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INDONESIA ~ RURAL WORKS

SUMMARY AND RECOMMENDATIONS

1. Borrower: Government of Indoneslia (GOI),

2. Amount of lLoan: $6,800,000 (Six Million Eight Hundred Thousand
. Dollars).

3. Terms:
A, Maturity: 40 years, including a 1l0-year grace period.

.B. Interest: 2% per annum during the-grace period.
32 per annum thereafter.

C. Currency: Interest and principal repayable in
U.S. dollars.

4. Financial Plan:

($ in millions: $1.00 = Rp. 415)

AID LOAN GOI Budget ' Total
$€.8 $13.2 (equiv.) $20.0

5. Objectives of Project: The project is expected to pramote greater amricul-
tural productivity and rural economic development through rehabilitatiocn

or construction of basic rural facilities. It aims to meet a basic nead

of the poorer rural people, not only through the opportunity given

for immadiate ecmployment but more important through strengthening

the base for productive agricultural activity. Both in the immediate

and long term these objectives translate as an effort to increase

basic incomes for people in rural areas of greatest need. The

project objectives are defined in terms of the Indonesian Second

Five Year Plan {PELITA II 1974-79) which gives recognition to the

urgency for improvement of basic standards of life of rural people.

The Plan places this in context of redressing the imbalance in

distribution of the benefits of economic growth which Indonesia has
experlenced during this past five years. This project represents

acceptance by the GOI of the principle that development of Indonesia

cannot proceed without attention to the least advantaged in the

society.

J15 B ”74
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6. Description of Project: The project will provide financing jointly
with the GOI for rehabilitation and construction of basic rural
facilities in those sub-districts (kecamatan) of greatest need.
Kecamatan will be selected primarily on the basis of per capita
agricultural production, reflecting therefore the twin bhasic neceds:

for greater apricultural production as well as increased rural incomes.
The project will be carried out by the Department of Manpower,
Transmigratior and Cooperatives (DMP) working through the existin~
structure of Indonesian internal government. Sub-projects will include
land clearing, and terracing and planting to prevent erosion, as well
as rehabilitation, improvement and construction of such facilities

as itrigation canals, rural roads and small bridges.

The focus of project activity will be the kecamatan, a level of
government suall enough to be close to the people yet broad enough

to ensure a significant impact. Sub-projects will be selected initially
at the kecamatan level, reviewed at the district (kabupaten) level,
approved by the province and forwarded to DMP/Jakarta for incorporation
in the overali project budget. Technical assistance for design and
budgeting will be provided by the kabupaten ‘-level public works office,
Implementation will be the responsibility of the kecamatan subject

to monitoring by the DMP area office.

The annual budget will be established upon DMP and AID agreement at
least three months in advance of each fiscal year (1 April) on the
basis of the sub-projects schedule approved by DMP, . GOI funds will
be advanced quarterly by DMP/Jakarta through local branches of the
Bank Rekyat Indonesia (BRI) which will disburse funds to the DMP
area representative for payment of labor and purchase of materials.
Following each quarter DMP will provide AID with a report of project
implementation, including certification of sub-projects completed
and undertaking to provide maintenance, notice of problems and
remedying steps taken. AID dollar loan proceeds will then be provided
to the Department of Finance on a quarterly basis for conversion to
local currency (rupiah) and payment as reimbursement for certified
completed sub-projects. '

The AID loan will provide assistance of two advisors to work with
the DMP to improve sub-project selection, advise on implementation
and assist in review and monitoring. AID and the GOI will also
provide for annual joint evaluation to take place at agreed-upon
times during the year.

7. Purpose of Loan: For the years 1975 through 1978 (three of the

five years of PELITA II) to finance the cost of the project jointly

with the GOI. As noted above, dollar loan proceeds will be provided
quarterly to the GOI' for conversion to rupiah and reimbursement

for completed sub-projects.
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Bgccpt for certain costs of the éxpat;iate advisors, there will
not be any project requirement for use of foreign exchange as such
and no AID funds will be earmarked for such purpose.

8. Background of Project: The GOI has recognized that notwithstanding
the imposin: pains of the Indonesian First.Five-Year Plan (PELITA T,
1969-74), imbalance and inequities in income distribution and economic
opportunity are still a major barrier to national economic and social
development. The problem centers on the rural population who comprise
more than 80 percent of Indonesia's 129 million people and is
particularly acute where population is most dense, principally

the islands of .Java, Madura and Bali. In many areas of these islands
rural families are without land at all, Landholdings per family
average 0.7 hectare and fully 51 percent of those who have their

own land own half & hectare or less. Agricultural productivity is

low and other employment opportunity is limited. '

The GOI through gnumber of PELITA I programs has attempted to increase
agricultural production and improve the state of basic facilities

in the rural areas. The BIMAS and INMAS (rural mass guidance) programs
through providing improved seed, fertilizer and rural credit are
designed to increase basic rice production; the village subsidy
program provides ‘a basic payment to village-centered projects with
voluntary labox supplied by the villagers themselves; the kabupaten
public works program extends throughout Indonesia and emphasizes
rehabilitation of medium scale rural infrastructure or coanstruction
of new facilities; and lastly and most important because of its

focus on the poorest areas, the Food-for-Work program (Padat Karya).

Throughout the five years of PELITA I Padat Karya through food payments
for labor has provided a basic support to efforts at increasing
production and imoroving incomes in -these poorest areas. Food~for-Work
has accomplished much, including rehabilitation of 5,900 kilometers of
irrigation caenals, improvement of 4,300 kiloweters of rural roads,

and reforestation and terracing projects covering almost 13,000 hectares.

Food-for-Worl: however can only operate effectively where food is
deficit, although other areas may have lower production, more severe
vnemploynment, Jover wage rates, and better project opportunities.

The project to be financed under this loan, although successor to
Padat Karva, permits the GOI through use of cash wage the flexibility
needed to permit activities to be carried out in the poorest areas
regardless of such previously limiting factors. It is a PELITA II
project exclusively aimed at improvement of the lot of the rural
poor and as such has a major role in the goals set for equitable
growth under PELITA II. '
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9. Export-Import Bank Clearance: Received April 1974.

10. Statutory Criteria: Satisfied. See Annex XII.

11. Country Team Vievs: The Country Team strongly endorses the
project, See Annex X,

12, 1Issues: None

13. Recommendation: Authorization ¢f a loan not to exceed $6,800,000
(Six Million Eight Hundred Thousand Dollars) subject to the terms

and conditions set forth in.the draft authorization attached at

Annex XI.

GAPfTAL ASSISTANCE COMMITTEE:

USAID/INDONESTA
Chairman/Technical Advisor Thomas O. Brennan
.Controller Alan Go:don
Economist _ James A, Norris:
Engineer David C. Woody
Loan Officer ~ Dennis J. Brennan
AID/WASRINGTON
Chairman ~ Alexander R. Love
Technical Advisor Edgar L. Owens

Desk Officer Larry Smucker yﬁﬁgr’/Nj

Legal Adivosr Jay Burgess 4/10

Loan Of'ficer Peter Bloom
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I. PROJECT DESCRIPTION AND OBJECTIVES

A. Prolect Description

This $6.8 million loan will provide funds to finance jointly
with the Government of Indonesia a project designed to rehabilitate,
improve and construct basje rural agricultural facilitiecs., The total
project budget amounts to $20.0 nillion, of which the $13.2 million
balance will be provided in local currency (rupiah) by the GOT. The
loan will provide funds for the project during three of the five
years of the ’ndonesian Second Five-Year Plan (PELITA 11, 1974-79).

The project will focus on poorest rural areas, selected
primarily on the basis of per capita agricultural production. Sub-
projects will be designed to provide a minimal basis for growth of
local agricultural production through rehabilitation and construction
of such facilities as irrigation canals, village roads, small dams,
rural bridges, etc.

-The project will be executed at the sub-district (kecamnatan),
that level of local government sufficiently close to the people yet
broad enough in reach to support a program with significart impact.
Sub-projects will be reviewed at the district (kabupaten), approved
by the province and finally authorized by the Department of Manpower,
Transmigratior and Cooperatives (DMP) in Jakarta. Technical design
and assistance will be provided by the public works office at the
kabupaten.

Sub-prejects will generally be short term (three to six
months) and lebor-intensive,  Normally sub-projects will be located
close to the homes and villages of those whoe the activity will
employ and benefit., Tmmediate gupervision will be carried out by
the kecamatan with monitoring by the regional DMP office. The ALD
loan will finance the assistance of two advisors for approximately
three years each to work with the project from the national level
right down to the kecamatin in improving sub-project selection,
advising on implumentation and assisting in review and monitoring.

A total budget of $19.7 million equivalent (excluding $0.3
million for advisors above) will finance approximately 45 million
nman-days of labor and will benefit more than 500,000 rural families.
At the outset, the project will include 100 kecamatan with gradual
expansion to a total of 300 participating kecamatan beginning in
the fourth year. This represents an effective commitment in terms
of the scale of the problem to be addressed. Expansion of the
project will be based upon the experience of the preceding years.
Procedures for project selection and implementation will be evaluated
each year and improved as neceesary.
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The AID loan funds will be provided jointly with the GOT
funds in a single project budget. The annual budget will he estab-
lighed upon DMP and AID agreement in advance of each fiscal year
(which begins 1 April) on the basis of sub~projects approved by D!P,
The GOI funds will be advanced quarterly by DMP through local branches
of the Bank Rakyat Indonesia (BRI) which will disburse funds to the
DMP area reprasentative for payment of labor and purchase of materials.
Except for certain costs of the foreign advisors, there will be no
requirement for the use of foreign exchange as such and no AID funds
will be earmarked for such purpose. ’ '

At the end of each quarter of the fiscal year DMP will provide
AID-with a report of project implementation, including certification
of sub-projects completed and undertaking to provide maintenance,
notice of problems and steps taken to remedy.. AID dollar loan proceeds
will be converted to rupiah on a quarterly basis for reimbursement
of costs of subprojects certified as completed. In addition to these
reports and to the assistance provided toward project improvement by
the technical advisors, AID and the GOI jointly each year will evaluate
project progress, achievementt and problems.- )

B. Projact Objectives

Notwithstanding the rapid growth over the past five years
of the Indonesian petroleum, mining and manufacturing sectors,
agriculture stil} accounts for 40 percent of Indonesia's- GDP and
also provides about 60 percent of Indonesia's employment and over
~ two~thirds of its non-oil export earnings. Regardless of the growth
of other sectors, agriculture will continue to be the principal
source of incone for most Indonesians o r the next several decades.
The Indonesian agricultural structure is principally made up of
almoat 20 million small farmholders who dominate the production
of nearly all crops. The greatest number of these farmers as well
as the bulk of population (some 85 million of the total Indonesian
population of approximately 129 million) is concentrated on the
islands of Java, Madura and Bali. Production of the farmers on
these three islands is concentrated on food crops, particularly
rice; on the other islands more effort is directed to export crops,
especially coconuts and rubber.

In heavily populated areas farmholdings average only 0,7
hectare and these are even then usually fragmented into several plots.
More than half of these small farms are owner-operated, but at least
five million farms are held under some type of tenure arrangement,
including sharecropping. Productivity is increasing through the
efforts of the Government-sponsored BIMAS and INMAS (rural mass guidance)
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programs desipgned through provision of seed, insecticide and fertilizer
to intensify and increase production .of rice. Nonetheless, the basic
production of Indonesia's small farms remains low and in per caplta
terms leaves much of the population with an inadequate base for
living. In a country where the average per capita income is about
$120, the rural population are predominantly at the lower end of

the range with a probable average of less than $95. Throughout
Indonesia, but particularly in the twelve provinces in which this
project will be implemented, there are hundreds of areas where rural
families exist well below any real or supposed poverty line. Even a
minimal improvement in rural incomes for these people may represent
the difference between the ability to survive in their setting or not,
without even considering the basic desirability or necessity of
improving what is essentially a substandard of living.

The GOI, while gratified at the.success in broad econcomic
terms of the First Five Year Plan (PELITA I, 1969-74), particularly
dn rehabilirating much of the deteriorated major infrastructure
throughout the country, has come to recognize the absolute necessity
of redressing the imbalance of income and opportunity which clouds
the whole measura of this achievement. It has become urgently evident
that continued inequities at the rural level represent not only
basic injustice but also a latent threat to the ordetred growth of the
country. Accordingly this project is designed to provide a basis
for 1ncrea51ng the agriculbtural production and enhancing the

Specifically the project aims through the rehabilitation and
construction of hasic rural production-related facilities -- such
as small dams, irrigation sluices, local bridges, rural roads, land
terracing, etc. -- to provide incensive assistance to rural production
with a consequent opportunity for increase in employment and income.
Since the project will focus on the poorest areas, it will at the same
time be providing funds for work in the immediate term in just those
same areas where low agricultural production and lack of other
employment opporcunity render the population among the country's poorest.

C. Background

More than 80 percent of Indonesia's 129 million people live
in the rural arcas and attempt to make a living from farming and
farming-related activities. Most of these people have land barely
sufficient to support them, Millions more are without land iltosethcr
and exist through sharecropping and labor in the fields of more
fortunate neighbors. The GOI in the objectives stated for PELITA I
recognized the critical Iimportance to Indonesia of massive inecrease
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in agricultural production. Production increases were registered,
and it does not datract from this achievement that these gains have
- been largely nullified by burgeoning population growth,

The BIMAS and INMAS programs were specifically directed at
increase in the production of rice, the principal food for the people
of Indonesia and main agricultural product of the overwhelming bulk
of the small farmer population, By their very nature however --
particularly by virtue of the essential element of rural credit --
these programs primarily benefited the relatively better-off rice
farmers, o )

The GOI is acutely aware of the constraint on national
development represented by the problem of che rural poor, Even from
the beginning of PELITA I in 1969, the GOI attempted to carry out
programs to relieve the most critical cases of rural poverty, For a
large part this took the form of traditional disaster relief during
periods of flood and famine, but the GOI also undertook on a more con-
structive basis to improve the base for agricultural production, with
the effect also of providing interim but much needed employment and
income,

Foods for-Work Prozram

Following three years of experimentation with a small number
of rural projects uring PL 480 Title II commodities as ‘wages, the
GOI in 1969 instituted an extensive Food-for-Work program, During
PELITA I the program carried out a large number of labor-intensive
rural works in areas where unemployment, low ‘production and mal-
nutrition were most severe, Food-for-Work undertook 383 irrigation

. and drainage projects involving rehabilitation of 5,900 kilometers of
canals, 106 rural road projects totaling 4,300 kilometers, and 74 re-
forestation and terracing projects covering nearly 13,000 hectares,
Over 55 million man-days of labor were expended and the rural
beneficiaries totaied over three million people. See Food-for-Work
tables et Annex I,

Kabupaten Works Program

Together with the Food-for-Work program, the GOI in 1970 under-
took a national effort at rehabilitation and improvement of rurai
infrastructure of all kinds, Under this program the kabupaten, of
which there are 281 in Indonesia, built or rehabilitated market roads,
produce markets, bus stations, district bridges and roads and other
infrastructure, Funding was made available to each kabupaten at
a rate which equaled Fps, 150 per capital or approximately $45
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million equivulent nationwide during GOI FY 1973/74. This will he
doubled in the next fiacal year.

Village Subsidy Program

Finaily, the COI in an effort to improve the basic standard
of rural living and give villagers some basic role in their own
self-improvement has since 1969 provided a basic subsidy annually
to every village in Indonesia. The use of this subsidy has been
principally the purchase of materials; labor is donated by the
villagers themselves, Most projects are agricultural rela.ed although
many concern improvement in the village itself through construction
of schools, markets, village streets, etc. The subsidy equaied
Rp. 100,000 or about $250 per village in 1973/74 for a total of
approximately $12.6 million equivalent nationwide. This subsidy will
also be doubled in the 1974/75 fiscal year.

Each of these programs represents a genuine effort on the
part of the. GOI to have some beneficial impact at the rural level.
‘Each has had positive effect through improvement of basic rural
facilities, betterment of roads, rehabilitation of irrigation ditches,
etc. FEach at its own leval has made a contribution to raising rural
incomes through providing an iuproved base for agricuiltural production
and marketing., Of the three, the Food-for-Work program is especially
directed at the poorer rural arcas. Of the other two, the kabupaten
program has become essentially a naticnwide district level public
works activity principally done under contract and directed toward
larger infreaatpucture, The village subsidy nrogram is also national
in scope; all villages ia tha country received the subsidv. Projects
are diverse but they shara in common the characteristics of being
centered upon nceds of the village and relying on donated labor.

The COI, recognizing the anomalies in the successes of
PELITA I, has determined for PELITA II to work for the redress of
lnequities in rural incomee and opportunity. - Increase in agricultural
production itself continues to be cssential for Indonesia, but under
PELITA II there is now paired with this objective the critical aim
of improvemert in standards of living of the poorest of Indonesia's
rural people. The project to be financed by this loan represents a
commitment by the GOI to the principle that national development cannot
succeed unless the poorest also share.

D. Place of Project in the U,S. Program

United States assistance to Indonesia is increasingly concerned
with the need to assist rural familiecs to produce and earn more.
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To meet this need, AID is now working with the GOI to develop
projects in the ficlds of rural health; irrigation, provineial
road betterment and river basin development, all projects which
have their reincipal benefits in the improvement of the conditions
of life of rural people. This project has the same objective. -
Through carrying out rehabilitation and expansion of rural infra-
structure, offering rural employment opportunity and providing a
base for increased agricultural production, this project is an
essential clement in any United States effort to assist the GOI
in 1ito objective to improve rural standards of 1ife.
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II. BORROWER AND EXECUTING AGENCY

A, General Organization

The Borrower is the Government of Indonesia (GOI) acting
through the National Development Planning Agency (BAPPENAS). The
agency responsible for execution of the project is the Directorate
General for Manpower DNevelopment and Utilization (MDU) of the
Indonesian Department of Manpower, Transmigration and Cooperatives
(DMP) .

The menpower responsibilities of DMP correspond generally
to those exercised by departments of labor in other governments.
The Department for example is responsible for supervision of labor
unions, enforcement of laws respecting conditions of work, maintenance
of unemployment registers, manpower development and training,
formulation of policy with respect to labor matters, etc. See
organizational chart for DMP at Annex II. The responsibility of
DMP for this project derives specifically from the Department's
manpower ‘development and training duty to provide generally for
the necessary skills base for increasing national productivity.

DMP functions throughout the country at the two principal
government administrative levels, the province and kabupaten, but
also works through its own area (resort) offices which to scme degree
parallel the internal administrative government levels. Most resort
offices for instance are located in the capital towns of major
kabupaten. DMP reaches further through sub-resort offices which
raport directly to the DMP area offices. The effect of this parallel
organization is to permit DMP a degree of independence and flexibilitv
in discharge of its functions which it might not have were the DMP
representatives simply one more Department of Interior office under
the authority of the provincial governors or bupati (heads of the
kabupaten).

DMP nonetheless works with the existing structure 'of internal
government in Indonesia and will be doing so in the case of this
project. Essenfrially this means working through the apparatus of
the Department of Interior and with the technical departments such
as Health, Agriculture and Public Works. Indonesia internally is
divided into 26 provinces and special regions. Each of these provinces
is headed by a governor appointed by the President and administratively
responsible to the Minister of Interior. Each province is in turn
divided into kabupaten, and as noted above there are 281 of these.
Finally the kabupaten are composed of numbers of kecamatan or sub-
districts. This is the level at which this project will be executed.



The major technical departments of government -- Public Yorks,
Agriculture and Hlealth.-- are represented at the province and
kabupaten. At both levels the representatives of the technical
departments ave responsible for administrative and operational
matters to the local head of goverrment, the governor or bupati,
and to their own department for technical guidance and support.
See provincial and kabupaten organization-charts at Annex IIT.

B. Kecamatan Government

The kecamatan is the level at which this project will be
executed. There are over 3,000 kecamatan in the country, and
except for the village, which is often in the rural areas indeterminate
in extent and population, the kecamatan is the lowest reach of direct
internal government. Kecamatan are fairly uniform in total population,
with 40,000 being typical.

The camat or sub-district head is appointed and holds his
office from the Department of Interior. He reports directly to
the bupati or head of the kabupaten. The responsibility of the
camat is principally to provide for the maintenance of order and .
harmony within his area. This is in part a policing function and
police are in fact assigned to the kecamatan, but in the Indonesian
context it also represents a responsibility for composing differences
and ensuring a balance of responsibilities and benefits among, villages.

To these responsibilities in recent years have been added
the special concerns for economic and social development., So far
Showever these tend to be rosponsibilitics on paper rather than in
fact. Offlces are actually authorized at the kecamatan level for
auch activities as comrunity development, community guidance, people's
welfare and economic affairs but more often than not these are either
not filled at all or are occupied by the camat himself or by his
deputy. See organization chart at Annex III. More often than not
the government at kecamatan level includes simply the camat, the
deputy, a clerk and perhaps one other official charged with general
and undefined duties with respect to community development. To
this 18 added a small police unit which has no bearing upon the
administrative capacity of the kecamatan.

In determining to establish the focus of project activity
and execution at the kecamatan level, DMP recognized that this
level offers the twin advantages of being close enough to the
villages to have immediate contact with their concerms and welfare
but ablc to reach broadly enough to support projects with impact
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covering more than single villages. DMP however recognized the
administrative limitations restricting the capacity of the kecamatan
government. Accordingly as discussed in Section II.C. below, former
BUTSI (domestic voluntary service) volunteers are being assigned

in the initial year to each of the 100 participating kecamatan.

BUTSI volunteers are all university graduates, are given
initial training in practi¢al community development work, and are
then assigned for two vears to rural villages throughout Indonesia.
They live and work at the village level., They work with the village
leaders and the village community itself in helping to identify
priority needs of the village, determine the requirements for
formulation of activities or projects to meet these needs, and
organize tha village people to work on these activities. - The two-

- year assignment represents a practical and basic rural community
developrent experlence with strong emphasis on ability to work

with rural people and in implementing technically simple rural projects.
For this project the former volunteers will assist the camat in
developing overall priorities for the kecamatan; they will also

act as a source of technical agsistance and advice to the camat in
sub-project selection and supervision of implementation.

The camat will also call upon the advice and guidance of
principal members of each of the concerned communities. This
exchange or dialogue will tgke place at the point of project selection
but should continue throughout implementation. The camat In addition
can expect to receive guidance on specific problems.from the technical
offices at the kabupaten level., Immediate supervision of preject
work however Ja the responsibility of the camat, but the former
BUTSI volunteer in expected to play a principal role in performing
this task and will work with both the kecamatan staff and with the
villages concerned. Finally, both the camat and former volunteer
will be able to draw upon the support and assistance“cf- the DMP
resort or erea officer,

The project will at the outset be carried out in only 100
of the more than 3,000 kecamatan in the country. (See listing
and map at Annex IV,) Through assignment of the former BUTSI
volunteer, the direct assistance of the DMP arez office, and the
availability of at least limited technical guidance at the kabupaten,
these selected kecamatan should have the capacity to participate
effectively in the project.

C. Capability of Executing Agency

The Directorate General MDU will be responsible within DiP
for carrying out this project. MDU is not only assigned responsibility
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to address the issues involved in assistance to rural manpower but
is particulerly equipped through the immediate experience. of the
past five years to work with this project.

The Directorate General MDU has been the principal executing
agency for the Food-for-Work program. As discussed above this program
was formally {aitlated in 1969 following three years of experimentation
with the use of food as wages. MDU mobilized and directed a prosram
which applied an initial annual total of 15,000 metric tons ¢
of PL 480 Title 1T commodities, and by 1972 AID had doubled its
contribution to 20,000 MT. As shown in the Food-for-Work tables
at Annex I, the program achieved appreciable success in applving
the underemployed rural labor force to work with limited but basic
rural maintenance and reconstruction needs. On the GOI side however
the program also demonstrated that there exist both the technical
skill and sense of priorities from MDU down to the local level capable
of planning and carrying out the tyres of projects that a labor-
intensive works program can support. Food-for-Work both in terms
of its objectives -- to reach the poorest of the rural areas —- and
in terms of the use of the capabilities and resources of DIP is
the immediat~ predecessor to this project.

MDU was responsible for selection of sub-projects, supervision
of work underway, and improvement of the program. MDU also had to
contend particularly with the difficulties of timely movement of bulk
commodities tc repions throughout Indonesia. In 1972 MDU instituted
a cash wage supplemant as part of the Food-for-Work program and while
this amounted to only 35 rupiah per man-day it provided the Directorate
with experience in working with both commodities and cash to meet
project requirements. Although the Food~for-Work program was implemented
at the kabupaten level, not the kecamatan, it provided MDU with
five years of practical and hard won experience from the national
to the local level in administering a program essentially with the
same objectives and operational criteria as this present project.

MDU has also the unique experience of working in the most
remote and often poorest rural areas through the Indonesian domestic
voluntary service or BUTSI Program. This program was initiated in
1971 on an experimental basis with the twin objectives of giving
a worthwhile outlet for vouthful motivation and to provide needed
assistance to poor rural areas. The Directorate General MDU has
been responsible [or carrying out this program from its inception
and this has Included recruitment and traininy of volunteers as well
as supervision and assistance to them in the field. As of this moment
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. there are 500 active volunteers serving throughout Indonesia. Ilore
important in its immediate ipplications for this project however is
the availability of some 550 former BUTSI volunteers. As noted in
Section II.B. above, approximately 100 of these have been recruited
by MDU to return once again to the poorest of rural areas and will
be assigned to each of the participating kecamatans under this
project to work with the camat. Each former volunteer will report
to the DMP resort officer so that DMP (and MDU) will have direct
access to the implementing level in the field.

The principal purpose of placing project execution at a
-basic rural level is to secure local participation and closer
1d60tificatiﬂn With local needﬂ In SubproJect Lerms this will mean
‘that activitiozs are not built or carried out to normal standaxds or
the Central (Government Ministry of Public Works; it is

sufficient that they basically do the job intended, are safe, and

do not harm the surroundings. (In the latter connection, see
environmentzal statement at Annex V.) To ensure these basic
requirements are met, however, all sub-projects must involve some
degree of technical contribution, either in terms of design,
agricultural feasibility, health considerations, etc. This will

be accomplished through the representative offices of the technical
departments (Public Works, Health, Agriculture) at the kabupaten

and province. For each sub-project there will be review and approval
by the offices concernad at koth these levels, and guidance will be
available for specific technical requirements. Design of sub-projects
will be carried out where necessary by the kabupaten public works
office. Sub-projccts having health implications will be reviewed

by the Department of Health representative at the same level. Agri-
cultural input will be provided by the kabupaten agricultural office,
the representative agency of the Department of Agriculture.

'Finally, undar the terms of this project the Directorate
General MDU will be able to call upon the services of two
advisors financed by this loan for a period of up to three years each.
Each of these advisors will work with MDY from the central level at
Jakarta down to the kecamatan. While involvement with specific
sub-projects will necessarily be limited, they will be of considerable
assistance to MDU in discharge of its overall responsibilities,
See Section III.C. for discussion of advisors' duties.

In summary, the Directorate General DU has in organization,
personnel, availability of assistance and basic experience the capability
to carry out this project effectively. '
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The USAID Director has certified in accordance with Section
611(e) of the Foreign Assistance Act to the capability of the GOT:
to carry out this project. See Annex VI,
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IIT. PROJECT ANALYSIS

A. Concepts

This project is in concept a clearly differentiated effort
on the part of the GOI to address the special problems posed by the
poorest rural areas. Consideration had bpeen given to the advisability
of combining the project with either the kabupaten works or village
subsidy progcam, but the decision was taken not to attempt either
combination. Both the other programs are national in scope, both
are materials-concerned and both rely either on contract or volunteer
labor.

This project on the other hand by the very nature of the
special problem it seeks to address must be locally labor-intensive
with a wage paid for work done. It must be able to encompass
activities beyond the boundaries of the village yet of less than
total kabupaten scope; broad enough to be concerned simply and
directly to support of local activities of basic productive viability.
The project nust be flexible so that areas can be included or dropped
as progress indicates but must be able to respond to and stress the
special labor-intensive requirements involved in working effectively
with the poorest areas. Any attempt to cdmbine the project with
either of the other two programs or gimilarly an effort simply to
expand the project nationwide would vitiate its basic purposes and
eventually qualify it as no more than one additional rural development
activity. To be effective it must be more than that.

In accord with the objectives of the project, activities
financed will not only therefore provide immediate employment, but
will support developmental improvement so that the base for productive
agricultural activity is raised. In concept this should mean that
as sub-projeczs are completed participating kecamatan reach a point
where project activity is no longer a necessary support and project
efforts can be relocated to other areas of need.

Starting with the base developed through the Food-for-tork
program, the project is to be initiated in 100 of the poorest
kecamatan in the country. The Directorate General DU is now
working in each of the first 100 kecamatan to review selection
of sub-projects and determine the composition of the project for
the first year. LExpansion of the project through the five years
of PELITA II is scheduled to take place at a rate reflecting growth
in implementation capacity from the DMP level at Jakarta down to the -
kecamatan. Each year will build upon the experience of the previous
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year with improvement / procedures, refinement of criteria, etc.
According to present estimate the phased expansion for the project
through the term of PELITA II, an estimate which reilects the
requirements above, appears as follows:

(First Year 100 Kecamatan)

Second " 150 "
Third " 200 "
Fourth " 300 "
(Fifth " 00 0" )L/

As indicated above, as sub-projects are successfully completed and
productive growth or development achieved in a given kecamatan,
project activity will relocate to other areas. Accordingly those
kecematan included in the figure for one year, may or may not be
part of the total for a following year. The ultimate success of
the project in meeting its objectives in a given kecamatan will be
the determining factor.

B. Operational Criteria

1. Kecamatan Selection

In accordance with the basic project objectives, the
primary criterion adopted for selection of participating kecamatan
is per capita agricultural production. Rural unemployment surveys
may also be used on a limited basis, principally ‘to confirm
selections or further define the poverty factors. Teliance on
per capita production has two immediate points in its favor. First
of these of courge i3 the direct relationship of local productivity
as a clear indicator of rural poverty to the basic purpose of the
project in increasing productive capacity. Second is the relative
absence of cther reliable data for the poorer rural areas; agri-
cultural production therefore may in many cases be the only indicator
at all,

Surveys for project first-year selection have already
been carried out throughout Indonesia by the Directorate General
MDU and the initial 100 participating kecamatans selected. See
listing and map at Annex IV.

sub-
1/ This loan will assist in financing/projects for the second,

third and fourth years.
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2, Sub-Project Selection

1n selecting sub-projects the camst will call upon
the advice of the leaders of each of the concerned cormunities with
the view to identifying the desires of the people themsclves, A
basic agssumption from the outset is that sub-projects will reflect
the priorities ond needs of the people at the rural level, The
fact however that the leaders of a kecamatan express themselver in
favor of a sub-project is not determinative, For obvious reasons,
sub-projects must be subject to review and judgment on the basis of
other relevant standards,

First of these 18 the basic requirement that sub-
projects when completed will reflect a substantive imjprovement in
the basic capacity of the area for productive developument and agril-
cultural activity; that standards of local life and levels c¢f income
consequently can be expected to lwprove as a result of comoletion
of the activity. TIreference will be given to sub-proiects with
potential for long-term employment opportunity from maintenance or
services asscciated with completion of the sub-projeci. WNon-
productive activities such as building of mosques or churches,
construction of play-grounds or other recreational facilities, etc,
will not be eligible for financing under the project.

Second, projects must be labor-intensive in order that
the other prircipal objective of the project be met and as many
people as possible given an inmediate opportunity for work, As
part of this requirement sub-projects are expected to expend between
70 and 80 percent of budgeted funds for payment of wages. This mouey
is intended to be earncd and used at a local rural level by tle
people who do the work, Materials procurement and transport, there-
fore, which do not involve labor and mean expenditure of funds in
the larger towne, will generally be limited to not more than 20 to
30 percent of sub-project budgets,

Third, all sub-projects wust conform to and be consistent
with the overall development plans prepared by the kabupaten and
province, This will be a criterfon in review by both these levels
of govermment before approval is given, Accordingly sub-projects
which are finally included in the kabupaten and province-approved
schedule for the year, and then forwarded to R{P/Jakarta, will in .
effect have been incorporated into che overall plans of both of these
principal internal government authorities, Not all kabupaten have
plans, as such, but development priorities are given recognition,
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Fourth, sub-projects mast conform in size and scope
to the need for work and availability of labor within reasonable
‘distance [rom the sub-project site, Normally sub-project activity
will take place close to the homes and villages of the people who
will benefit from the result of the activity as well -as from the
opportunity for immediate employment. Sub-projects will also
normally be capable of completion within a relativelv short period
of time, such as three to six months. This is particularly necessary
so that wor't will not interfere or compete with the requirement for
labor during nlanting and harvest. See subparagraph S below,

3. Sub-Project Approval

Once selection of sub-projects has been made at the
kecamatan the application including implementation and preliminary
budget schedules will be forwarded to the kabupaten for review.

As noted above, review will include determination by the planning
officer or bupati of consistency with the kabupaten overall development
priorities as well as confirmation of need for the specific project.
Once the kabupaten has ‘ndicated approval, the kabupaten
public works office will provide necessary design, quantities,
. confirmation or material costs, etc. The completed sub-project
application will then be forwarded to the province. Approval by
the planning office at this level will include review of the same
factors touched upon by the kabupaten and particular province
concerns will be addressed in context of the province develépment
plan., In general it is expected that once a sub-project has gone
through the selection process and review at the kabupaten, approval
by the province should not present difficulties.

Finally, cach of the participatirz provinces will
compile and forward to DMP/Jakarta all applications and supporting
documentation for all sub-projects to be carried out in the province.
DMP/Jakarta review will c&ll upon the Department of Agriculture and
the directorates of the Department of Public Works -for technical
advice as appropriate during the DMP review of the sub-projects.

Once NMP/Jakarta has approved the sub-projects, this is communicated
to the province.

In view of timinz of the GOI fiscal vear which begins
1 April, preliminary project approval by DMP/Jakarta must be complete
by the end of August of the preceding year. The budget is then
submitted in September and finally approved in January. This means
that selection, review and approval from the kecamatan through the
province level must take place essentially during the first eipht
months of the year. '
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4. Technical Considerations

As discussed above under Section II.C. all sub-projects
must involve some depree of technical contribution. Irrigation works
for example must include judgments with respect to engineering
requirements involved in construction or rehabilitation of the
facility. It will be important for example to avold damage to
the surrounding areas. Care must be taken not to flood adjoining
property by interfering with normel drainage, to deprive adjacent
property of water or to restrict access by constructing ditches
without culverts, etc. Similarly, road improvement or small bridge
construction involve basic technical questions which have to be
addressed at the outset of the activity. Agricultural questions
will arise in connection with erosion prevention activities and

other land and crop related sub-projects.

These technical requirements will be considered during
the initial approval stage by the technical offices at the kabupaten,
with each activity examined by the kabupaten offices in terms of
the separate responsibilities of each. The agricultural representative
for example 1s expected to review sub-projects in terms of soil
characteristics, use of fertilizer, spacing of seedlings, etc., and
the public works office will address specific engineering requirements.

The kabupaten public works gections responsible for irrigation

and roads will generally apply no more than the standards
normally used in that area for similar works at the rural level. 1/
This will be & lesser design standard than applied by the ‘
central Department of Public Works in nationsl projects, but it
ghould be adequate in terms of the requirements of the sub-projects
to be carried out under this project.

With respect to the question of capacity at the kabupaten
level, there is no question that the technical facilities of public
works and other offices at the kabupaten are primarily engaged on
activities for their own departments as well as for the kabupaten
programs (e.g., kabupatea works program). Nonetheless the limited
additional requirements imposed by this project should aot tax
these facilities beyond reasonable bounds. Evidence of this is
alrcady available in context of the Food-for-Work program which has -
also relied upon the assizizuee of these technical offices.

1/ Irrigation and drainage on the one hand and roads, bridges ("public
works") etc. on the other come under directorates of the Department
of Public Works. At the province and kabupaten however they are
separate vffices. See Annex 1II. : '
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In this connection there has been discussion of a

~possible loen by the International Bank for Reconstruction and

Development (IBRD) to the GOI providing assistance to the kabupaten
public works program. The loan amount is still-not fixed but would
be in the acea of $6.0 million and. would be earmarked for technical
assistance and training of kabupaten level public works officers.
Should this proposal go ahead, it should benefit all public works
type activities at the kabupaten level, including this project,
through the additional training, experience and personnel which the
IBRD loan would support or assist in providing. As noted above,
however, if the IBRD loan does not materialize this project is not
expected to experience difficulty in securing necessary technical
assistance at the kabupaten.

5. MWage Rates

Wages will be paid at the prevailing rate in each
participating kecamatan. Two considerations are involved in this
decision. The first of ".these is simple equity; that a person
should be pald equally with others for the same type of work
regardless of his own personal income difficulties. In terms of
image of the project with the local people as well as their morale,
DMP is concerned to avoid any implication that by participation in
this project rural people are stigmatized or marked as less than
equal in their own community. Since in virtually every case project
activity will focus upon kecamatan where there is significant
underemployment, there is in any event little.risk of competing
in the labor market. Alternatively, where there are more who need
employment than can be absorbed by a sub-project at any.one time,

the working force will be rotated within the community.

. The second consideration involves timing of sub-project
implementation. As noted above, most projects should be capable of
completion within a relatively short space of time -- three to six
months. Implementation will a5 often as possible be scheduled to
begin at a point where work will not overlap with the planting or
harvest seasons. The scheduling of sub-project implementation should
mean therefore that payment of the prevailing wages in any case would
not interfere with planting or harvest. Sub-project implementation
may overlap planting or harvest in those kecamatan where even during
those periods there remain large numbers of landless unemployed unable
to secure work even at these peak farming times - the labor for these
sub-projects would obviously not conflict.
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6. Operation and Maintenance

Effective operation and maintenance of completed projucts
of all kinds is a principal problem in Indonesia, DMP proposes in
the case of this project to obtain with each sub-project application
‘the undertaking of the recamatan end kabupatan to provide people and funds as
necessary to ensure effective operation and maintenance. The DMP
quarterly reports to AID will include in addition to certification
of completed sub-projects, certification that such undertaking has
been given. From the technical point of view the assistance of the
kabupaten public works office will be avgilable for guidance on
maintenance; and from the point of view of labor the Indonesian tradition
of mutual seif-help means that voluntcer labor should be available,
In addition, beginning in the next fiscal year the GOI is doublinn
the specific allocations of funds pald by the central government to
the kabupaten for operation and maintenance of rural infrastructure:

There is no way however to guarantee that ten years
hence small area projects will in fact be properly maintained, that
funds required for materials purchase will be made available or
people really ove willing to work, In a most basic sense reliance
. must be placed upon the value of the sub-project to the people whom it
benefits, and experience in the village subaidy program has shown
that in fact this is the only effective guarantee. This in effect
puts the problem squarely at the point of selection and emphasizes
the requirement that the desircs of the people be reflected in
selection of the sub-projects.

C. Review and Evaluation

Review and evaluation of sub-project implementation is
essential to success of the project. At the most immediate level,
the kecamatan, the former BUTSI volunteer in conjunction with the
camat will provide a report or evaluatioen quarterly which will record
progress of 'implementation, problems and steps taken to resolve the
problems. These reports will be forwarded to DMP/Jakarta via the
DMP areca or rasort officer. Reports from the former BUTSI volunteer
will be a main input to the quarterly reports provided by DMP/Jakarta
to AID covering project implementation, including certification of
sub-projects completed,

Kabupaten public works and other technical department
officers are expected to provide any necessary overall monitoring
of sub-project implementation in addition to their responsibility
for providing specific technical advice. The kabupaten will report
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on progress, accomplishuients and sub-projects completed only in conlcxt
of implementiig overall kabupaten development activities. ‘his will
however provide a scparate review and evaluation of sub-project activity
and results. The report and evaluating function of the province will
also be limited to review of the sub-projects in terms of the province
overall plan. In carrying out this responsibility, teams composed of
representatives at the provineial level of public works and the other
technical department: will review and inspect projects on the spot.
throughout the province during the course of each year. The activities
carried out under this project will also be subject to such inspection.

As discussed above, two expatriate technical advisors wilil ve
financed under the loan. Their principal role is to advise, assist and
work with the OMP and lower levels of govermment charged with responsi-
bility for the program, The success of the program will ultimately
rest on the ability of these GOI institutions to carry out these imple-
mentation responsibilities. The objective of the assistance is to
improve the institutional ability of these involved GOI agencies to
carry out each of the project steps.

These advisors will work directly under contract with the TMP.
They will be located in Jakarta working on the full range of responsi-
bilities which are to be exercised by DMP/Jakarta. These include the
selection of kecamatans to be involved, the review and selection of
sub-project applications, preparation of budget documents, review of
technical requircments, monitoring project progress and the certifica-
tion procedure. The advisors will also spend considerable time in the
kecamaten level to assist where problems arise and review general
progress of sub-project activity. Work at the field level will provide
the experience to advise on what steps may be required for -improvement
of project implementation. The advisors will provide monthly reports
to DMP/Jakarta on progress of the project and problems, with their
recommendation and evaluation. These reports will be available to AID.

As well as managerial skills needed for the above tasks, the
advisors will require a technical background, preferably an engineering
degree with experience on rural works or community development type
projects. This will enable them to provide needed technical advise on
these essentially small construction type projects.

Evalustion of the social and economic impac: of the projecs

1s an important aspect in order to determine-its success and whether or
how such projects should be continued. This requires sufficient base-
line data at the commencement of sub-projects and follow on evaluation

of effects. While an independent evaluation, perhaps by an Indonesian
university, was discussed witn the GOI, it has determined on a policy
basis that field evaluation in rural ereas, by universities or non-
government entities not concerned or directly charged with responsibility
for rural administration, not be included in thigs project. However, the
GOI supports the reed for an accurate evaluation in order to measure the
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project impact. It is proposing an intra-government "research and
development" team including the planning ministry (Rappenas), hMP,
Finance and Interior. This team will compile baseline data, revicw
sub-project rc¢sults and assess the impact. They will be aided by the
former BUTSI volunteers in selected kecamantans. Assistance in the
evaluation can also be provided by kabupaten personnel familiar with
the specific sub-project areas and the two technical advisors funded
under the loan,

In general, therefore, a fairly comprehensive evaluation
should be possible through the media of the sources discussed above:
from the intra-government team, the former BUTSI volunteer, the DMP
area officer, the kabupaten and the two advisors.

In addition however AID and DMP/Jakarta will jointly carry
out an evaluation durinz the course of each GOI fiscal year on
mutually egreed-upon schedules. Representatives of both DMP/Jakarta
and AID will perform formal reviews of a rendom stratified sample
(e proximately ten percent) of sub-projects being carried out during
the year. The purpose of this inspection will be to: (1) evaluate
sub-projects in terms of their success in meeting original objectives;
(2) review management procedures, supervision, menitoring, payment,
etc., to detect shortcomings, slippages or areas where improvements
can be made; (3) determine extent to which completed sub-projects are
in accord with technical specifications; (4) provide the basis for
effecting required changes in rroject implementation procedures, v
including selecction criterie, timetables, management techniques, etc.;
and finally (5) aporeise the impact of the sub-projects on the
community. This joint evaluation will be a major policy review and
will be a principal factor in establishing the guidelines for the

succeeding fiscal year,

Without attempting to overburden the project with excessive ..
reporting requirements or evaluations, the procedures discussed above
provide & reasonable basis for adequate project monitoring and
eveluation of overall project results both on an immediate and
continuing basis. '



IV, LVINANCIAL.ANALYSIS

A, Alternative Sourcea of Financing

This project is part of the U.S. Government contribution to
the IGGI non-focd assistance for Indonesia through GOI fiscal year
1974/75. The GOI has specifically requested AID assistance for this
project A number of donors are
engaged in ascistance to the Indonesian agricultural sector, either
directly through specifically crop-related programs or through aid for
reconstruction and improvement of rural infrastructure, Donors in the
agricultural sector include both the international agencies - the IBRD,
Asian Development Bank and United Nations Food and Agriculture
Organization - and a range of individual countries - the Federal Republic .
of Germany, The Netherlands, Japan, the United Kingdom, Canada, France,
Australia, New Zealand and Belgiua, The IBRD is also currently interested
in a program for rural road betterment as well as in a loan to assist the
kabupaten works program (see Section III, B, 4 above), Other donors are
expected to contribute within the overall IGGI levels to additional
projects in agriculture,

With respect to the major purpose of increasing basic rural
and agricultural production the project to be financed by this loan is
included within the agricultural sector. The focus of the project
however on poorer areas and the aim of providing immediate rural employ-
ment set this project apart, In view of the speclfic experience of
AID with Food-for-Work as the predecessor to this project, other donors
ere not expectad to provide sssistance to similar projects, Acccrdingly
altorngtive finsncing is not available from other donors, and. Exim Bank
haus expressed no intersat in financing this project.

B, Financial Requircmant - Project Costs

Total project cost 15 estimated at $20.0 million including the
$6.8 million provided by this loan ard $13.2 million equivalent in rupiah
from the GOI budget. The loan amount includes approximately $300,000
to cover the cost of the two expatriate technical advisors for the project;
each will be essigned for a period of approximately three years, The

. funds for these advisors wili be expended in foreign exchange for salaries,
allowances, vohicles and intornational travel; local support costs will

be met by the GOX, The $6.5 mfllion balance of the loan will be converted
to rupiah and expended by way of reimbursement to the GOI for project cocts
already incurred, Apart from the expatriate teéhnical'advisors, there
will be no requirement for foreign exchange as such and no AID funds will
be earmarked for such purpose, Approximately 60 to 70 percent of overall



project costs will be for payment of labor, about six percent for
design and other services by the kabupaten public works offices,
approximately nine percent for DMP administrative costs, and the
balance for procurement of materials and tramsport. As discussed
in Section IIT B,2 above, for the sub-projects themselves, labor
costs are expected to amount to 70-80 percent and materials,
transport, design, etc. to 20-30 percent of the remaining sub-
project allocations.

Table 1

Summnary of Project Costs
(in millions)

GOI FY No. of Kecaxatan GOI AID Total
$ $
1974/75 100 2.6 1/ 2.6
1975/76 150 2.6 1.6™ 4.2
1976/77 200 33 2.0 5.3
1977/78 300 L1 3.2 7.9
13,2 6.8 20.0

1/ includes $0.3 million for technical advisors

C. Arrangement for Provision of Funds

The terms of this loan to the Government of Indonmesia will be
forty yecars with a ten year grace period. Interest during the grace
period will be at tvo percent per year and thereafter at three percent
per year. Principal and interest will be payable in U.S. dollars in
level gemi-annual installments, .

Budget procedures for the project provide that sub-project
gselection will be ccmplete and the proposed budget for each following
fiscal year (beginning 1 April) be compiled by September of the precedirg
year. Final approval and oatszblishment of the budget will take place
by January following revicw by the concerned Central Government Depart-
ments, particularly by the National Davelopment Planning Agency (BAPPENAS),
which is responsible for the development budget, and by the Department
of Finance; The budget will provide for disbursements by fiscal year
quarter in advance according to the expected fmplementation schedule
got forth in tha budget documentation for sub-projects during the fiscal
yoar.

Project funds will be provided by the Department of Finance
via the State Tremsurer's Office at provincial level to local branches
of Bank Rakyat Indonesia (BRI). The BRI local branch will then disburse
funds to the LMP resort officer for payment of labo. and procurement of
materials, Expenditures of funds will be reported both through the
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Department of Firance and DMP channels. The DMP quarterly_ope:ational
reports to AID (see Section III.C above) will also include a report
of such expenditures.

This combined report will include a certification by DMP/Jakarta for
each subproject completion. This certification of conpletion, which
will include certification of the undertaking by the Kecametan and
Kebupaten to provide for naintenance, will be the basis for AID
reimbursement under the proJect. To the extent of such completion, within
sixty days following the end of each quarter of the GOI fiscal year,

AID funds will be converted to rupiah for reimbursement of the completed
subp}ojects. The payment amount will correspond to the AID share based
upon an annual percentage derived from the division of project costs
indicated above in Table 1, Such payment will be made for the actual
cost of those subprojects recorded as completed and so certified in the
quarterly reports which DMP will provide to AID.

Funds for reimbursement by AID will be made available from the beginning

of GOI fiscal year 1975/76 end will essist in financing the project

through fiscal year 1977/78. The GOI has elready provided a total

budget of $2.6 million equivalent for the first fiscal year 19Th4/75.

While reimbursement in a given year is programmed as the vercentage of

AID funds te total projJect costs according to the schedule in Table 1 above,
if the project expands at an accelerated rate, the percentage of AID
funding can be increased up to a total of 50 percent of the project
costs for that year. Thus the drawdown of AID funds could be more rapid
than the presently estimated three year period. If the project moves

at a slover rate than estimated snd all loan funds are not disbursed

a8 the end of three years, considerastion will be given to whether the
proJect waerrants continued support or funds should be deobligated.,

Each quarterly AID reimbursement will require g finding by AID that

the project 1s being carried out satisfactorily in accordsnce with

agreed upon standards. 1In making this determination AID will rely upon
the reports submitted by DMP, the reports and advice of the two

technical edvisors, and upon the annual jJoint AID-DMP evaluation to

the extent the sampling has been completed by the quarter in question.
Should AID determine in any given quarter that the overall progress

of the project is unsatisfactory and that no further AID commitment should
be made until correction has been effected, release



of AID funds will be suspended, Con:inuing failure on the part of the
GOI to correct recognized serious inadequacies may result in AID
terminating assistance to the project. The loan agreement will contain
proviciona covering both these requirements,

D, Impact on U.S. Balance of Payments

Excep: for the techuical advisors, who will be recruited from
the United States, there is no foreign exchange requirement as such
for the project and no AID funds will be carmarked for such purpose,
All other funds provided by the loan will be converted to rupiah and
expended in Indonesia,



V. ECONOMIC AND SOCIAL FACTORS

Eighty-five percent of erployment in Indonesia is in rural areas
and 72 percert of the rural employed are in agriculture, Although
total GDP is estimated to have increased 40 percent in real terms
during PELITA 1, agricultural production grew by only 10 percent --
and two-thirds of that growth appears to have been from the forestry
and estate crop subsectors which account for less than five percent
of total agricultural employment, These statistics as well ag
considerable qualitative information (increases in landiess laborers,
decressed real wages for unskilled rural workers, easier access to
nev technology by larger farmers, etc,) indicate the standard of
1living of a sigaificant portion of the population in rural areas has
deteriorated in recent years, This project is directed toward reversing
that decline by providing irmediate tewporary employement and improving
the production base in the poorest areas.

The provinces initially included in this project are listed in the
following table. Also shown are total population, rural pecpulation,
‘'rural labor force, and agricultural labor force.

‘Table 2

Population and Labor Force Data From the 1971 Census

Province Population (thousands) Rural Labor Force (thousands)
Total %4 Rural Total % Agricultural

North Sumatra 6,623)

West Sumatra 2,793) 82% 4,420 81%

South Sumatra 3,444)

Lampung 2,777)

Heat Jave 21,633 87% 5,627 63%

Central Java 21,877 89% 7,523 637%

East Java 25,527 86% 8,118 75%

Yogyelarta 2,490 84% 906 637%

Fast Nusa Tenggara 2,295) ‘

Weot Nusa Tenggara 2,205) 89% 2,180 80%

Bali 2,120) .

South Sulawesi 5,189 84% 1,220 12%
Total Above 98,973 86% 28,194 75%

All Indonesia 119,232 82% 34,009 127
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The effectiveness or success of the project in achieving its
objectives will to great extent depend upon the types of sub-projects
carried out. Accordingly, the copacity of the project to realize
these ends turns in the first instance on seléction of sub-projects
directed to accomplishing these objectives and to activities which
can in fact be implenented with locally available skills and materials,
Sae Section II1 B,2 cbove for diucuaaion of the spécific criteria for
sub-project selection. :

The expected economic benefits from completed sub-projects as
well as the wmeasure of opportunity for immediate employment were
principal facturs considered in erriving at project mix, which in turn
provided a cost estimite. Accordingly, although the sub-projects to be
carried out during the term of the project have obviously themselves
not been selected, the overall project figures reflect a judgment with
respect to the expected composition of the project once under way.

In terms of results the project has been designed to support sub-
projects initially in 100 of the 2,275 kecamatam in the provinces above,
with gradual expansion to 300 kecematan. The total project budget will
finance approxieately 45 million nan-days of labor and benefit more
than 500,000 rural fumilies. Theae totals are derived in the first
instance from the experience of Focd-for-Work, The immediately preceding
two years (GOI FY 1972/73 and 1973/74) of Food~-for-Work activities were
reviewed in terms of total sub-projects carried out, number of kabupaten
in vwhich Food-for-Work was engaged, man-days of labor involved and total
cost of the program por year., Por those two years the figures indicate
132 sub-projects carried out in the last year end 153 the preceding year;
&nd 62 kebupaten involved the sacond year with 54 for the prior year.
Total wan-dzya of labor for ¢ach of the two years were 10 million for
1573/74 and 15 mi;licw fcr 1972/73., Total project costs for the same
yeare wore 54,1 and $4,9 million equivalent, (Note: The reduction in
the program for GCI FY 1973/74 rcflects a decline in PL 480 assistance.)
See Annex I for Food-for-Hork statistics.

Accordingly, draving upon the experience of Pood-for-Work the
estimate of $2.6 millica for the first year for this project was arrived
at on the busis of enc or two projects of the illustrative type described
at Annex VII for each kecematan, Records for Food-for-Work were kept
by kabupaten, but the (2 involved in the most recent year are estimated
to have incl uded sub-projecta in somewhere clogse to 100 kecamatan., This
was therefore considered a remsonable starting base for this project,
and the $2.6 million or Rp, 1.1 billion amounts to Rp, 10 million for
each kecamatan (as well as an additional Rp, 100 million for overall
project administrative cxpenses),
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Expansion cf the Project each year from 100 to 150, 200 and 300
kecamatun is based upon a judgment derived from the experience of the
past five years as to the adreinistrative capacity of DMP and local
government effectively to implement the new project, and upon
expectation of the number and the type of sub-projects involved and .
total rnan-days of labor available for each sub-project during the
period between planting and karvest, The growth 18 gradual and
reflects for each year the experience of the preceding year,

For the participating provinces, the average rural labor- force
in ezch kecamatan 1s about 11,500, Although no reliable statistics
exist cn unemployment or undorcmployment in Indonesia, it ig generally
estimated that peak seasonal uncaployment in the poorer rural areas
of Indcnesia ranges between 25 and 35 percent in rural areas. Thig
would indicate in the typical kecamatan selected under this project
that during the peak months of unemp loyment sowething on the order of
3,500 people in the labor forco ara without useful work,

Ag discusaed above, the everage budget of Rp, 10 million per
kecamatan in this profect is the smount catimated to be required to
reduce significantly the loecal unemployment problem. With approximately
75 percent of the average keczratan allocation being spent on labor
&nd an average vage rats of Ip, 125 per man-day, this allocation will
provide 60,000 man-days or approximately 2,500 man-months of paid
employment, This could amount to as much as 25 percent of the unemp loyed
labor forca during tha threc-month pesk unemp loyment season,

The kabupaten works progrem also creates short-term emp loyment,
Although this progren exists in cvery kabupaten, as diascussed above,
its employment genexating impact 10 not equally felt in all kecamatan,
However, for illustragive purposea it can be estimated that, for a
Rp, 300 allocation por capita and with 25 percent of the total for
labor, up to approximataly 1,000 ran-months of employment will be created
in tha avsrage kecamrntan wnder the kabupaten . works program,

From the above 1t con ba seen that this project will have a major
impact upon uaderempinyment and hence on the economic well being of a
significant number of peoplie in the poorest kecamatan in Indonesia.

It 18 also clear that this project will have a greater direct beneficial
impact in this regard in the poorest kecamatan than a1, of the other major
GOI progrems currently being implemented, It 18 not possible in advance
of project implementation, however, to assess quantatively the long term
production and employment expansion impact of individual sub-projects,
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Quantitative and qualitative benefit assessment will be one of
the elemente of the ongoing project evaluation process., In general,
qualitative evaluation of previous similar small scale, labor-
intensive, infrastructure projects such as the village subsidy program
shows a significant beneficial economic impact. The requirement that
sub-projects be selected, implemented, operated and maintained by the
last people who will benefit from them is an essential element in
ensuring that this continues to be the case,
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VI, LOAN ADMINISTRATION

A, Timetable for Administration

Loan Authorization May 19Tk
Execute Loan Agreement June 1974
Initiel CPs met September 1974
Technlcal advisors contracted September 1974

First reimbursement payment from the loan September 197%
Reimbyrgsement payments from the loan :

made on a quarterly basis or less

frequently as appropriate for each

of the following years:

1976 and 1977 Annually
Final disbursement ‘September 1978

B. Terminal Dates for Cenditions Precedent, Disbursement
Authorlzations and Disburgsements

1. Conditions precedent to initial disbursement will be met
within three mouths of signing the loan agreement,

2, The terminzl date for requests for new disbursing
authorizations will be 30 March 1978 corresponding to the end of the
third and final GOI fiseal . year included under this loan; this is
estimated to be approximately forty-six months after the date of
signing the loan agreement,

. 3. The torminal date for disbursement is
30 September 1978 or six rmonths after the terminal date for request
for new disbursing authorizations, This should permit sufficient time
for final disbursements and accounting, and is expected to bhe
approxinately fifty-two months after the date of signing the loan
agreement, '

C. Conditions Precedent to Initial Disbursement

1. Opinion of the Indonesian Minister of Justice or other
.legal counsel satlsfactory to AID that the loen agreement has been duly
authoriced or ratifiad by and executed on behalf of the Borrower and
i8 a valld and legally binding obligation in accordance with its terms.

2, Nanmee of the persons who will act as representatives of
the Borrower together with evidence of their authority -and specimen
signature of each..



3. Detailed criteria for selection of sub-projects
including evaluation or indication of value to be accorded’ economic
and other relevant factors such as Iabor-intensity.

4, Contracting of at least one and if possible two
expatriate technicol advisors, sald contracts to be in accordance
with AID requirements,

‘ 5. Assurance of the establishment of (a) a budgetary
allocation for the project for the first fiscal year in which loan
funds will be required and (b) an approved payment authorization in
the amount required for the first three months of project operatioms,

D, Conditions Precedent to Each Additional Disbursement

1. Assurance of the eatablishment of (a) a budgetary
allocation for the project for each succeeding fiscal year in which
loan funds will be required reflecting an increase over the preceding
year budget at a rate agreed upon by AID and (b) an approved payment
authorizatien in the amount reguired for the first thiee months of
project operations for that fiscal year,

2, Certification by the Borrower of the successful completion
including the undertaking by the kecamatan to provide for maintenance,
of each sub-project for which loan funds will be applied as reimbursemc
for sub-project coets.

3, Determination by AID that the overall project is being
carried cut satisfactorily in accordance with agreed upon standards
and criteria.

E, Borrower Covenppts

1. Make sveilable to.the executing agency on:a timely basis
any Indoncsisn currcacy necessary for implementation and completion of
the project 2nd any scroign exchange or Indonesian currency necessary
to complete the projact 1f the loan proceeds are not sufficient,

2, Asaist the executing agency to carry out the project or
cause the project to te carried out with dus diligence and efficiency
and in conforuity with sound technical, financial, administrative aad
management practices, and any plans, schedules and other arrangements
together with all modifications therein approved by AID,



3. Carry out during the term of the project at times
to be agreed upon during the course of each year a joint review
vith AID of a random stratified sample amounting to approximately
ten percent of sub-projects being carried out during said year,

) 4, Enoure that an effective program of maintenance and
repair,including necessary funding therefor, is provided for all
completed sub-projects in order to assist in achievement of the
purposes of the.project, ' ‘ :



«33-

VII. INDONESYA'S ECONOMIC PERFORMANCE AND DEBT SERVICE PROJECTIONS

A, General Economic Developments

The growth rate of Yndonesia's population between 1961 and 1971
was close to 2,1% per annum, The current rate of growth is thought to/b%
about 2,6%, Although estimates of GDP are not very reliable because the
quality of data in Indonesia is exceptionally poor, the prevailing opinion
is that GDP growth in 1973 was about 7%, which implies per capita GDP
growth around &,5%.

Probably the most significant economic  development in 1973 was
the increase in the f.o.b. price of oil from $2,93/barrel at the beginning
of the year to $10.80/barrel at the end, This, coupled with production
increases should lead to a gross value of crude oil production in 1974/75
of about $6 billion (vs, $2 billion 1973). ’

After several years of impressive gains in rice production in
the early years of the First FivewYear Plan, Indonesia experienced a set-
back in 1972-73. Rice production declined 3%, in contrast to a planned
increase of 5%, This was the first year in the current FivewYear Plan in
which rice production failed to meet the target figure, The shortfall
was due In part to bad weather, Support prices for rice, which fell rela~
tive to other farm prices over a three~year period, are also believed to
heve been too- low to make yield-increasing investments attractive for
farmers,

Compounding the production shortfall, the government switched
to a new system of domestic procurement of rice just before the prineipal
harvest in April 1973, Village=level cooperative units were formed through=
out the country as procurement intermediaries., Because they were not proe
perly prepared for the role, they were not effective and domestic procure=
ment of rice fell far below the target. Counterproductive government pro=
curement measures weve adopted which accelerated the price increases, The
governmant eventually imported large quantities of rice at high prices.,
Imports of rice in the 1973/74 fiscal year are estimated at 1,7 million
tons valued at 35500 million, compared with 1,0 million tons valued at
$166 million during the previous year, Imports of wheat were estimated
to be an additional $100 million,

Aside from rice, corn production in 1972 was down 127, cassava
down 6%. Rubber, palm oil, sugar and copra registered modest Increases,
Fish production rose slightly (by 1%) and timber production rose sharply
(by 28%).
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The effects of four years of rehabilitation of production faci-
lities and physical infrastructure have been reflected in the rapid growth
of industrial production. The IBRD estimates overall industrial growth to
have exceeded 15% per year in the period 1968-1971, Industrial growth
slackened to 9% In 1972, Since the industrial sector is so small to begin
with (9% of GDP in 1972), the impact of industrial growth on the overall
economy 1s not very great, Up until now, industrial growth has been con=
centrated in importesubstitution activities, The most impressive gains in
1972 were in textiles (up 167%), cement (up 23%), fertilizer (up 17%), cycle
.and car tires (up 65%), and paper (up 31%)., In the: same pericd, Indonesia
began producing sheet glass, steel cable, and a variety of other products
which previously had been entirely imported, The potential of manufactur=
ing for export was recognized by the government and it began to promote
the establishment of plants to assemble micro-circuits and other electronic
components, :

The current rate of investment for tire Indonesian economy 1is
estimated by the IBRD at 20-25% of GNP, Both foreign and domestic investw
ment are growing rapidly, Until recently total investment financing came
from a lower proportion of domestic savings and a higher proportion of
foreign finanring (government aid as well as private investment) than was
appropriate for self=sustalning growth., - With the recent increase in export
earnings a much higher proportion of investment will be financed from
domestic savings,

During the past year, the government also adopted a number of
important measures designed to promote investment. These included the
rationalization of the structure of import duties, provision of long-term
credit to small entrepreneurs, the estahlishment of the first of several
industrial estates, and the reorganization of the Foreign and Domestic
Investment Boards into a single entity,

B, Fiscal and Monetary Policy

The government continues to follow a conservative fiscal policy
based on the principle of a balanced budget, Non=o0il revenues increased
267% in 1972/73, ean cstimated 45% in 1973/74, and are conservatively pro=
jected by the GOI to increase 26% in 1974/75., 01l revenues increased
67% in 1972/73, 74% in 1973/74, and may quadruple in 1974/75. Expendi=~
tures continue to lag behind planned levels, particularly those related
to foreign assistance projects, reflecting the limited capacity of the
bureaucracy to manage rapidly growing programs,
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Interest rates were reduced during 1973, partly because the
banking system was unable to make loans rapidly enough to keep pace with
theé flow of deposits at the higher rates and partly because of a desire -
to reduce the Inflow of foreign shorteterm deposits, One undesirable
consequence of the lowered inte-est rates has been a reduction in the
level of domestic time deposits, The money supply increased 55% and 48%
during the 1972-73 and 1973-74 fiscal years respectively, Combined with
rice shortages, higher import prices and higher demand associated with
population and inceme growth, the result has been the most serious bout
of inflation experienced by the New Order-in five years, From September
1972 to September 1973, the Cost=of~Living Index for Jakarta increased
42%. The weighting and narrow geographic scope of this index tend to
overstate the size of price increases for the nationras a whole, Never-
theless, the effective rate of inflation during the 1973/74 fiscal year
is expected to be on the order of 45% nationwide, One of the most serious
problems now confronting the GOI is the control of inflation,

C, Balance of Payments

The foreign trade sector has been the most buoyant economic
sector during the past yerr, In fiscal year 1972-73, export earnings
grew 417 (to $1.9 billion), led by oil earnings which grew 64% (to $965
million), Other leading exports were timber (up 61%), coffee (up 54%),
tobacco (up 63%), tin ore (up 21%). Higher prices were the principal
factor in these rapid increases, Higher prices also contributed to the
sharply increased value of imports---up 39% during the same year. Food~
stuffs grew more rapidly than eny other category of imports (72% in
calender year 1972), Other rapldly growing imports were chemical pro-
ducts, machinery and cquipment, and metal products, Growing exports
together with large inflows of private capital and forelgn assistance
resulted in an oveiall balance~of=payments surplus of $425 million in
1972.73,

In the 1973/74 fiscal year, the payments balance on goods and
services is expected to be unfavorable in the amount of $812 million
($1,492 without oil), Compaied with the previous year, higher net oil
earnings were more than offset by higher imports-=-especially food im-
ports, Debt service payments of $134 million are an additional negative
element, Partially offsetting the nagative elements, private capital
flows ave expected to increose 13%eweto $531 million---and foreign
assistance flows are expected to jump by 30% to $631 million., The
overall balancew~ofepaymants surplus for the current year comes out
to $229 million, it is cotimated that Indonesian net reserves will
Teach about one billion dollars by the end of March 1974===equivalent
to three months of immorts,
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For 1974/75, USAID projections for the baldnce of payments re-
flect the sharp increases in oil prices and import prices that have oc=-
curred since the IMF/IBRD estimates were prepared in Noventer 1973, As
shown in Annex VIII, the Goods and Services balance is projected to change
to a surplus of $253 million and net foreign exchange reserves probably
increasing by as much as $1,4 billion,

In the face of Indonesia's impressive balance-of-payments per=-
formance, the government's request at the December 1973 IGGI meeting for
$850 million in foreign assistance for the 1974/75 fiscal year appears
somewhat high, The rationale behind a request of this magnitude includes
the following z=lements: (a) Indonesia's rapid accumulation of reserves
is attributable to unforescen developments whose long-term ramifications
have not yet been analyzed; (b) Indonesia remains one of the poorest
countries in the world and the donor nations continue to express a lively
interest in providing assistance to Indonesia; and (c) the IGGI donors
made general commitments of $875 million against last year's request so
that this year's request can be interpreted as a reversal of the trend
toward larger amounts of aid,

Whila the IBRD endorsed the Indonesian request, the Bank pointed
out that the circumstances will require the Indonesians to reassess their
forelgn assistance strategy,

D, Debt Sexvice Capacityl/

1. Foreign Indcbtedness

, Bilateral agreements for the rescheduling of the pre-~July
1966 debts in accordence with the Paris Minute have been signed with all
the participating couacrrics, Agreements with aon~participating creditor
countries have been concluded with Bulgaria, Czechoslovakia, East Germany,

Hungary, Poland, Romania and the U,S.S.R,

According to available data on Indonesia's pre-July 1966
debts, evaluated at exchange rates in effect on June 30, 1973, the total
principal together with rescheduled cortractual interest and moratorium

“Interest accrued prior to January 1, 1970, amounted to $2,162,6 million;
of this total, $750.8 million was owed to the participating creditor
countries, $1,393.4 million was owed to the CMFA countries, mainland
China and Yugoslavia, and $18,4 million was owed to other creditor
countries, Total interest payments, excluding those already rescheduled
and moratorium interest accrued before January 1, 1970, amounted to $289,0
million, With the application of the Bisque clause, annual repayments of

S e—et—

1/ Based on IMF Report SM/73/266, Recent Economic Developments, 11/28/73,
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principal on pre-July 1966 debts would amount to about $40,1 million
during 1973-75; such payments rise to a maximum of $99.8 million during
1992-99, 1In addition to the annual interest payment of about $19 miliion
during the ycars 1985-99, deferred interest will be paid, increasing from
about $2,7 million in 1973 to about $15,6 million in 1992 and declining
thereafter to about $11,3 million iu 1999,

Revised data on Indonesia's non-guaranteed debts outstand-
ing as of December 31, 1972, excluding commitments against which delivery
of goods and scrvices was subsequently cancelled, indicate that, of the
$82,7 million cutstanding on June 30, 1966, $69.9 million had been settled
through the DICS scheme by August 31, 1973, leaving an amount of $14,7
million outstanding on that date,

Total govermment loans contracted from July 1, 1966 through
Decamber 31, 1972 amount to $3,204.6 million. Service payments on these
loans are estimated at about $69,9 million in 1973 and are expected to
increase to abeut $166,1 million in 1982, Available data on other foreign
debts of the public sector (primarily foreign debts of Pertamina), indicate
service payments due in 1973 of $116.0 million. Service payments on these
debts are expected to increase to $215,9 million in 1975 and then decline
to about $37.3 million in 1982,

2, -Debt Service Requirements

As 8 result of the rescheduling of Indonesia's pre~1966
external debt, the ratio of debt service requirements to export earnings
(01l exports being net of oil sector service payments) in 1972 was low=ee
about 8 percent, As a result of the sharp increase in export earnings
the debt service ratio fell to sbout 6 percent in 1973 and is projected
at about the samc level for 1974, Although total debt payments will rise
appreciably throughout the 1970's as grace periods expire on aid received
after 1966 and as medium~term obligetions fall due, the debt burden should
remajin manageable during the decade given export prospects, Taking into
account service payments on rescheduled loans, total service payments on
public sector external debts will adount to $228.4 million in 1973,
$358.4 million in 1975 and $280.7 million by 1982,

With the overall rescheduling of old debts alrcady agreed
upon and the potential for Indonesia's export expansion, the repayment
prospacts for the proposed loan appear reasonable, Our assessment of
Indoneeia's repayment prospects is shared by other IGGI donors,
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FOOD~TORSVORK STATISTICS ANNEX X
PL 480, TITLE IT = 1969 THRU 197k Psge L ef L
PLUOG - Hiober of Sub~roojects  Len XT 68
. Title IT CCG GOoZX Numboy Re= - Irrigatzd/ ’
Nee GOIFY Bulmur Valto Gentributien Mandays et Irri= PRoad forest~ Car. . Read Safeguarded Referestatsd
(4T) ) (%) : Workers gation/ ation  (KM) (KM) (Ha) (8a)
Drainage
le 1969#70 15,000 1,605,000 321,156 7,500,000 755000 1. } 35 600 166 149,437 -
2 1970wTL 15,000 1,480,000 389,674 7,500,000 65,60 R i4 S 1,040 2,250 192,434 1,k00
3¢ YT1-72 30,000 '3,075,009 671,L62 15,000,000 305,412 103 48 9 1,584 € 1,132,218 2,073
Lo 1972-73 30,000 2,970,000 1,918,468 15,000,000 160,000 113 26 12 1,358 700 943,000 7,027
*Se 19737k ° 20,000 2,320,000 1,798,561 10,000,000 72,962 103 17 12 1,322 573 196,003 2,303
Total: 130,c00 11,650,000 5,102,318 55,000,C00 678,373 383 106 7% 5,503 h:31° 2,913,052 12,803
SOURCE: Indonesian Department of Manpower,

Transmigration and Cooperatives
and USAID
Jakarta, March 1974
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Page 2 of 4,
FY 1974-75 PARTICIPATION
Province Rabupaten ‘Kecamatan
I. NORTH SUMATRA 1., SIMALUNGUN l. Pane Tengah
2. Raya
L. WEST SUMATRA 2. PASAMAN 3. Rao Mapat Tuncaul
. 4. Bonjol '
III, SOUTH SUMATRA 3. OGAN KOMERING HULU 5, Belitang
‘ 6. Buay Madang
IV, LAMPUNG 4, LAMPUNG UTARA 7. Sumber Jaya
‘8. Bukit Kemuning
V. .WEST JAVA 5. Sumedang _ 9. Cadasngampar
10, Tomo :

1l1. Darmaraja

6. CIAMIS 12, Cigugur
' 13. Langkaplancar
14, .Cijulang

7. PURWAKARTA 15. Plered
16.  Campaka
8. ﬁAJALENGKA l 17. Bantarujeg
18, Sukahaji
9. KUNINGAN 19, Cidahu
20. Ciawi Gebang
10. CIANJUR 21. Cikalong Kulon
22. Mande
11. LEBAK 23. Cimarga
24, Pangarangan
VI. CENTRAL JAVA 12, REMBANG ‘ 25. Sulang
26. Sumber
27. Sluke
13. GROBOGAN 28. Geyer
SOURCE: Indonesian Department 29. Toroh
of Manpower, Trensmigration 30. Grobogan

and Cooperatives
Jekarta, March 1974
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Province Kabupaten Kecamatan
VI. CENTRAL JAVA 14. SRAGEN 31. Jenar
32, Sumber Lawang
15. BANJARNEGARA : 33. Pejavaran
34. Wonoyoso
16. BLORA 35. Jiken
36. Sambonpg
17. DEMAK 37. Karanganyar
38. Mijen
39, Gajah
18. BOYOLALI . 40. Wonosegoro

41, Kemusu

19, WONOGIRI 42, Batuwarno
43, Giritontro
44, Manyaran

20. CILACAP 45, -Kawunganten
46, Kroya

21. KARANGANYAR 47. Condangrejo
48, Jumapolo

VII. YOGYAKARTA 22, KULON PROGO 49, Sentolo

SPECIAL DISTRICT 50. Kokap
51, Nanggulan

52. Lendah

23. GUNUNG KIDUL 53. Semanu
54, Tepus
55. Rongkop
56, Nglipar

VIII. EAST JAVA 24, TULUNG AGUNG 57. Pucang Laban
: 58. Gampurdarat

59. Tamggunggunung

25, BANGKALAN 60. Geger
61.  Galis
62, Kokop
26, LAMONGAN Y, Modo

6y, lanren
G, Fallteoprnh



VIII.

IX.

X.

XI.

XII.

Provinece

EAST JAVA

BALI

WEST NUSA TENGGARA

EAST NUSA TENGGARA

SOUTH SULAWESI

Kabugaten

27,

28.

29.

30.

31,

34.

35,

36.

37.

38.

39.

BOJONEGORO

TRENGGALEK

TUBAN

SUMENEP

PACITAN

PAMERASAN

KARANGASEM

BANGLI

LOMBOX TENGAH

LOMBOK TIMUR

KUPANG

JENEPORTO

LUWU

ANNEY. 1V
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Kecamatan

64
67.

68.
69.
70.

7.
72,
73.
74.
75.

76.
77.
78.

79.
80.

81,

82,

83.
84.
85.

86.
87.
88.

89.
90.

91.
92.

93.
94,
95.
96.

97.
98.

99.
100,

Ngamhon
Kalitidu

Dongko
Pule
Pogalan

Montong
Merakkurak

Batuputih
Rubaru
Batang~hatang

Tulakan
Sudimoro
Pringkuku

Batumarmar
Tlanakan

Kubu

Abang
Bebanden
Karangasem
Manggils

Kintamani
Susut
Tembuku

Janapria
Praya Timur

Sakra
Kruak

Rupang Barat
Kupang Timur
Kupang Tengah
Sabu Barat

Binamu
Batang

Bone-Bone
Masamba
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IMPACT OF PROJECT ON ENVIRCMMENT ANNEX ¥, Page 1 of 2

Environmentsl Analysis:

The Rural Development project will provide financing jointly
with the Government of Indoncsia (GOI) for rehebilitation and
construction of basic rural facilities in those sub-districts
(kecamatan) determined to have the greatest need.

Implementation of the project will te by the Department of
Manpower, Transmigration and Cooperatives (DMP) of the GOI.
Selection of kecawstan will be by the LiP on the basis of need for
increased per capita agricultural production and the accompanying
basic need for increased rural income., Initial selection of sub-
projects wiil be at the kecemotan level, with review at the district
(kabupsten) level, ap;-oval at the provincial level, with final
authorizaticn by the IMP.

Sub-projects arec evpected to be short-term (thrce to six months
duratinn), labor intensive, and responsive to the needs expressed
by tha people at the villese lavel of gevernment. Sub-projects are
expected to range in size frea USS 5,000(12%%450 man-days work
equivalent) to US$ 25,0C0 (52,750 man-dnyo work equivalent), Numbers
of sub~projecrs arc expected t¢ Incroase from approximately 175 in
1974-75 to approximately 580 in 1977-78, AID participation in the
sub-projects, on a relumburssble basis, would be approximately 35 percent
and GOI participation approxivately 65 percent,

Typical sub-projecte would include terracing and reforestation
for erosion control; clecaning and rehabilitation of irrigation canals
for improvod water delivery, control and drainage; rehabllitation and
improvenent of rurcl and villoge roads; construction of swall bridges;
etc,

As ray be seen frem the above project summary, sub-projects would
be small in size, widely scattered and of a type generally associated
with maintenance end conservation of resarces, It would be extremely
impractical for ezch subepreject site to be visited by someovne |
knnwledgeable enouzh dccurately to predict environmental implications,

As discussed in Secticn ILII,B, of the Capital Assistance Paper,
selection and cpproval of cub-projects involves review by each concerned
technical department at tne district or kabupaten level of government,
This includes review not only by the Department of Public Works office
concerncd with enginearing standards and design, but alsc by the
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- Department of Health representative, the Department of Agriculture
representative, etc, Each of these offices is expected to examine
each sub-project in terms of {mplications for their. particular
field of responsibility,

Through this selection and approval procedure, and from feedback
obtained from AID and IX{P yearly random sample monitoring (approximate-
ly 10 percent of sub-projects as discussed in.Section I1I.C, of the
‘CAP), adequate protection for maximizing environmental 'benefits and
mini{mizing adverse effects is assured,
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INDONESIA - FUPAY, DEVELOPMENT

CERTIPICATICH PUDSHANT TO SZCTION 6:1(e) OF
THE FOREICH ASSISUMICE ACT OT 1941, AS AMERDED

I, Richard M. Cashin, the principal officer of the Agency for
International Davelopment in Indonssia, having taken into account among

other things:

the previous experience of the Govermment of Indonesia in
association with AID in implementinyg the Indonesian Food for Work Frogram;
and ‘ :

the commitment of the Govuernment of Indonesia to carry out this
project effectively as evidenced by the scale of effort included for the
second Five-Yesr Plan (1974-79),

do hereby certify that in ny judgment Indonesia has the financial
and human resouvces capzbility to implement, maintain and utilize
effectively subject project for rural development, This judgment 1s based
on the following: : :

1. The Government of Indoneala will zgree to the obligations
to be included in the autnorization for subject capltal assistance project;
ad

2. Adequate plenning for project implementation and sufficient
financial support for timely and effective execution will be provided iz
the Government of Indonesia complies with the program set forth in the
Capital Asaintance Puper,

Richod. Laalin.

Richard M, Cagchin
Dirvector, USAID Indonesia

A A ' va:}té

Dete
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ILLUSTRATIVE SUB-PROJECTS

(A) Province: Central Java
Kecamatan: Masih Psrawan
Population: 43,650; Rural Labor Force: 17,000
Unemployment: 4,215 pzak seasonal unemp]oymﬂnt
Prevailing Wage Rate (unskilled labor): Rp. 125/day
Budgetary Allocation: Rp. 11.2 million
Short term employment created: 68,396 man days or 2,700 man months

Projects: (a) Terracing of Bukit Bukan Main and planting with
fruit trees to prevent crosion and provide additional
income for the village of Miskin Sekali. - Rp. 7,193,680
(b) Construction of 3.2 km x 3.5 m loose surface
road between village of Cari Kesempatan and main
market road to Nanti Kaye. - Rp. 3,995,500.

Work Required:

(a) Construction of 21,340 meters of stonme wall 1 meter
wide and,5 meters high (10 terraces) totalling 10,670 m3
of stone work, Digging of 14,228 holes and planting

of seedlings. '

(b) Collection, tramsport, and crushing of 2,800 m3 of
stone obtalned from rivarbed, placing of stone on
roadbed, cutting and filling.

Budget (a): ' Rupiahs

1. Collaction of stone (28,460 mandays x Rp.125) 3,557,500
2. Construction of wall (16,000 mandays x Rp.125) 2,000,000
3. Digging of holes and planting of seedlings
(2,100 x Rp.125) 262,500
4. Purchnse of seedlings (14,228 x Rp.60) 973,680
5. Contingency 400,000
: Rp. 7,193,680
Budget (b):
1. Collection of stone (3,736 mandays x Rp.125) 467,000
2. Cutting and filling (6,900 x Rp.125) 862,500
3. Transporiation of stones , 840,000
4. Placement of stones (11,200 x Rp.125) 1,400,000
5. Construction of 4 culverts @ Rp. 61,500 246,000
6. Contingency 130,000

Rp. 3,995,500
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(B) Province: W. Sumatra
Kecamatan: Bonjol
Population: 41,500 Rural Labor Force: 14,000
Unemployment: 4,000 peak seasonal unemployment
Prevailing wage rate (unskilled labor): Rp. 160/day
Budgetary Allocation: Rp. 8.30 million )
Short-term employment created: 47,150 man days or 1,900 man months
Project- Rehabilitation of 4.5 km of the Kali Ngomong
Kosong canal to maximize capacity and thereby
avold flooding of padi fields (130 ha).

Present Dimensions: Width - 6 meters
Depth -~ 2 meters
Length - 4.5 km

Proposed Dimensions: Width - 7 meters
Depth - 3.5 maters
Length ~ 4.5 km

Works Required:

1. Dredging of canal (56,250 m3)

2. "Re-embankation' and planting of banks with grass sod
to prevent erosion.

3. Replacement of threz slulce gates.

Budget: c " Rupiah
1. Dredging - 45,000 mandays @ Rp. 160 7,200,000
tools (baskets for dirt carrying) 63,000

2. FEmbanking & planting - 2,150 mandays o
@ Rp. 160 344,000

3. PReplacement of broken sluice gates (3)

(a) materials 174,000
(b) skilled labor 36,000
4. Project design, administration, etec. 185,000
5. Contingency 300,000

Total Costs Rp. 8,302,000
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Balance of Payments, 1971/72 through 1974/75 To8e 1 ofl
(in Millions of U.S. Dollaws

1971/72 1972/73 1973/74 1974/75

Actual Actual Estimate Projections

A, Goods and Services =412 =457 -812 ___+253

011 (net) 204 329 680 " 350644

Non=-o0i1l -616 -856 ~1,492 -2,791

Exports (784) (974) (1,711) (1,827)

Imports (=1,110) (=1,438) (~2,600) (~3,768)

Services (=290) (~392) (~603) (~850)

B, Miscellaneous capital 190 480 531 773

Direct investment 186 254 337 533

Other 4 226 194 240

C. Debt service payments 107 =106 ~134 =145

Pre-July 1966 debts =70 =57 ~78 -78

Post=July 1966 debts =37 -49 =56 =67

D, ﬁnidentified capital move= 2 21 13 tee

ments, net errors ard oumlssions

E., Official transfers and capital 397 487 . 631 565

Program loans & grants 283 342 386 200

Non-Food (184) (194) (284) (100)

Food (99) (148) (102) (100)

Project loans & grants 114 145 245 365

F, Total A through E 70 425 229 1,446

G, Allocation of SDRs 30 aos ves “ee
H, Monetary movements

(increase in asgets =) ~100 ~425 -229 -1,446

Source: USAID projections and IMF Report 5M/73/266, Indonesia - Recent Developmeits,

November 28, 1973, page 63 (i'able X),
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Payments Due pn Public Sector External Debts
Contracted as of June 30, 1973/ 2
(in Millions of U.S. Dollars)
New Debtg
Government ' Other Bublic Sectorgl

: 0ld Debtsﬂ/ Principabil Interest Principal - Interest Total
1973 42:5 22,6 47.3 80.3 35.7 228.4
1974 43.3 27.7 57,5 129,8 448  303.1
1975 44,1 37.2 61.2 152,2 63.7 358.4
1976 66.0 38,9 61.5 137.9 46.1 350.4
1977 66.0 49,1 61.9 114.4 38.6 330.0
1978 77.3' 64.5 61.2 62,0 31.2 296,2
1979 77.3 76,2 59.5 38,3 25.6 276.9
1980 7.3 92.6 57.5 27,8, 21.6 276.8
1981 77.3 99.3 - 56,6 18,2 20.0 271.4
1982 77.3 110.7 55.4 18,2 19.1  280.7

1983 and .
after 1,893,1 2,552,5 692,5  181,0 65.5  5,384.6
Total 2,541,5 3,171.3 1,272,1 960.1 411.9  8,356.9

Source: IMF Report SM/73/266, Indonesia = Recent Developments, November 28, 1973
page 72 (Table XVIII),

1/ Excluding obligatious of less than 18l days and liabilities of the banking system,
2/ Data based on market exchange rates on June 30, 1973,
3/ This includes available data on loans to state enterprises, local government and
governuent agencies based on loan agreements signed through October 12, 1973.
4/ Comprise debts contracted prior to July 1, 1966, The full use of the option to
. defer part of the repayment of principal has been assumed in this presentation.
3/ Excluding $33.3 million paid during 1968 through 1972.



ANNEX X, Page 1 of 1

INDONESJA - RUPAL DEVELOPMENT

COUNTRY TEAM FECOMMENDATION

Subject loan will be of significant economic and social
benefit to Indonesia, is coneonant with overall United
States objectives in Iandonesia and constifutes an important
element in the United States assiétance progra for this

country, The Country Team accordingly recommends approval?

D ichod. Lafiin

Richard M, Cashin
Director, USAID Indonesia

. f/\/()ci/). rk? 7U/ ,ﬂi/? U ges (;«!ﬁ?u..
Erland H. Heginbddham
Counselor for Economic Affairs

Nlanch a6 137Y

Date
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CAPITAL ASSISTANCE ILOAN AUTHORIZATION

Provided From: Food and Nutrition
(Indonesia: Rural Works '

Pursuant to the authority vested in me as Assistant Administrator, Agency
for International Development ("ATD") by the Foreign Assistance Act of 1961,
as amended (the "Act"), and the Delegations of Authority issued thereunder,

I hercby authorize cthe establishment of a loan pursuant to Part I,

Chapter I, Section 103 end Chapter 2, Title I, to the Government of the
Republic of Indonegia (Borrover) of not to exceed Six Million Eight

Hundred Thousand Dollars ($6,800,000) to be made available to assist in
tinancing the tereipn exchange and local currency costs of a rurad
development project in Indonesia, this lcann to be subject to the follow-

ing terms and conditions: ' :

1. Terms of Repayment and Interest Rate

This loan shall be repaid by the Government of the Republic of
Indonesia within forty (U0) yeers after the date of the first disburse-
ment thereunder, including a grece period of not to exceed ten (10)
years from the date of f'irst disbursement. The interest on the outstanding
balance of the loan, including any due and unpaid interest thereon, shall
accrue from the date of the first disbursement at the rate of two percent
(2%) per annum during the grace period and at the rate of three percent
(3%) per annum throughout the remaining life of the loan.

2. Currency of Repayment

Provision shall be made for repayment of the loan and payment
of the interest in United States dollars.

3. Other Terms and Conditions

a. Unless AID othervise agrees in writing:

(1) FEquipment, materinls and services financed under the
loan shall have their source and origin in Indonesia and countries in-
cluded in AID Geographic Ccde 9Qbl;

(2) The GOI shall agree, either in the form of appropriate
conditions precedent or covenants, or both, that it will provide on a
timely basis its portion of project financing at such levels and under
such errangements and timing as AID may agree;
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b. The loan shall be subject to such other terms and
conditions as AID may deem advisable,

Assistant Laninictrator

Date



STATUTORY CHECKLIST

FULPILIMENT OF STATUTORY OBJECTIVES

A, Needs Which the Loan is Addressing

1. FAA Section 103, Discuss tha
extent to which the loan will
alleviate gtarvation, hunger and

malnutrition, and will provide basic

services to poor people enhancing
their capacity for self-help,

2. TFAA Sectiorn 104, Discuss the
extent to which the loan will
increase the opportunities and
motivation for family planning;
will reduce the rate of population
growth; will pnrevent and combat
disease; and will help provide
health services for the great
majority of the population,

3, FAA Section 105, Discuas the
extent to wiich the loan will reduce
{1literacy, catend basic education,
and Increasc manpower training in
gkills related to devalopment,

4, FAA Scctlon 106, Discuss the
extent to which tha lesn will
halp solve cconowie and gocial
developuent problens in flelds
such as trangportation, pover,
industyy, uxban develcoprant, and
export davelopmont,

ANNEX XII
Page 1 of 20

Through construction and rehabilitation
of rural agricultural facilities by
labor-intensive methods, the project
will not only improve base for in-
creasing agriai ltural productioa, buc
raise people's incomes through employ-
ment opportunity., All these will act
to alleviate hardship indicated and
enhance local capacity for self-help.

Not eppliceble.

Not applicable.

Not applicable.



5. FAA Section 107. Discuss the extent
to which the loan will support the general
economy of the recipient country; or will
support development programs conducted by
private or international organizations.

Use of Loan Funds

1. FAA Section 110, What assurances have
been made or will be made that the reci-
plent country will provide at least 259 of
the costs of the entire program, project
or activity with respect to which such
assistance is to be furnished under
Sections 103-107 of the FAA?

2. PAA Section 111. Discuss the extent
to which the loan will strengthen the
participation of the urban and rural poor
in their country's develomuent, and will
assist in the development of cooperatives
which will enable and encourage greater
numbers of poor people to help themselves
toward a better life.

3. IPA Saction j12. Will any part
of the lcan be vuza zo comduct any
police training or related program
(other than assistzneo remdersd uader
8sction 515(e) of ¢ia Conibus Crime
Control and Safe Strects bet of 1968
or with waspect tv wny cuthority of
the Drug Enforczmont Adainiscrztion or
the FBI) in a forcign couvntry?

A, FAA Soction 113, DPescribe the
extent to which tie prezrers, projects
or activities to bu finonced wader the
loan give particuisr attzation to the
integretion of wumsn Yato the nstionel
econowy of the veciplent country,

5. FAA Section 114, Will eay part

of the loan be used to pay for the
perforncauce of abortions as a mechod

of fomily planning or to wotivate or
coerce any parsoa to practice aborciona?

_sion therein.

ANNEX XII
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.Not applicable.

The GOI will give its

assurance by signing a loan
agreement with such a provi-
For this loan
the GOI will be contributing
the equivalent of $13.2
million toward a %otal of
$20.0 million which constitutes
more than 25 percent,

The project to be financed by
the loan is directly aimed at
improving thelot of the rural
poor.

No.

Women will also be able
to work on the sub-
projects carried out
under the project to be
financed by the loan.

No.



11, COUNTRY PERFORMANCE

A. Propress Touwards Countrvy Goals

1, FAA B8 201(b)(5), 201(b)(7),

201(b){3), 203, Discuss the
extent tc which the country is:

(a) Making appropriste efforts

to increzse food production and
improva means for food storage
and digtribution,

(b) Crecsting a favorabls
climate Zor foraizn ard domestic
private entecrprise aud
investmant,

(¢) Increasing the peopla’s
role in the developuzat procees.

ANNEX XI1I
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Indoneeia is giving priority
attention to projects which aim
at increasing food productiuon,
particularly rice, There arz
currently 100-1:0 denor-supporced
technical and capital assistauce
projects In support of food
production, The majority of the
above projocts are directly
concerned with Increasing food
production, and improved food
storage, distribution and warketing.

The GOIX enacted a comprchensive law
with bullt-in incentives for en-
couraging forelgn capital investment
and has concluded an Investmenc
Guaranty Agrecment with the US,
Under the foreipn investment law up

to five-year tax credits may be

obtained for new investment in plant
and facilities, subject to nego-
tiaticn,

Although the Govermment owns a
majority of the lerge enterprises
in the country, it 1s actively
encouraging private domestic in-
vestmant, Officials of State
Eaterprises are receslving more
froeden in management and scme
State Mnterprises are being con-
verted to seml-privaie corporatious.
National elections were carrvied out
in July 1571 and Parlicment has a
part in tne hudgatary process in-
agruch as the anauvel budget must be
authorized by Parlicnent and expern-
ditures reported in "Annual Report

‘of Budgetary Accounts",
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(d) Allocating =xpenditures P2th the endin, of conufrontation

to devédopment rather than to with Mulaysia . 1656, the Soehario
unnsceaeary milirzary purposnes Administration ravursed the ford gn
or to intervention in other intervention policy of the Sukaruo

free countries’ aifaira, regima, Milite » syperdirturss have

been shavply reduced as the Coverament
has ecneentrorod rhe narion's aomestic
resources - and “ovelzn aid raceipts -
oy szhieving ecoadwic stab!iicy and
gtartieg an aabitious davelopu=zat
program,

{e) Willing to contribute Thi: Government will coatribute up to

fundz to the project oxr program, $13.2 aillion (equivalent) in local
currescy to nizet the major part of
the local expenditure requirement,

(f) taking ecovcde, social, _ Major ceenomic roforms have hean
and polizical rolorme anch asz insrituted with JHF/IBRD cuslitance
tax collection fwasvovements inciuding in ca wives ro growtn of
and chanzes {n laed raaere T dadfviduel indtlative and private
arrsugonants; and raking enterpyise, Hffactive Dacewbar 9,
progresr toward rasmach for 1970 the GOI ostablishiad cone unidform
tha rule of law, freedim of exchanse vate for all tynes of fo:eign
exprescion and of the pr&sa, exchangz, On Auvguzt 9, 1971, to rzduce
and recognizing che inportance the trade gap, the Ruplah was devalued
of indiwiduail freosdom, dni- by about 107 to Ep.415/US $1, Further
tiative, and privats cntar- devaleations in Rocemper 197L and
prise, ‘ aarly 1973 were przged to dwvaluations
sf the dellars the Ruecish has rexiined
(g) Respondipgz to the vital etsble since then. The rate of
aecononic, political, and soclsl inflation was reauced from 6306.8 percent
concernms of ire nzople, and por ayaren in O 1280 to about” I04 in
demonsiratiny & clesr CY 1971, Iaflation wac about 267 in
detemmination o take effective 1972, largely Zuz fo rvice price
gelf-help measuxes, increages; and coatlnuad at 2 lavel of

absur 364 during 1973 eltbuugh dus
principally to general price increases
act juzt rioe alone, Yhe vave fov 1874
{s Iiinly e rize rurther but the
Government de ceonsidering annreopriate
stepe to deal with the problem, Tax
vavenas iy recl tewvns hag inerearad
ecach vear al the roze of 10 to 40
eveant since 1967, In curveutl
ruucin ravanues increxzsed 35

'G ’t‘
-
[¢]
o
o
-
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B,

Reletiong with the United Stotee

1. FAA 88 620(c). If assistance
is to a government, is the Govern-
ment indebted tc any U,S, citizen
for goods or services furnished or
ordered where: (a) such citizen has
exhausted available legal remedies,
including erbitration, or (b)

the debt is not danled or

contasted by tke govarmment,

or (e) tbe indabteduces arises
under such government®s or a
predecasaor's unconditional
guarantec?

2, FAA B 620(d). If tho loen is
intendad Jor coustrzucvion or
operation of any productiva
enterprisa that will coempate
with U.5, enterprive, hus the
countyy agread that L¢ will
eatablich appropriane procadurey
to prevuni expovt to the U.3. of
wore thun 204 of its ontersrise's
annual production during the lifa
of the lcan?

ANNEX XTI
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percent in FY 72/73 and should exceed
this in 1973/74, Approximately 13,9
percent of the development budget 1is
devoted to the social field which
includes education, health, family
plenning, housing, manpower, social
welfare, drinking water supply, culture
and religion. "The cooperating Govern-
ment has encoursged self-help projects
guch as Poed for Work and other irri-.
gation and road building projects
carried out through itg Department of
Menpower, A substantial low cost
housing progrem will be implemented in
the Second Five Year Plan which begins
in Lpril 1974,

Ve are not aware of any cases that
mike Indonesia ineligible under
this Section,

Not applicable, -


http:Indebtedr,.ts

3. FAA B €C0(e)(1). I asscist-
ance 1s to a cevernment, has She
country's govermueni, or any
aguncy or subdivision thereof,

(a) nationalized or expropriated
property owvned by U,S,citizeno

or by any husiness enti:y not

leas thin 50% Leneficially ouned

by U.S. citizena, (») taken s:vpa
to repudiate or nuliify existiug
contracts or ayresuwnts with

such citizens or enticyv, or (o)
imposed or :nforeed diseriminavory
taxes or othar exnctilecns, or
operation conditions? if so, and
more than alx months has elapacd
eince cuch occurrence, idontliv
the docunanc Lndicrtiug that cha
govermment, ov appropriato &-oncy
or subdivislioa thereof, has tskon
appropriuste ateps to disclnrge wio
obligutions undar intornational faw
toward auch citizen or enviky? If .
leges than eix wmonthz bas olanced,
what cteps if aay Las 1t baken

to dlscharze 1ts obligxticna?

b, IAA AL Bre the country
pcnnit:“" 1led Uo tak

adequate messurss to prﬁvenc the
domage or d-struetion by mob cetlon
of U.5. prowarcy, and f:1led to

toke approprisie messuras Lo prevaut
& recurrznce and to provide adequate
compensation ror such dwnhgs or
destruction’

5. FAM § 620¢1), UVas the govern-
mant ingtiteted an invesinont
guarenty progcel vnaey HA L 23'
(@) (1) {or the s;n»ixfc vipie of
inconverxtibility end cwnoinriation
or coniiscrtion?

AMNEX XII
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The majority oi business and 3= "Operty
ovnad bty U.S. citirens which was
rationa izcd during the Suka:ino

repime (princinally fn 1964 and

early 1965) ha: heen returne: o U.S.
ownersz or mut.:lly acceptabl: setcle-
rent negotiat:d., The Govarnrant of
Indonesia in & Presidential Dezree
dated Deocember 14, 1966 indicared its
willingness to return the remaining
naticnalized assets,

The ccuntry has not gso permicted
nor hazg it failed to take adcquate
weazures

Yes,
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6. FAA 8§ 620(0),. Yisherman'sa
- Protective Act of 1“54, a8
amend=d, 4. :tlon 5, Haa the

country selred, or imvosed any
penalty or sauction szuinst, sny
U.S, fishiny activicies in inger-
nationnl ‘atérﬂ? IZ, as & racult
of a seliuxe, the USG has mada
reimburerimt wader th: vrovisions
of the I'isherman's Trotectlive Act
and ‘such cmcunt has not boea said
in full by the selciug country,
identify tha documentation which
describes hww tha withbolding of
assistance under the ¥A5 has baen
or wili be accomplishud,

7. FAA E 62G{q). Bag the counixy
been in doinult, during a peziod
in excass ol aix monthns, 4a pay-
rnent to the U.S. ou any FiA loan?

8., FAA S gﬂﬁ(*l& Have diplomtiec
relations bucvesn the country and
the U.S. buen eeverzd? 1% go,
have they been renewed?

Belstiona with Other Narions

ANNEX XIX
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No, Remainder of question tharefaze
not applicable,

No; however, repavment of one

FAA loan has bezen rescheduled

by bilateral agrecment dated 3/16/71
in accordarce vwith terms of the
Paris Agreed Minutes of April 24,
1970,

No. Remainder of question therefore
not applicable,

and the U.N,

1. FAA § o'f)r")_ iflss the country
been officiclly repreraatad at

any Ilntorn ﬂyloudl cenierance when
that: roprasenciiion included |
platming acvivicles davolving
inguvrecition, or subvarsion
directed sansivat the U.8, or
counirict vieavies ULS,
sgslgtanca’

2, A 8 6720¢a), 623(n). Has ths
countiy u“~;,h'i or paveitied
phips ov alvcraft under fts registry
to carry Lo Uuba or LoxL' Viet-hum
items of cconomic, milltury, or

other assistance?

soid,

We have no information as to any
such representational activity,

We have no information of any
such action by Indonesia.


http:assia.ua

TII1, CONDITIONS OF THR 7047

ANNEX XX
Page € of 2O

3., UFAA B.620(uw)- Avu, H 147, Indonesia is not delinquent with

What ia the status ot tha country'a respect to U.N, obligations,
U.N. dues, asazosucnts, or oiier loan agreemant limits the use

obligaticns? Dues the lecu of loan prozceeds to procurenent
agrecment bar any use of funds to of goods and services irom Indonsasia
pay U.Ii, assercnentn, dues, cor plus A I.D. Ceographic Code 941
arreaxagcs- (Selected Fuec World) sources,

Militnyy S{tuntica,

‘L. FAA § 620(:), ilae the couatry No,

engagcd in or propired for
aggrensive military wfforis

directed ageinet the U.S, ceor
1.8

countrizg vecelving U.S,

asgictunce?

fﬁ- FAA E ©23(%). Jﬂl) Wha§ i? (a) The Department of Defense portion
¢ purceitege of iha country's of the State Budget has ranged

budmct devored o mi;itary pW4uoueS,. from a high of 33%7 in CY 1967 to
and (b) the amouny of the couunry's a low of 22% in the FY 1973/74

‘el ex a VS OLYCE = .
Toreign :\C§ML6< resources usad ?O ‘budget, (b) We have no knowledsge
:Cqui;e military equipment, awd {c)- - of any significant expenditures
&S ) 2 QW t"\r N & T N !
}.o;;.t%ﬂllf DERt morey {or . of fore gn exchange for the nmilitary,
Sop 11sticate W CL '[,'_\Ih.. .rsau NS LU~ Iccs thﬂn 1070 of the military budset

Ioatyiene %y ryg b - 3 .2
E:?Z;T ;i§é§u5%fogl?E§tf2ytfémééiﬁt§33 1c allocated for foreign exchange
diverting U.3, development ussistance ngChacbs' Moreoyer, the Department
or PL-430 sales to militury ex;end*- of Dafenge budget includes eub-
tures? (3) Is the country dirécfi;g stential auounts for construction

- of zoads, bridges and other civil

ils cwn resowre:s to unnecessar
o > ] ecessary wark projects, (¢) No, the Govern-
military cupenditures? (Tlﬂﬁln7u on
these quc ficn o 1\ e ment 18 placing primary emphasis
s S are Lo be o Lor
3 & © be zdae 1ol cn econcmi.c development and not

each country at lewst once each fiscal divarting its own resources for
ear and, in cddition. as ofte

g :d w; ) fff often as may yance agpary military expenditures,
¢ requirc e muiorial change in The answers to 2 and 3 are no.

relevant informutiun).

A,

Genarel Soundnasns

Intoregt and Ropay.ong

1. FPaA AR 20004y, 203(0)1f2), e Alttough Indonesia's debt burden
the rate of inturosi encedsive or was heavy in the past, there has
unveagsonnbla for i borsewas? been very rapid growth in resl

Are theve renporabre prosvacts for Covermment revenues and favorable
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repayment? What'is the grace

period Interect rate; the following
period interest rate? Is the rate
of interest higher than the country's
epplicable legal rate of Interest?

Financing

1, Tar § 201(b)(1),  To what extent
can f{inancing on reasonable tarns

be obtained from other frecvorid
sourceu, including private ssuxrces
within the U.S5,7

Economic and Tschaleal Scundncas

L, ¥AA D3 201 (%)(2), 901(2). 7he
cactivity's econcowic opd t2ciidcal
soundness to undertake foan; dozg
the loan agpiication, terether
with inforsation and aseurances,
indicate that funds will be ured
in an cconomically and techeically
sound menner? :

ANNEX XI1
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econonic peviormance, With the
high current level of foreign
assistance, it 1s recognized rhat
future debt payuments w11l be Talpge,
but agreements providing for
consolidation and rescheduling of
Indonesia's pre-1066 Jebts luve
been made between Indonssic and ite
creditora, including the u.3., and
Indonesin's export earnings Liwve
increascd rapidly. 1his increasc
will eccelerate with the reeceat
raiges In price of petvnlewi, a =njar
Indonesian export, The variaug
donors agree lndonesia has o Jdebt
burden for which the prospects of

repaynent appear reesonable. Country

terms of a 40-ycar loan, 10-yem
grace pariod, 27 iutevest during the
grace period, 3% theveafter, pertaiu,

The rate of interest is not higlier
than the country's applicable legal

rate of interest,

Loan assistance to ladonesia is
provided within the framework of

the Inter-Covernmental Group on
Indonesia (IGGL), advised by the

IBRD and the IMF, This loan has

been gelected by AID as part of

the U.S. Government contribution

to the IGGL consortium and as such

ig supported bty the IBRD resident
mission, The ExIm Bank has expressed

no interest in financing this loan,

Yes, See Sections III and VIII of
Capital Assistance Paper,



P
Cdexooracio

2. PFrA B 611(a)(1), Have

engincering, financiai, and
other jplane necesssry to earry
out essiztence, aud a ressconably
fitn cutimnte of the cost of
assistance to the U.S,, boea
completed?

3. E 9 811(b): Ann, 3 inl.
If the loan or grant is for a
water ot velated lend-recours:
constructicn project ov pregzria,
do plana drncluce ¢ cogt-bapaile
computotion’ Tozs the projuct
or program ace: the ralevept U5,
congtyvaliion siendurds and erl-
torda us.l in dotevrining
fapuliti tin?

4, FRA T 6 . If this 1lc &
Capitri fiop nee Frojesg vith
U.58. fivapelng dn ouceass of ¥l
wd 1lion, tue the principsl AID
officar iu the eouniry covtifiad
as to th. countoys capapilit
effectively to cointain end uil-
lize the projece

Ralation to fchicye
and Reciloont Goals

nf Conntry

Countyw Cunls

1. I oo
this lonu's

(n) Ty

oAl 5l Lo &neuy
maxiwes paveicizesion ea che part

of the pocpie Zu vibe vask of
cconexic devaloamovt,

ANNLX XII
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The necessary vlanning and reasonably
from cost estimates for the project
have been completed (cee Serntions

11I and 1V Ceypotal Assistance

Faper).,

Nei applicatle, This s not a
water or reiated land-resource
project &8s such, U.S. constiruction
standards will probably not be
appliczdle In view of the labor-
intennive pature of the work,

the Miegion Director has
See Annex V1,

Yes,
go certified,

‘The project does not rclate directly
to institutions, It dozs, however,
focevs on assistance to the rural
puenlace and jmnreving thedr
ciindarde of iLlfe, thereby lncreasing

the chance for their participation
in developuent,



(b) Enabling the country to ueet
its food needs, bothk from its own
resources and throuan develoonant,
with U.S5. help, of inf'antructure
to support increaced apricultural
productivity,

(c) Meceting i reaping need
for trainecd maunpower,

(d) Developing prozrams to

meet public health noady,

(e) Asceisting other imnortant
ncoronic, polltical, cud eocial
_development activitizs, Including

induotrial duvelcpmumt; groweh of
fres labor wmions; cocperatives
end voluntaxy agencincg: immrovaamt
of Craneporuation cnd coupicatioa
eyataas; cvvwb”l*tina T piaoning
and poblie cdaipigtyratiouw; uzban
davalopuont ond u,uv‘»i:abion of

enicting lava,

2, TPAA B 251000 (4). Dogers be the
activity's CJHJlHLLnCV Lh
relatioaship to other dawels *ment
activities, ~nd ite cuuyribucion
to realizuble loung-rauga
objectives,

How will the
ributa

3, 2AA [ 2unn)(9).
ecedvitiy o oca ldinnecd eont
to tho achicvwaeat 6f oelf-
cestainiog puowth?

* necessarytralining of

ANNEX XTI
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This project will assint apricultural

- development through improvement in

baoic rural fecilities and Infra-
structure primltting greater pro-
ductivity and increase of incomas,

use and
local rural
people to the e«isnt necessary co
participate in vrojects,

The project includes

Improvement !r basic rural infra-
structure, facliitles and Incomes
should zegult in raising the
standards of living, including
health, of rural people through
greater means of access to healch
services,

By raising incomes among thz popu-
lation aad tharshy the abilicy
of th: rural peopla to play a

role in the activities of the

country, this project will contrihute
appreciably to economic, political,

and sccial davelopment.

greates

The dmprovement of basic rural
facilitics and infrastructure and
ralding of Incomes resultinzg from
this project is essential to
expanding and breadening production,

Tnereased agriculeural productivity
ag a2 racult of dwproved infrn-
etructvre aind rural dnceme diseri-
bution is 5 basic econcmilce benefii
that will assist the sconomy to grow.
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Relation to U.S. Economy

Euployment, lialance of Tayments,
Private Enterprises,

1., FAA €1 2 (h)(€); 107, Fifth,
What are the poassible erfects of
this loan ou L.S. economy, with
epecial reference to arrasa of
gub~tantial laber surplus?
Describe the extent to wilch
gssistance 1u constltuted of
U.S. commoditic and services,
furnished {n a wauner consistent
with fmproving the U,S, balence
of payments position,

"

2, FAA BS €l27e), €3C(h). . .¢
pteps hsve boen tsken to anssure
that, to the moxdsum ewvent
ponalble, forcizn curzraci o
contributad by tha couaryy are
utilized te n=ex the cost of
contvactuzl und other scrvices,
and that U,5, foreipn-cimad
curraacies egre uviilized in ldcu
of dollars?

3, AR 6010a): Aop, T 108,

If this loan ic¢ for a eccoital
project, to siai exteat has the
Azcacy enc wd utitizacion of
enzineariv,  .J professicazl
nervices of U.5, firoz and b -
affiliatea? If the I.o1n 15 to

be va2d to fdusnecs diveoe costa
for conotyvactien, will ooy of the
contrsctors bo parseas copnes  than
qusllfied netionala of the country
or qualli?ad ecitinaens of iha U.5.7
17 o6, has thz vequived waiver been
obtained?

4, FAA 2 60%(a). Provide informa-
tion on weasur:s to be taken to
utiliza U, 8, Corerwuent ecess
peraonal proserty 'n licu of the
procurcoent Of ncw ICowg,

ANJEY XI11
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The goods &nd services fincrced

by this ioan will be ovtainel

from Indonesia plus AID Geo:raphic
Code 941 (Selected Free Vorid)
sources, The projict is prianctinally
directed to financing of sewvices
and related conmiodities on a local
basis. The project will not hLave

& apecial reference to U.S. arcas

of labor surnlus,

To the extent applicable,
procurement of gevrvices with
forelzn esichange financed by the
1oan will cviginate fin the U.S, and
will be in U.S. dollzrs, U.S,

" owned local currency 1s not avail-

able and the GOI will provide
about $13,2 mil. -a in local
currency te the j..ocject,

This i3 abasic rural agricult: ral
infragstructiure project basieslly
develorcd and administered by

public sificials not Ly nrivave
firms, To the extent that engineer-

ing and professional secrvices are
raquired, apert fron local government
capability, ‘t will be from
Indozesla plus AID Geographic Coda
941 sources,

U.S, Government excess property
will not be used for this project.



5. TAA § 602, Yhat efforts have
been wmade to aasfiet U,5, Goall
business to particinnte equitshly
in the furaishing of cormocitias
and services financed by this
loan?

6. !ﬁﬁ_é,ﬁgl. 1f tire loan provides
technical assistance, how 1s privace
euterprine on a contract bvesl: uoh-
ddzed? If the feealiticy oF otner
Federal aycncies wiil be utilizad,
in what ways are ther coapetitive
with private eaterprise (If g0,
explain); and how can rhey be cade
availzble without urndus Incer-
fercoce with domesiic programs”?

7. EAL B 611(c). IF thie loen
Involvesr a comrrazt for cow
structiouw that obllipatas In excess
of $100,000, will it Le on a
competitive basis? If not, are
there fnctors which make 1t
fmpracticable?

8. IAA r $07 (W), Desceribe the
efforts imadc in conneaticn with

this lean 1o encouraze and facili-
tate parivicipation of private
enterprisc in achieving the purposes
of the Act.

Procuvement

1. Fan B 604(a), W11l commodity
procurcaenc be vestryicted to U,S.
axcept as otharvize determinead

by the President?

2. IAA D it (n). ViDL any part
of this loun be usad for bulk
commodivy procurenont at sdjusted
pricas higiher than tho wnrket price
prevalling in the U,5, et time of
purchasgo?

ANNEX AT1
Page 1Y of 20

The loan agreement will contain

a pruvisior to engure that
opportunity for such participation
will be pravided and appropriate
notices putlished,

Az emxplained in Sectiopn 111 C

AID will provide limited technical
assistance through contract firance
by the loan, Such contract assists
willl be from private enterprize,
vill employ - ecific expericice and
expertise and will not interfere
with domastic programs,

i

[§
nea

Individual activities encowpassed

by the project will almost certainly
not exceed $100,000 equivaiant in
cost, Contract construction is only
expacted to be used on a limived

necessary basis reflecting approximate-

ly 15% or less than the value of a
single activity or sub-project,

Private enterprise will provide
all the commodities to be provided
under this loan,

Yes, procurement is limited to
indonesia plus AID Geographic Lode
941 sources,

No.


http:procurcat.nt
http:ex-eric-.cc

3, FAA 8 s04(e), Will any part’

of this loan be used for procure-
ment of any agricultural commecdity
or product thereof outside the U.S.
when the denastic price of such
cormodity s less than parity?

4, FAA d 604(f). Will the opency
recelve the necesgary proa-paymsent
cartifications {rum suppli=zrs under
a commodity iumort progrom agreoem:int

. as to descripticn and condition cf

cormoditicu, cnd on via bavir of
such, determnine eligibility and
suitability for Financing?

Othzr Reculronints

I, M f"f “in). Is the country
smong thoss countyies in wnich
development Joan funds niy b2 used
to waka locas in this flecal yeax?

2. A&pp, § 195, Does the lean
agreement provide, with vispect
to capital projecta, for V.S.
approval of contract tarna and
flyns?

3. Eﬁé_§~§zﬁﬁﬂl. I ¢ha loan

{5 for construcilen of a production
entorprice, with cespuct to which
the aggragete value o axaletance
to be furnishad will eucoed $100
million, whel preparatiean hes

boon made o obtedn oo cnnross

approval of the Comgre-st

he FOARG20(LY. B30(H). ¥o-s
President devermined chat th
country is not dowlaaled o coa-
trollad by the Jntarmavicnal
Cormunist woveament? L£ the Country
is a Cormunist country (lucluding,
tut not liaited to, the countrices

ANNEX XII
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No,

Not applicable., This Is a project
loon and not a couwmodity impaow
wroprem assistance loan,

Yes,

The losn zgresment will cover
this requirement,

Not applicgble,

Yes, the required detennination

hes been made, Remainder of
question is therefore not apylicable,



listed in FAA £ 0 C(f) and the
loan is intended for aconomic
assistanve, have the findinys
required by FAs § 6720(f) been
mede and reporced to the Conjreas?

5. FA 4 6200, Vhar atens have
been ali=nn to iesure that the loan
will wot be used in & maune- which,
contrary Lo the heat intercst of
the United States, promotes or
-a8gigtn cthe fore’gn uid proleccts

of the Communist-bloe countries?

6. App. & 169, wil any fundn

he used to Jinavce procurerint of
Izow end steel nroditcrs for uoe in
Vice-Nam other t'wvin as contemplated
by § 1097

7. FAA & 636(31). Will any part

of this lusn be used in finsnsing
non~-U.S, ranufscturcd antomebsles?
If s0, hes the requived walvar been
obtained? :

8. Eih {1 620(a) (1) rud (2). 6720(p).
Will eny* assistoves He Jurpiahod

or fu&da made avalletle to the
goverruent of Cuba or thz United

Areb Pepublic?

9. FAM K £20(3). Vi1l any pave
of this lcan be uscd to compensate
owaeTs 07 oxprepriatsd or mabion-
alised propecty? If any easlstenca
hes bzen wiezd for riah ourpose *in
the past, hes anpreprlzte reimburse-
ment been wade to the U,5. for sums
diveried? :
100 B 0 90167, If this ic a
project lean, what provisicens bava
beer made for approprinte parti-
cipatiou by che recipisnt couacry's
private enterprisa?

ANNEX XII
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The loan agreement will concain
a provision covering this
requirement,

No.

No, The remainder of the questian

1s therefore not applicable,

No.

-No. No assistance has been useﬁ

for such purposes in the past,

The loan is being implemented by
the GOI and this is appropriate

for a basic rural development project,

To the extent that local private
enterprise participation Is helpful
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this w!1ll bc secursd by the (0l
throngh established regulations
for the procurement of such services,

11, ape. B39 wil) eny fusds Ho,

wnder oo Lo to used e pny

>

pension., cle., ior perions oo
arc servime or vho have sa:ved
in the rocind o countryte aeel

forcea?

12, A f-901.b, Does the loen Yes tu both questicas. The loan
agrecuent pravide, for esrpilunce agresment will cover those

with U.S. shiani=;, requiruaonts, requirements,

that at leasz €. of tha pross

tonnage of al! copmwditien {).ncad

1

with -oads pace aveilable ueoer thia

loan {ceuvuisg sepasal«

ly by : o~

graplhic ncea (o dry bulik cerriery,

dry carpo Sincra, and

tankays) be

transportud on privately ¢mco
U.S5.-{lag cormevzial vessals o
the cxient such veosels ave avn i]-
able at fair end rozacanhle poica

for U.S.-flag vesscls.

. - -
Deos T

loan rgremasnt glao previds Yor
compllianco with U.5., chivpins

requivecants, cthat an

B o e
LE3BT .,

of the gross irelght revesuszs of
goods shippud walter thia loan ouet

be eavnsd by privately

ovnsd U,L3

flag cousirrciel vissuls ©o the

extent such vezsels ar

& avaliacle

at Zediy gnd reancoaabla vates for

U,S,.-vesguls?

13, s € oany. &

deterainad
has failzd to take o

prevent vaveotic drowgy

a
that the reelpd
daquate ruons o

thae Prasident o,
oni cocuntey

proasesd or

procuved ip, oy t:iosporicd thvouzh,
such country frew bualng asold LJ]vguLly
withds thojurisdizcion of such countsy
to U.S, Govawwment nersounel ot thely
depandeurs or frow catering che
Unitod States unlawfully?



14, App, 8 110, Is the loan being
used to transrfer funds to world
lending institutions under FAA B8
209(d) and 251(h)?

15. App, 8 SG1. Are eny of these
funds being used for publieity or
propaginda within the Un{tsd States?

16, FAA 2 512(d)and Section 40
cof PL 93-539(F\* of 1973), Does
the United Stacesa cwn eicess
forecign currency and, if so,
what arrangementrs have been made
for its releas: in complisuce
with Section 40{¥AA orf 1973)?

17. FAA § 604(1), WI1Ll provision
be wade for placing marina in-
suranca In the U, S, 1f the
recipient . mtvy discrlmlinates
against any warine insurance
company authorized to do business
in the U,S.?

18, Section 29 of PL 93-189

FAA of 1973). Iz thare a military
base located in the recipient
country which base was constructed
or is being maintain2d or operated
with fuads furnished by the U.S.,
and in which U.S. personnel carry
our military operations? If so,
has a determination been made that
the governmant of such vecipient
country has, consistent with
security, authorized acccss, on a
regular basis to bona fide news
medis correspondencs of the U.S,
to such military base? '

19. Sections30 aud 31 of PL 93 -189

(FAA _of 1973). W11l any pavt of the
loan be us=d to finance directly or
indirectly military or paramilitary
operstions by the U.S, or by foreign
forces in or over Lasos, Cambodia,
North Vietnam, South Vietnam, or

Thailard?

ANNEX X11
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No.

No,

Indonesia 15 not an excess
currency country for the U.S,
Government,

Yes. An appropriate provision:
will be includedin the lean
agreement,

No. Remainder of question therefore
not applicable.

No.



2Q. Section 37 of PL 93 - 189

(FAA of 1073); App. B 111, WVill any
part of this loan bc used to aid or
assist generally or in the recon-
struction of North Victnam?

21. TFAA Scction GUO(c)., Will a
grant be madce to the recipient
country to pay all or part of such
shipping differential as is deter-
- mined by the Szcretary of Commerce
to exist between U.5. and foreign
flag vesscel charter or freight
rates?

22. Apvo. 8 112, Will any of the
funds eppropriated or local
currencies generated as a result
of AID assistance be used for
support of police or prison
construction and administration
in South Vietnam or for support
of police training of South
Vietnamese?

23. App. & 113. Will any of the
loen funds be used to acquire
currency of recipieant country
from non-U.S, Treasury sources
when excess currcncy of that
country is on deposit in the

U,S. Treasury?

24, App. fi 114, Have the House
and Senatc Committees on
Appropriations been notified
five days in advence of the
availabillity of funds for the
purposes of this project?

25. App. B 604, Will any of
the funds appropriated for this
project be used to furnish
petroleum fuels produced in the
continental United States to
Southeest Asia for use by non-
U.S. nationals? '

No.

No.

No.

Yes.

No.

- ANNEX Z1T
Page: 20 of 2Q





