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NOTES ON INDONESIAN STABILIZATION 1963 

What follows is highly selective and relates primarily 
to the apparent contest for power or position between 
Subandrio and Djawanda (first minister) as it overflowed into 
the arena of the stabilization program. My use of the 
phrase "stabilization program" is descriptive rather than 
official, as the Indonesian Government did not use it in 
1963. 

I was associated with the US activity looking to aid 
to Indonesian stabilization from late March until September 
1963. "Confrontation" following Malaysia day in September, 
with related events, terminated the possibility of a multi­
lateral program of aid to Indonesia for some time to come. 

From my vantage point--Wash1ngton--1t appeared that 
Djawanda, with the support of Slamet and Khow Bien Thi, 
was determined to set Indonesia upon the road of rational 
economic behavior, i.e., financial stabilization and economic 
development, with substantial aid and credits from the 
Western countries, Japan, and the Soviet Union. It appeared 
also that Subandrio was not, or at least that he did not wish 
Djawanda to gain the credit from a successful program. 
Subandrio was supported by Sumarno, who was essentially 
opposed to large scale foreign credits, or at least Western 
credits, and expressed preference for "eating rooks" if 
necessary. As the Economic Measures of May 1963 and the 
IMF standby arrangement of July 1963 were unfolding, 
Sumarno agreed only to the exchange rates and the credit 
ceilings established, but not to the program concept. 

Following the discussions in Washington in early March 
1963 between Mr• Janow and Mr. Ellis, on the one hand, and 
the Indonesians on the other (Slamet as I recall), and 
Indonesian informal tam with IMF staff at the same time, 
it was understood that an IMF team would proceed to Djakarta 
by about the first of April for consultations and with 
the Indonesians work out the basis of a financial stabilization 
program, including the substance of a letter of intent from 
the GOI to the IMF. With the IMF team report and the letter 
of intent in hand, two steps would follow: (1) the DAC 
members of the Indonesia Working Group --the Western donor­
credi tor countries and Japan -- would meet in Paris to agree 
upon a program of grant aid, debt relief, and new credits 
to cover the Indonesian foreign exchange deficit for a year 
(a continuing program was implied by the proposed first year 
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aotion) and (2) with the DAC assurance of a covered Indonesian 
foreign exchange deficit, the IMF would approve a Standby 
Arrangement with a loan to Indlonesia. 

The key to a timely conclusion of this sequence of 
events was the favorable report of the IMF team. The team, 
however, could not go to Djakarta until invited. The 
invitation was delayed, and delayed, and delayed. with the 
result that the IMF team did not arrive in Djakarta until 
at least the middle of June and even by compressing its 
work was able to make its report to IMF Washington no 
earlier than about July 10, 1963 ~The report was bulky and 
some of the DAC Governments p,rticipating in the Group 
did not receive and deliver/tB the officials responsible 
for aid to Indonesia until a day or two before the July 26 
meeting of the Indonesia Working Group, Two and a half 
months were lost in the delay. The strategy of Subandrio 
and Sumarno, cooperating, each for his own reasons, 
appeared to be to generate a sufficient delay in the 
l~~vitation to the IMF to defeat Djawanda's effort to 

tain cover f~~-tne Indonesian foreign exchange deficit. 
r ... t1;?;2Y.mt.-:tb..e11; \that Subandrio merely wanted Djawanda • s 

\

·Job for himseif't and that forcing Dj,W,anda up against 
the budget presentation in July with a huge deficit and ,'t·le., 
no cover would discredit him and open the door for -~f·,0

1

:·.1 . 
Subandrio to take his job. It mew a~pea.ziat\ that Subandrio 1 

1 
•••• ,,,,1 (~ "'I ·:1' 

i,may have known in advance of Sukarno's pla·ns for Malaysia ~ t,V I 
!Day, and desired to delay the stabilization effort past ~ &~ 

f.
. hEJ.e beginning of "confrontation", thereby precluding a 

jiV+randa led program, In any event, the delaj1taotios 
ucceeded in breaking the stabilization progralm, and all 

!hope of Western credits on a substantial scale, on the 
rook of "confrontation". . "'-· / 

/ ·iv'4.!JU)··CA.K· 
Clues to the maebi:nationa involved ac~· lated 

gradually in the spring of 1963. In April understood. 
that the Indonesian Ambassador in Washingt n thought 
that the IMF should not become involved until there was 
a ''change in the cabinlet" in Djakarta, but that he had 
reported to his Government that the IMF did not want to 
become involved until the ~b1net changed.~ le1u:rt&d 
~ 1n1'0l'iiii[:t "111qut17 ••• 
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fhe Ambassador appeared to be 
lined up with Subandrio · n 
f ro.m.--tMr·i:'fl&<meaU.n.,.. ·~!'l'tP"'"'"f:~,QJJ.&h 

1.:]im.. .. Jl0-5· ..... ai±-·~ .. ~,loa.9,M"'~~-:":tnest~ 
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! LatJM'(,~-I f~t the ~-we r,e~ved }!9-~0m 
Em~DJakart:a-t'hat ~ram a-r-rnvitahml to the 

1J .(. , ,,./?.' e ' ~(N J\.AA·1'f::t;. \<Ir"~ . .f.,·I'·' t;_.,.,,,,,,,,'> ;_,,"-'! ~.·:;1 h.\i~W"' 
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I had been ~en by the Government of Indonesia~,,,, .. ~least 
aw after t t it had: still not been rece~sd by the 
IMF. e rout would have been through t~~ IMF man at 
the Ind: nes1)1tn Embassy, .... referred to ab.P'fe -- and presumably 
Sumarno' n. At this point, I was ·not,,,sure where the delay 
was inj~ , but thought that the Iryi'6nesian Embass:r in 
Washipgton s holding the 1nvitat1.Pfi. Ultimately the invitation 
was.Alelivered, When Bernie Bell ret(tlrned to Washington, I 
l~rned from him that Djawanda hasls1gned the telegram 
inviting the IMF team but had sent it through Sumarno as 
the proper channel for messages to IMF. 1:>-ja-wsu1da"' s aatlan.. 

·--•1111 the 'bas1s-or·""t'fie'~·i)>jakarta ·repeE.~~. 
Su:marno, playing ball With Subandrio, apparently held the 
message in Djakarta as long as he felt he could. . 

- ~t~C.~· 
1t wor4 al>mi;i ~he cone941aenea •f ehe. delay 1:n t&NB ef 

tb,e etfeot on DAC 19t1 Ol'l., is in order. Europea~ governments 
do little conferring during the August holidays. Meetings 
which cannot be held before the end of July go over to 
September or October, unless a problem is particularly 
important from a European point of view. Furthermore, it 
usually takes at least two meetings, with three to six weeks 
between, to prepare for and obtain financial commitments in 
concert ay a number of governments. Also, the meeting 
schedule becomes fairly thick in June and July, and it is 

t easy to find acceptable dates for convening high officials, 
doesn't help 1f one or more of the governments in"\t.olved 

esn1 t really want to hold the meetings anyway) For the 
Indonesia program, the situation called for twtf"meetings before 
the end of July, whioh would have put the first one before ~ij:)'4ER~ 
the end of June 1963. As 1 t was, because of the delay in •"'\ ~ 

, · "' ''I.·~ j-., if~ 

receipt of the IMF report, the first meeting could not be 
scheduled before July 26, when it was held, and the second 
meeting had to be planned ,for late September or October. 
All plans for the seo.- 'meeting were dropped when Indonesia , 
we~ .in September ~sit Mal~~~ia. .__ ______ d ____ j , J)-
-k'A~ _ . l ~ t:. 1, ••• 1/:. ·~~·--lC-1;,-.i~~· ~ p f ~, 

Another word of explanation is in order about the sequence 
of events. The IMF approval of a standby arrangement was 
supposed to follow !>AC act1on--in effect to follow the second 
meeting of the DAC Group. However, in view of the delays 
described above, and the decline in Indonesian reserves (I am 
assuming the second reason), the IMF chose to approve the 
Standby on July 24, two days before the Paris meeting, relying 
upon the DAC Group to produce the pledges of aid to Indonesia 
that would justify the IMF action. This was the wrong way 
around. To the best of my knowledge the decision to go ahead 
was strictly that of IMF Management (Mr. Southard would know), 
I was not expecting any IMF action until after DAC Group 
resources were pledged, and I never heard that anyone else in 
the US Government expected IMF to act first. However, when IMF 
aoted on its own initiative, we were cheered by the action and. 
tried harN
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