-Fei imbalance). 



Keyi , r e - - - w / t — > ' - " - " 1 N . ! ; i j i i n s : i : ( , 
T = t h e i n t e r s e c t o r a l t e r m s o f t r a d e = P . / P ' ' ' ' T " ^ ' ' 
P . = p r i c e i n d e x o f i n d u s t r i a l g o o d s [ .^ / u - t J 

. , P = p r i c e i n d e x o f a g r i c u l t u r a l g o o d s urn 
a 1 '- . -

7 g = r a t e o f g r o w t h o f o u t p u t ( p e r c e n t / a n n u m ) ' 
•^^'f g. = r a t e o f g r o w h t o f o u t p u t i n i n d u s t r y = f ^ f T ) , 
s r i J ~ °^ g r o w t h o f o u t p u t i n a g r i c u l t u r e = f 2 ( T ) j f t j ^5^/,, 

,Y:U g m = m i n i m ' u m a c c e p t a b l e r a t e o f g r o w t h 
g b = b a l a n c e d g r o w t h r a t e 

'"/!'. = v a l u e o f T w h i c h y i e l d s gb : e q u i l i b r i u m t e r m s o f t r a d e 
= u p p e r l i m i t o f T " a c c e p t a b l e " f o r a g r i c u l t u r e ^ A'j^J 

T . = l o w e r l i m i t o f T " a c c e p t a b l e " f o r i n d u s t r y . 

a n d T . d e f i n e t h e r a n g e o f a c c e p t a b l e t e r m s o f t r a d e . A n y set o f 
p r i c e r e l a t i v e s a b o v e T w o u l d y i e l d i n a d e q u a t e a g r i c u l t u r a l g r o w t h . I n d e e d , 
a t t h a t l e v e l , i n d u s t r y w o u l d o u t g r o w a g r i c u l t u r e b y t h e a m o u n t a b . A n 
i n d u s t r y - o r i e n t e d p l a n w h i c h c h o s e s u c h a g r o w t h p a t t e r n w o u l d h a v e t o 
u n d e r t a k e s tops t o s u p p r e s s t h e e q u i l i b r a t i n g t e n d e n c y b y p r e v e n t i n g a f a l 
i n T . I ) T h e o b v e r s e case w o u l d o c c u r a t T . , w h e r e o n l y m i o i m a U accep 
t a b l e i n d u s t r i a l g r o w t h o c c u r s . I n s o m e sense , a n y p l a n o r s e t o f p o l i c i e s 
w h i c h o p e r a t e s w i t h i n t h e r a n g e T . T _ ^ i s " s a t i s f a c t o r y " , a l t h o u g h a n y se t 
o f i n t e r s e c t o r a l p r i c e r e l a t i o n s h i p s o t h e r t h a n T^^ w o u l d h a v e t o b e m a i n 
t a i n e d b y i p o l i c y a c t i o n . f 

R i c a r d o ' s p r o b l e m , i n t e r p r e t e d i n t h e s e t e r m s , w a s t h a t t h e C o r n L a w s 
( a g r i c u l t u r a l a r i f f s ) s e t T b e l o w T . s o m e w h e r e — o r a t a n y r a t e b e l o w t h e 
l e v e l w h i c h w o u l d g e n e r a t e w h a t h e r e g a r d e d as a n a d e q u a t e set o f i n c e n 
t i v e s f o r i n d u s t r i a l g r o w t h . .̂ j 

T h e s i t u a t i o n i n I n d o n e s i a , u n f o r t u n a t e l y , h a s a d d e d c o m p l i c a t i o n s . T h e 
e q u i l i b r i u m t e r m s o f t r a d e a p p e a r t o b e g e n e r a l l y f a v o r a b l e t o i n d u s t r y — 
a t s o m e p o i n t s u c h as T ^ . A t t h o s e t e r m s o f t r a d e neither a g r i c u l t u r e n o r 
i n d u s t r y h a s s u f f i c i e n t g r o w t h i n c e n t i v e . F o r a s h o r t p e r i o d a f t e r t h e b a d 
h a r v e s t s o f 1 9 6 6 - 6 7 , a g r i c u l t u r a l p r i c e s r o s e a n d g e n e r a l i m p o r t s i n c r e a s e d , 
s o t h e v a l u e o f T f e l l s u f f i c i e n t l y t o p r o v i d e s u b s t a n t i a l g r o w t h i n c e n t i v e t o 
a g r i c u l t u r e . T h i s , p l u s g o o d w e a t h e r , p l u s v e r y h e a v y i m p o r t s o f a g r i c u l t u r a l 
c o m m o d i t i e s , h a v e ( s i n c e t h e n ) a l l c o m b i n e d t o t u r n t h e t e r m s o f t r a d e 
s h a r p l y a g a i n s t a g r i c u l t u r e — b u t s t i l l t h e i n d u s t r i a l s e c t o r g r o w s i n a d e q u a 
t e l y , a n d t h e m o d e r n i z a t i o n p r o g r a m i n a g r i c u l t u r e i s t h r e a t e n e d b y l o w 
b e n e f i t - c a s t r a t i o s . 

1. Agricultural prices might be kept low by substantial imports, for example. 
Industrial prices moglit be kept h i g h with heavy protection. 

M ' . re" . 



This analysis suggests that a balanced growth will be stable in Indonesia 
only if (1) steps are taken to keep the terms of trade low enough so that 
farmers can prosper using modern inputs and (2) if structural problems in 
industry are dealt with — i.e., rotating the gi' functioni rightward toward 
gi-

Prescription (1) can be met by marketing board (BUL) activities using 
some such schema as that discussed briefly, above, pp. 6-7. Prescription (2) 
is far more difficult to deal with in the present context, nfrastructure invest
ment, favorable monetary policy and interest rate structure, and use of 
ad rem subsidies are suggestions for consideration. The point to be stressed 
here, however, is that continued' suppression of agricultural prices in order 
to make the term of trade attractive to industry may fail as a policy in two 
ways, it may kill growth in agriculiture, wifliout stimiulating satisfactory 
growth in industry. 

The point the above discussion in the context of an evaluation of the 
P.L. 480 program is readily apparent. Massive imports of foodstuffs on the 
order of those experienced in the past year, when combined with good 
harvest weather, are seriously threatening to a development program, such 
as Indonesia's, which puts major stress on agricultural development. This 
line of reasoning proses problems of re-orientation of policy connected 
with P.L. 480 food imports, along lines already suggested earlier. To 
reiterate, massive injections of imported foodstuffs into domestic maikets 
should be avoided oniesis clearly required to stew price rices, and, if 
possible, in a mantner which wHl not depress agricultural incentive below 
critical minima. 

P.L. 480 imports have yielded a large net resource flow to Indonesia, 
both before and since the change in government of 1965-66. Until recently, 
however, little attention has been paid to domestic price and incentive 
effects. In the face of food shortages and rapid inflation — i.e., up untH 
spring, 1969, the benefit of the inflow was unambiguosly clear. With the 
advent of price stability and the sharp upswing in prductivity in food pro
duction the need for a more subtle policy has become evidont. Fortunatelj 
the level of awareness of the need for such a switch is rising rapidly in bod 
Djakarta and Washington. 

Conclusion. !-i -re.reirei:;;:/ >l "rei iD 

-n«'tT;(:re-i-il . , 
)• 

+ 

53 



• a m m i b n l SELECTED BIBLIOGRAPHY ON THE 
ECONOMICS OF P.L. 480 ASSISTANCE. 

1 . B e r i n g e r , C. a n d A h m a d , I . , The Use of Agricultural Surplus Commo
dities for Economic Development in Pakistan, M o n o g r a p h N o . 1 2 , 
I n s t i t u t e of D e v e l o p m e n t E c o n o m i c s , K a r a d i i , 1 9 6 4 . 

2 . C r a w f o r d , J . , " U s i r i g S u r p l u s e s f o r E c o n o m i c D e y e l o p m e n ' t " , Procee-
,,,..̂ ^̂  : 44̂  of the Eleventh . International (Conference of Agricultural 

.Economists, L o n d o n , O x f o r d U n i v e r s i t y P r e s s , 1 9 6 3 . , , 
3 . E n k e , S : | ' " F o o d C o n s t r a i f t i t s o n I n i d u s t r i a l D e v e l o p m e n t i n P o o r C o n n - ' 

' i t r i e s , " Southern Economic Journal, V o l u m e X X I I , J u l y i 9 6 0 / A p r i I ' 
T 4 1 9 6 1 . p p . 2 9 3 - 2 9 7 . -" re 
4 . E z e k i a l , M . , " A p p a r e n t R e s u l t s i n U s i n g S u r p l u s Ecio<j" f o r 4 F i n a n e i i t i g . 

E c o n o m i c D e v e l o p m e m t , " Journal of Farm Economics, D e c e m b e r , 
1958. 

5 . • ' • 4 ' " I m p a c t a n d I m p l i c a t i o n s o f i F b r e i g n S u r p l u s D i s p o s a l 
' re o n t h e D e v e l o p e d E c o n o m i e s a n d F o r e i g n G o m p e i t i t o r s : T h e ; ; 

• 4, I n t e r n a t i o n a l P e r s p e c t i v e " , Journal of Farm Economics, A u g u s t , 
' A 9 m . ' - •"'-';•' '̂••;'4 .:44 4 44 4444,, ,4 

6 . F i s h e r , F r a n k l i n M . . " A reThepretical A n a l y s i s o f t h e I m p a c t o f F o o d 
, , S u r p l u s D i s p o s a l o n A g r i c u l t u r a l P r o d u c t i o n i n R e c i p i e n t C o u n -
- j t.,.;;.. t r i e s " , J o u r n a l o f F a r m E p o i . i o m i c s . - . N o v e m b e r , 1963 . . . 
7 . - F , " A P r o p o s a l fof re f i i e D i s t r i b u i f l d f t s A b r o a d o f t h e U n i t e d 

S t a t e s ' F o o d S u r p l u s " , The Review of Economics and Statistics, 
V o l u m e X L I V , 1 9 6 2 , p p . 5 2 - 5 7 . 

8. K h a t k h a i t e , D . , " S o m e N o t e s o n t h e R e a l E f f e c t s o f F o r e i g n S u r p l u s 
:. D i sposas l i n U n d e r d e v e l o p e d E c o n o m i e s , " Quarterly Journal o f 

Economics, M a y , 1 9 6 2 ; a n d c o m i n e i n t s b y B e r i c g e r . a n d - . F a l c o x n r e 
s a m e j o u r n a l . M a y , 1 9 6 3 . .j <>, ,.. 

9 . K h a t k h a t e , D . , " M o n e y S u p p l y I m p a c t o f N a t i o n a l C u r r e n c y C o u f i t e r - ' 
p a r t o f F o r e i g n A i d : A n I n d i a n C a s e " , T h e R e v i e w o f E c o n o m i c s 
amd S t a t i s t i c s , V o l u m e X L V , 1 9 6 3 , p p . 7 8 - 8 3 . - re -

1 0 . M a n n , J . , " T h e I m p a c t o f P u b l i c L a w 48(3 I m p o r t s o n ' P r i c e s a n d 
D o m e s t i c S u p p l y of C e r e a l s i n I n d i a " , Journal of Earm Economics, 
F e b r u a r y , 1 9 6 7 . 

1 1 . S e n , S . R . , " I m p a c t a n d I m p l i c a t i o n s o f F k e i g n S u r p l u s D i s p o s a l on 
U n d e r d e v e l o p e d E c o n o m i e s — t h e I n d i a n Per . s i>eot ive , Journal of 
Farm Economics, D e c e m b e r , 1 9 6 0 . 

1 2 . S c h u l t z , T . W . , " V a l u e o f U . S . F a r m S u r p l u s e s t o U n d e r d e v e l o p e d C o u n 
t r i e s , " Journal of Farms Economics, D e c e m b e r , 1 9 6 0 . 

D j a k a r t a , A u g u s t 3 1 , 1 9 6 9 . 

54 



THE ROLE OF INDUSTRY IN THE FRAMEWORK 
OF ECONOMIC STABILIZATION 

/ • / c- by Mohammad Sadli * • ' 

I . Industrial Development in the Past. 

G o v e r x i m e n t e f f o r t s t o b u i l d i i i ' d u s t r i a l p r o j e c t s a n d t o g u i d e i n -
d u i s t r i a l i z a t i o n h a v e b e e n u n d e r t a i k e n ' s i n c e t h e b e g i n n i n i g o f o u r i n d e 
p e n d e n c e . G o v e r n m e n t p o l i c i e s t o d e v e l o p i n d u s t r y h a v e i n c l u d e d t h e 
f o i l l o w i n g : 

Protection. * ' 

A p o l i c y t o p r o v i d e p r o t e c t i o n t o t h e d o m e s t i c i n d u s t r y , i n d u s 
t r i e s s t i l l q u i e n e w w h i c h w e r e e s t a b l i s h e d ' h y InidOnfesiams, h a s b e e n 
i m p l e m e n t e d b y t h e G o v e r n m e n t o f t h e R e p u b l i c o f I n d o n e s i a i n v a 
r i o u s f o n m s . P r o t e c t i o n h a s b e e n p r o v i d e d a g a i n s t f o r e i g n c o m i p e t i t i o n 

i as w e l l as a g a i n s t d o m e s t i c c o m p e t i t i o n . S o m e t i m e s lass is tance h a s 
i b e e n g i v e n i n t h e f o r m o f p u r c h a s i n g o o n t r a o t s f r o m t h e G o v e r n m e n t 

o r a G o v e r n m e n t a g e n c y . P r o t e c t i o n a g a i n s t f o r e i g n c o m i p e t i t i o n w a s 
:> p r o v i d e d b y s u f f i c i e n t l y h i g h t a r i f f s . I f t a r i f f p r o t e c t i o n w a s n o t s u f -
; f i c i e n t , t h e G o v e r n m e n t c o u l d i n t r o d u c e q u o t a s , i . e . , q u a n t i t a t i v e r e s 

t r i c t i o n s , a g a i n s t c o m p e t i t i v e i m p o r t c o m m o d i t i e s o r c o m p l e t e l y p r o 
h i b i t t h e i m i p o r t a t i o n o f s u c h g o o d s . 

Subsidy. 
I n h e r e f f o r t t o s t i m u l a t e l o c a l i n d u s t r i a l d e v e l o p m e n t s , t h e G o 

v e r n m e n t i n t h e p a s t h a s a l s o p r o v i d e d s u b s i d i e s . T h e r e h a v e b e e n 
d i f f e r e n t v a r i e t i e s o f su lbs idy . F o r e x a m p l e , l o n g t e r m c r e d i t w i t h l o w 

( i n t e r e s t r a t e s ; i n t h e p r e s e n c e o f h e a v y i n f l a t i o n , t h e r e a l v a l u e o f t h e 
d e b t c o n t i n u o u s l y deoreaised . A n o t h e r t y p e o f s u b s i d y w a s t h e es t a -
b lks ih ing o f a n i m p o r t e x c h a n g e r a t e w h i c h i n t e r m s o f t h e d o l l a r w a s 
l o w e r t h a n t h e f r e e m a a i k e t r a t e . I n t h e pas t t h e i m p o r t i n g o f c a p i t a l 
g o o d s a n d r a w m a t e r i a l s w a s v e r y i n e x p e n s i v e , b u t t h e G o v e r n m e n t 
w a s f o r c e d t o c o n t r o l t h e d i s t r i b u t i o n o f i m t p o r t l i c e n s e s . 

Financing. -
F i n a n c i n g n e w i n d u s t r i e s h a s l o n g b e e n a d i f f i c u l t p r o b l e m i n d e e d 

T h e G o v e r n m e n t h a s o f t e n p r o v i d e d f i n a n c i n g f a c i l i t i e s i n t h e f o r m o i 
c r e d i t t o p u r c h a s e p r o d u c t i o n e q u i p m e n t i m p o r t e d f r o m f o r e i g n c o u n f 
t r i e s . T h e D e p a r t m e n t o f I n d u s ' t r y h a s h a d f u n d s t o ass is t i n f i n a n c i n j 
t h e d e v e l o p m e n t o f s m a l l a n d m e d i u n r - s i z e i n d u s t r y . I n t h e p r i v a t < 

This paper was presented by Dr. Sadli at the Economics Symposiujn con 
ducted by the student organization, KAMI, June 6, 1968. The trainslatioi 
was by Siihadi Handjo and W. Tjen. 
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