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OF THE
UNITED STATES OF AMERICA

Djakarta, Indonesia

Cobbilinkibibdon

August 1, 1968

The Honorable

William S. Gaud

Administrator

Agency for International Development
Washington, D.C.

Dear Bill:

I have personally reviewed the USAID/Indonesia Program Memoran-
dum for FY 1970, as have all other concerned members of the
Country Team. As a result of this review, I feel that a high
order of analysis has been brought to bear on defining a

USAID role in Indonesia which both is appropriate in temms

of U.S. objectives and promises to be effective in helping to
advance these objectives,

The issues which the USAID program confronts in Indonesia have
been clearly identified, and alternate strategies for resolv-
ing these issues have been realiéstically devised. I believe
that the resulting program and types and levels of assistance
proposed are soundly and imaginatively conceived, are focused
on fundamental problems, and are susceptible of substantial
achievement. Contingent on Indonesia's continuing self-help
efforts, I fully support this proposal.

I should like to stress one point made in the Program Memorandum,
In Indonesia, as elsewhere in the developing world, the way
in which things are done is often as important as the things
themselves. Recognizing the limitations as well as the ad-
vantages which the multilateral framework imposes on our
operations, I urge that maximum feasible flexibility within
this context be retained in the timing of our several A.I.D.
inputs in relation to those of the other donors. We must
preserve sufficient freedom of action in making both our aid
commitments and our aid deliveries to derive maximum benefits,
including favorable psychological impact, from their very real
and very great value,.

With every best wish,

Sincerely yours,

Vi s Al
Marshall Green
Enclosure: Ambassador
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INTRODUCTICN

Undoubtedly the most important developing country in Southeast Asia, Indonesia is now
dedicating itself, after years of severe economic dislocation and political-military
misadventures, to sensible development of its own resources and to peaceful coopera-
tion with its neighbors.

A measure of success has marked Indonesia's political and economic progress over the
last two years. While continuing in the path of political non-aligmment with major
powers, Indonesia has drawn closer to its neighbors for cooperation on common problems.
Damestically, the econamic stabilization program has succeeded in reducing the rate of
inflation; although the rice crisis beginning in the last quarter of 1367 set back pro-
gress in this direction. The Govermment has dismantled many controls of the Sukarno
era and now intervenes much less in the workings of the econamy. An effort is being
made to revitalize the private sector, and foreign private investors are exploring
many possible ventures,

The Government must make an even more vigorous effort, assisted by substantial external
aid, to brake the serious inflation which still grips the economy. At the same time,
it must complement its stabilization measures with some visible signs of development.
It will have to show progress in curbing corruption and in bringing the average Indo-
nesian a sense that he can receive a fair share of the benefits of modernization.

If the Suharto Govermment does not meet these challenges, it will not retain the sup-
port of important elements of the society. The "New Order” might then be faced with
the prospect of having to impose a much tighter military regime to keep its critics
on both the right and the left in line, This could easily spark a vicious circle of
agitation and governmental repression which would lead to outright military rule.

Because of the pace-setting role played by the United States over the last year, the
U.S. has become closely identified with the Suharto Government. Such identification

is inevitable; we have a heavy stake in the success of the "New Order” not only for
the obvious reasons related to Indonesia's size, sirategic importance, resources, and
potential strength but also because this is a key test case of wvhether liberal econamic
policies c¢cambined with free world assistance offer a more feasible path tc moderniza-
tion than totalitarian solutions.

While our stake in the "New Order" is large, our ability to assist it is circumscribed.
The experience of the U.S5. in Indonesia cover the past 15 years c¢learly shows that the
injection of assistance into the Indonesian economy does not necessarily provide a
directly corresponding stimulus to growth but rather that the effect is often blunted
or transformed by basic features of the Indonesian social structure, For this reason,
it is best to regard ocur ultimate aim in Indonesia not as economic develomment alone
but as modernization.

We must not became so active that we conflict too sharply with Indomesia'’s cultural
patterns or substitute cur initiative for theirs, but at the same time we cannot and
must not let the "New Order" fail. We have faced the problem of treading this narrow
line ever since October 1965, but the increasing importance of the U.S. to Indonesia's
hopes for recovery means that the margin for error and for misjudgment has become ever

narrower.

The United States' timely econamic assistance to date has sirengthened the hand of
Indonesia's modernizers, Further substantial wt.q\de support for the stabilization
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program will be required from the U.S. and the other IGG nations over at least the

next few years. Following are our proposals for addressing U.S. assistance to Indo- -
nesia's short-term task of economic stabilizstion and the longer-range task of

modernization.

SUMMARY OF ISSUES

1. U.5. Strategy in the Multilateral Context
While the concept of multilateral aid to Indonesia is endorsed by all major
participants, there is uncertainty regarding the desirable goals and mechanics of
miltilateralism, What does the U.S. want to achieve for Indonesia and for our own
long-range policy objectives through this device? How effective are the IMF, IBRD,
and IGG in coordinating both the substance and cost of multilateral aid.

2. Program Aid
What mix of program and project aid will best meet USG, IGG, and GOI aims

in FY 1970 and succeeding years? Is the current foreign exchange system an effective
means for channeling foreign aid to Indcnesia's top priority needs, and are AID com-

modity import loans an effective device for providing U.S. aid? How can AID program

loan funds be made more attractive to private Indoneslan importers?

3. Project (Loan) Aid
Are project loans more effective in channeling U.S. funds to where they can
do most good? What sectors of the economy meet the criteria of (a) high economic
priority in Indonesia's developmental framework and (b) requiring technical know-how
and equipment or materials where the U.S. is knowledgeable and cost-competitive?

4. P.L. 480 Title I
Food and fibre seems increasingly to be the most effective ald we can pro-
vide to Indonesia at the current time. How can we get meximum leverage from our
P.L. 480 assistance, particularly in formulating self-help requirements that will
positively affect the vital agricultural sector?

5. Technical Assistance and the U.3. Presence in Indonesia
What is the rationale for U.S. technical assistance to Indonesia and for
the particular projects on which we are now embarked or hope to begin? How can we
help Indonesia to solve its obvious menagerial deficiencies without actually teking
over the management ourselves? What are the effects of the U,S5., presence? Is the
use of TDY personnel an effective means of minimizing the American presence in
Indonesia?




SRR 3.

PART I - BASIC RATIONAIE FOR COUNTRY PROGRAM

A. Selection of U.S. Objectives

The United States' political goals in Indonesia are:

1. To encourage Indonesia to pursue rational and constructive foreign and
damestic policies.

2. To promote effective communication and constructive cooperation between
military and civilian elements in the Indonesian Govermment, encouraging a larger
civilian role if and when it becomes feasible.

3. To encourage the Govermment to promote national development by reducing
corruption and inefficiency and by making more productive use of large military and
civil services,

4, To further a long-term trend toward stable democratic institutions.

Econamic assistance programs are one of the several tools--along with MAP and USIS
programg--for achieving these goals. In the econamic field, U.S. objectives are:

1. To assist, along with other donors in a coordinated burden-sharing effdrt,
the achievement of econamie stabilization.

2. Consistent with stabilization, to stimmliate increasing efforts to rehabili-
tate and develop Indonesia'’s economy,

3. To encourage GOI selective participation in regional economic cooperation.
B. Evaluation of Progress Towards Objectives

1. U.S. econamic assistance, primarily program loans and P.L. 480, has been
effective in encouraging Indonesia to pursue rational and constructive foreign and
domestic pollcies. Our stabilization assistance, including food aid, in concert with
ald from other IGG nations, has sustained the Subarto Government in its determined
pursuit of economic and political stability at haome and friendly, non-polarized rela-
tions abroad. In particular, this assistance has given the GOI courage to undertake
necessary but unpopular econamic self-help measures in the face of very real domestice
political risks. While the stabilization program has done mmch to free the econaxy
and hags begun to revitalize the domestic private sector, it has yet to halt seriocus
inflation; and the need for some stabiligatior ald is likely to continue for at least
the next two calendar years.

There are practical and desirable limitations on the use of U.S. aid to
attain progress toward the other political goals. We have consciously not used our
economic assistance as direct bilateral leverage to promote cooperation between mili-
tary and ¢ivil elements, encourage a reduction in corruption and inefficiency, or
further the development of democratic institutions. Apart from producing doubtful
results, the exercise of such leverage would assign the U.S. a more direct role in
Indonesian affairs than we think is currently warranted, The U.S. has, however, been
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successful in encouraging the GOI to make productive use of its militery
forces by limiting U.S. military assistance to support for Civic Mission progrems.
This support alsc includes an AID-funded training program for Civiec Mission teams.

2. With respect to economie objectives, the Bonus Export or BE system was
adopted by the GOI in late 1966 as part of a drive to dismantle the direct govern-
mental controls of the economy which had proliferated under the Sukarno regime and
to restore free market forces to a major role in guiding private economic activity.
The U.S. agreed to channel a substantial portion of our aid into program loans which,
along with similar aid from other countries, would go into a "pool” of foreign credits.
These aid credits were sold for rupiah at & more favorsble exchange rate than non-aid
foreign exchange and could be used by any qualified Indonesian importer to purchase
any item on the BE list.

In retrospect, the BE system accomplished much that the GOI set out to do.
Foreign aid has unquestionably been better utilized than under the previous system of
bureaucratic allocetion of aid resources. The Indonesian Govermment has removed it-
self from direct foreign exchange control and allowed the market to set a realistic
exchange rate, the private trade sector has been revitalized, and private enterprises
have obtained much-needed spare parts, replacement equipment, and raw materials. The
GOI did not initially, however, make adeguate use of indirect tariff and credit mea-~
sures to channel aild imports into the country's highest priority sectors. Consequently,
many of Indonesia's most urgent requirements have not yet bemmet. Some of the deonor
aid--and particularly that from non-U.S. aid givers, who put little if any restrictions
on eligible items so long as they were on the BE list-~went for lower priority con-
sumer goods, such as textiles. Such use of aid credits subsidized sizeable imports
in direct competition with locally produced products.

3. To date, the U.S. and other IGG donors have been hampered in moving ahead
with long-range rehabilitation and development because of the lack of adequately
developed and supported projects. The $75 million project list prepared with IBRD
assistance last fall has enabled the GOI to begin to focus on sectoral and project
priorities for capital development. Supporting data and Justification are needed,
however, to ready these projecta for donor consideration, The current expansion of
the IMF and IBRD staff and scope plus the anticipated work of the Harvard Development
Advisory Service teem should help the GOI in this task as well as in further defining
stabilization and development priorities.

Both donor and GOI mechanisms for coordinating multilateral aid are still
taking shape, and the difficulties in working out these mechanisms (see Issues, C.1.,
on Multilateralism), have caused some problems. In addition to its assistance in
preparing capital development projects, World Bank officlals are prepared to assist
the GOI in better coordinating donor technical assistance and to give general guidance
to the Foreign Investment Technical Team on privete investment proposals.

4, Our bilateral assistance activities and staff enable USAID/Indonesia to
encourage the GOl in selective participation in regional economic cooperation. We
have been discriminating in such encouragement because of the GOI's own misgivings
about the benefits to be derived for Indonesia fror cooperation in and with regional
economic groupings and institutions.

AL,



c. Issues

1. U.S. Strategy in the Multilateral Context

It is necessary and desirable for U.S. economic aid programs in Indonesia to
be set in a multilateral framework. The advantages for the U.S. and for Indonesia
include the following:

8. A more forceful method than is politically scceptable through bi-
lateral means for persuading Indonesgia to make and implement difficult decisions.

b. A better safeguard ageinst Indonesia becoming overdependeat on the U.S.

c. A method for sharing equitably among many nations a relatively large
asgistance burden over the next few years (as well as rescheduling a substantial
portion of Indonesia's heavy external debt).

d. The only feasible and realistic way--considering our pre-1965 aid
experience in Indonesia and the predictable reaction of much of the U.S. public and
the Congress to resumption of a strictly bilateral aid program in Indonesia--to mount
a substantial assistance effort in Indonesisa.

Along with the admitted advantages for all concerned, the multilateral context
also poses serious planning and operational problems for its participants, The con-
ditioning of the U.S. IGG contribution on both the levels and timing of other-donor
contributions may well have elicited a larger total input of external resources; it
has also delayed receipt of these resources beyond the point when they were desper-
ately needed by the GOI, and thus probably sggravated last winter's economic crises.
Although the U.S. is prepared to offer a variety of forms of valuable agsistance, the
full use of U.S5. commodity import loans and, to a lesgser extent, project loans, is
inhibited by the built-in lesser competitiveness of the U,5. in these areas relative
to other donors. The problem of foreign assistance coordination is horrendous and
iz quite probably beyond the cepacity of the GOI to handle.

Yet, on balance, we feel that the advantages of multilateralism outweigh its
problems and that, at a minimum, its conceptual integrity must be preserved. Maxi-
mmm flexibility consistent with this concept, however, must alsc be retained. The
U.S. should work to advance the timing of IGG meetings to allow an earlier pledging
of aid commitments. A vigorous effort must alsoc be made to speed up the formaliza-
tion of these commitments.

2. Program Loans

Both we and the GOI have been greatly concerned about the slow rate of utiliza-
ticn of AID BE credits, particularly of the $25 million credit agreed to in Pebruary
1968, Our review of loan utilization to date indicates that, except for the abnormal
rush to use AID credits in the last months of 1967, there is little reason to believe
that Indonesian importers, public or private, will on their own initiative and in the
absence of further USG and GOI efforts to alter the situation, purchase significant
quantities of U.S. imports, particularly in the face of large aid credits from some
of Indonesia's traditional foreign supplieras. The reasons for the historically small

I,
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U.S5. commerciel share of the Indonesien import market are fairly evident--and,
although AID procurement regulations tend to be a further impediment to selling
U.S. goods, the major barriers (as detailed in Annex 1) are the generally higher
costs of these products, the greater transportation cost and time involved in ship-
ping them, high Indonesian interest rates and the disinterest of most American
exporters in the Indonesian market. Also included in Annex 1 is a brief analysis
of the additionality/balance of payments problem as it applies to AID commodity
import loans to Indonesia, which recommends a number of measures which might make
AID credits more atiractive to importers but not so attractive that normal U.S.
commercial exports will suffer.

We recognize that Regulation One requirements on payment of sales agents' com-
misgions, proprietary procurement, U.S.-flag shipping, etc. are based on considerable
and valid experience in past AID commodity import programs in other countrles. As
pointed out in our TOAID A-L77 of April 3, 1968, however, and as explained in some
detail in the Audit Questionnaire attachment to our first Audit Report of April 30,
1968, most of these regulations are designed to promote competition between U.S.
suppliers interested in participating in AID-financed transactions and have only
academic interest in the situation of free markets and multilateral aid existing
in todmy's Indonesia.

If AID is to make use of existing and possible future commodity import loan
credits, intensive study should be given to possibilities for modifying Regulation
One requirements to accord with the realities and needs of the Indonesian situation
as well as to the recommendations of the Annex 1 study. If these administrative
changes are not feasible, we should then devote our primary attention to P.L. 480
and project loans as ocur most useful means of participating in the IGG.
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3. Project loans

The Indonesian Government realizes that it must progressgively shift its
economic focus from stabilization to development activities. YThe IBRD
survey of development priorities earlier this year was useful in pointing
out project activities suitable for external financing. Certain of the
so-called "projects™ on the resulting $75 million list (e.g., agricuitural,
road and bridge rehabilitation, and dredging equipment) appear to be
appropriate candidates for funding under the existing AID program loan, so
long as the GOI has or obtains adequate capability for monitoring the use
and maintenance of such equipment.

AID contract teams are also currently making feasibility studies of the
proposed expansion of the Pusri fertilizer plant at Palembang, Susmtrs, and
of the Gresik cement piant in East Java. If the feasibility studies are
favorable, these seem good candidates for project loans by the U.S. alone
or as part of an internaticnal lending consortium. U.S. and other foreign
private interests are also interested in building fertilizer and cement
plants. Since the future market for both commodities appears adequate to
warrant both private and public sector involvement, we believe AID loans to
these two ongoing, profit-making state enterprises can be justified.

The World Bank mission to Indonesia in July 1968 reported that the GOI
project 1list for 1969 proposes same $350 million (in total commitment terms)
for transportation, commmnications, power, agriculture, and industry. Some
of the areas recommended may be appropriate and desirable candidates for

U.S. project lending -- particularly road maintenance equipment, sgricultural
equipment, and certain railroad and commmications equipment. We are
exagining further with the GOI the usefulness of & general feasibility
survey loan to develop several of these projects.

¥While many possibilities exist, few concrete U.S. project loen pospibilities
are visible on the Indonesian horizon. Logically, considerations other

than cost, such as U.S. technology and experience in particular sectors,
should and presumably will figure in the minds of the GOI and its World Bank
advisors when decisions are made on sources of project loan funds, but

coast considerations will continue to limit the range of projects likely to
be pregsented to us.

We should consider the usefulness of a mmitilateral fund, managed or at
leaat coordinated by the IBRD and financed by interested donors including
IDA. Unless tied procurement is permitted under such a fund, however, the
U.S. will face the same problem of non-campetitive prices that we face in
our bilateral program and project aid.

ARy
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PART I. C. 1ISSUES
L, PL 48O

A major portion of our aid to Indonesia can most usefully be offered in the
form of PL 4BO food and fibers. Even here, however, the problem of non-
competitiveness remains to some degree. It stems from the geographic
distance between the U.S. and Indonesia; though the CCC can rebate the
differential between non-U.S. and U.S5. flag vessels, this does not negate
the fact that freight costs for U.S. agricultural products are two to three
times greater than from potential suppliers in the Far East or South Asis.

Normally, however, it is to Indonesia's advantsge to import PL 480
commodities on LO-year terms at concessional rates of interest rather than
to import from less expensive suppliers for cesh on short-term payment.

The GOI is nonetheless faced with the necessity to subsidize imports
financed under PL 480; in the short run the budgetary effect of these
camodities is not more than their sales value in Indonesia. While implicit
gubsgidies have hbeen hidden from the Indonesian public eye in the past, the
issue will come to the fore with the import for consumption by the private
gector of yarn and wheat flour.

A related issue is the system by which some of these commodities are
purchaged, imported and distributed. In the past rice and cotton have

been imported by large public sector entities. This was workable because
rice is a homogenous commodity, while raw cotton, if less sc, is consumed
by only sixteen falrly large enterprises whose requirements are easily
communicated to the GOI. It may be unworkable with a commodity like yarn,
traditionally imported by the private sector for resale to literally
hundreds of large and small weaving enterprises with differing reguirements.

Programming of PL 480 commodities is very difficult, at least in part,
because the private gector is seldom consulted by government compilers of
import and production plans. We continue to press for better dats in
self-help requirements but they remain gparse and unreliable; statistics
are sometimes manufactured out of whole cloth to support positions arrived
at independently. In addition, production goals and derived raw material
requirements are sometimes politically motivated. We cannot resolve this
statistical problem in a short time, and must therefore program PL 480
commodities as much by guess as by scientific method.

Legiglative imperatives on self-help in food production represents another
area of difficulty. There is no disagreement on the principles of self-help;
on the contrary, increasing agricultural production heolds a first priority

in national rehabilitation and development programs. 3But specific self-

help measures in PL 480 agreements (e.g., provision of farm-to-market roads)
are agreed to by GOI officials not remotely involved or concerned with

their implementation. While it is convenient to think of the GOI as &
hierarchical and unified structure, this is ngf yet truly the case. Authority
ig diffused and responsibility not easily fixed. However, we note with
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optimisim that the new Minister of Trade has been given responsibility for
agsuring that all the terms and conditions of PL 480 agreements, including
those on self-help, are complied with.

A final issue is related to the logistics capability of the GOI. Significantly
larger quantities of PL 480 commodities are programmed for the future than

have been handled in the past, and the GOI has not yet demcnstirated that
perishables can be purchased, shipped, stored and distributed without
unacceptable losses due to inefficiency, negiigence or corruption.
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5. Rationale for U.S. Technical Assistance

The needs of Indonesia for technical and managerisal assistance are urgent and
massive. Capital assistance alone will not enable Indonesia to carry out its rehabili-
tation and development program. The U,8. share in the provision of technical assist-
ance should, however, be determined in the light of the multilateral context in which
we are working, just as is capital aid. The willingness of other bilateral donors
and international organizations to provide substantial technical assistance means
that the U.S. role, and the American "presence” in Indonesia, can be sharply limited.
The other donors should be encouraged to contribute their share of advisors, managers,
end trainers, and to the extent possible we should seek to "multilateralize" the pro-
vision of technical assistance under the aegis of the IBRD, IMF, and ADB.

Projects involving U.S. technical assistance should continue to be limited in
number, concentrated in a few fields, and derived from intensive study of the oppor-
tunities for success. Permanent modernization can be achieved only through the efforts
of Indonesians who are committed to it and not through the substitution of American
administrators and technicians., The alternative carries with it the risks of a wesk
and diffused program, cover-identification of the United States, and & diminished like-
lihood of permanent change for the better in modernizing Indonesia’'s institutions and
systems. The criteria applied, therefore, in the selection of TA projects are the
following: the project should have high developmental priority; it must be strongly
supported by the GOI; there must be evidence that the technical assistance would be
effectively utilized and would have a lasting impact; the U.S. should be at least as
well qualified as any other donor to provide such assistance; there should be no
duplication of effort with other donors willing and able to provide the assistance;
and the project should be appropriate for bilateral assistance (e.g., not involving
a challenge to vested interests or sensitive national concerns whieh only an inter-
national institution could safely tackle).

Very few projects meet these criteria. The areas thus selected for TA concentration
are agriculture, family planning, transport, and education. Agriculture was selected
primarily because of its high developmental priority; along with P.L. 480 Titles I
and II and related capital aid, technical assistance to agriculture forms an integral
part of our already extensive commitment to help Indonesie overcame its food gap.
Assgistance to Project BIMAS has been confirmed as a valid point for focus within

this context because, in addition to other attributes, it is an on-going program
with past successes and defined objectives, and constitutes the basic Indonesian
effort at this stage to achieve food self-sufficiency.

We are supporting an expanded famlily planning program as a necessary concomitant
to our efforts in bridging the food gap through increased food producticn. In trans-
portation, U.S. assistance is being directed to improving road equipment logistical
menagement, since Indonesia's desperate need for improved roads has top priority for
infrastructure development. In Education, we have instituted an activity to get the
prime tool of the learning process, the book, to secondary and university-level stu-
dents who will in a relatively short time add to the slready crushing burden of
inadequately prepared manpower unless assistance is rendered quickly. ILooking to
the longer term, we plan to assist in improvement of university-lewvel agricultural
instruction as part of our commitment to help vitalize agriculture.
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The need for Indonesian modernizers is limitless. For this reason, we will
continue to sponsor a large General Participant Tralining project for Indonesians
who we hope will became modernizers in their particular fields.

Overall technical assistance coordination remains a difficult problem. The
Foreign Technical Assistance Coordinating Committee (FTACC), located in the Presi-
dent's Cabinet Secretariat, functions chiefly as a clearing house for TA requests
and a statistical service for the Presldent and others when data on foreign experts
are desired., The Government departments do not concern themselves, any more than
does the FTACC, with questions of possible conflict and duplication between experts
since their general attitude is that the needs are so great that the mcre experts
the better. This area will require greater attention in future fram all concerned.

To appraise potential technical and capital assistance projects and determine
their priority and the Indonesian commitment to them requires certain permanent
technical staff. Careful study must be given, however, to each technical assist-
ance project to determine whether the American staffing should be of a permanent
or TDY nature, Permanent technicians are better able to accomplish in-depth pre-
project studies and to eatablish the personal and situational relationships neces-
sary to gauge the effects of personality, political, and bureaucratic factors on a
technical assistance project. On the other hand, permanent technicians can increase
the camnon Indonesian tendency to place responsiblility on others and to forego the
effort of bvecoming self-reliant. TDY technicians leave the Mission free to terminate
assigmments quickly and to minimize long-term commitments to the GOI. They often,
however, involve much additional effort for the Mission in covering the asame ground
more than once, and a serious lack of comtinuity in scmetimes complicated situstions.
These factors should be weighed againat each other in each case to determine whether
permanent or TDY technicians better serve our purpose, which is not only to solve
problems but, more important, to create problem solvers.
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D. Examinstion of Alternate Aid Levels, Program'Mixes, and Strategies

1. Asmtions

In developing the alternative ald levels and program mixes that follow, we have
made & number of assumptions bagsed on the aggregete and sector analysis sppearing
in Part IJ., These assumptions can be summarized as follows :

a, Overall political stability with some gradual increase in effective
central authority over outlying regions and officials.

b. Substantial success in stabilization efforts achieved by early 1969,
with the inflation rate reduced to maximm of ebout 25% in 1969 and 10-5% p.a. in
1970-T72, without use of direct contrcls.

c. Moderate overall econamic growth (about 4% p.a. on average during
1969-73) based largely on (a) recovery in same industrial production and in inter-
island trade, and (b) expansion in foreign financed, managed or assisted projects
(mining, estates, fertilizer). Agricultural production to grow about 3% p.a.

d. Improvements in the balance of payments and budget to permit a reduce
tion of total progrem aid in favor of project aid at a rate of about $25 million
p.a. during 1969-72. A total aid expenditure level of $330 million per year is
estimated toc be required., In addition project aid commitments in each year will
have to be at least $50 million higher than expenditures in order to generate the
required futwre $25 million p.a. increase in project expenditure, using a minimum
lead time of two yesrs for full impact of project commitments. The total requirement
for aid commitments is thus estimated at $380 million per year.

(millions of dollars) Y69 CYT70 CXT7X CY 72
Expenditure Requirements
Program/PL 480 Aid 245 220 195 170
Project Aid 8 10 135 160
Total Expenditures 330 330 330 330
Additional Commitment Requirement
for Project Aid 50 50 50 50
Total Commitment 380 380 380 380

2. Non-U.S. Aid

Commitments by other donors are likely to total about $200 million in CY 1968,
or slightly less than the target of two-thirds of $325 million plus supplemental
food aid. Required non-U.S. aid commitments in 1969 and 1970 are estimated at $230-
240 million in each year, on the assumption that the U.S. will provide sbout one-
third of the totel commitment requirement excluding wheat. Despite the difficulties
experienced this year in obtaining non-U.S. aid pledger and the admittedly blesk
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general outlook for aid, this commitment ocbjective for non-U.S. aid is considered
attainable, primarily because the major camitment burden for other donors will
shift from program to project aid. Non-U.S. program aid commitments in 1968 are
estimated at about $130 million, or twice the level of project aid commitments.
Given the assumptions made for U.S. PLLE0 and program aid (see below), the require-
ment for non-U.S. program aid cammitments (including food aid) is projected to
decline to $105-110 million per year in 1969-70. Non-U.S. project aid commitments,
however, must rise rapidly, from about $65 million in 1968 to about $120 miliion
in 1969 to $135 miliion in 1970, in order to generate the projected sharp rise in
development project expenditures in 1969.70 and beyond (always assmming adequate
financial stability and project preparation). Due to this projected heavy involve-
ment in project aid, with the U.S. playing only a relatively minor role, nom=-U.S.
aid expenditures will rise more slowly than cocomitments, increasing from about $160
million (including from pipeline) in 1968 to $200 million in 1970. (See aid
obligation/expenditure table in Budget Susmary).

It is assumed that the generally favorable development prospects of Indonesia and
the vested interests in trade development and debt repayment of many donors will
result in adequate aid. Japan will remain the largest nom-U.S. foreign donor,
presumably willing to provide about cne-third of total project and program aid.

The IBRD/IDA should emerge as a major lender, perhaps providing another third of
project aid requirements ($40-$45 million p.a.). Except for greater willingness to
make project loans, no significant change in other donor interest is forecast.
Renewed project lending by Yugoslavia and one or two Bloc countries is a possidility.

A premature shift from program to project aid poses the chief danger in regard to non-
U.S, aid, IMF, IBRD and Q01 explanations, plus U.,5. pressure and competent GOI
financial management, will be required to maintain the flow of commodity aid and to
provide some lmprovement in the exchange positiong,A possible solution would be

for the U.8,, Japan and other donors to agree with/the IOC to limit their reductions
in progrsm aid (from their respective 1968 lavels) to approximately a percentage
reduction for program aid which would be recamended by the IMF and IBRD. It is
estimated that a 20§ reduction, if spread over both 1969 and 1970, would result in
requirements being met during those two years. Beyond 1970 debt refinancing will be
a major issue affecting net financing from other donors.

3. Alternative Aid Levels and Mixes for U.S. Aid in FY 1970

It is assumed that a substantial U.S. aid role will contime to be justified
by the U.,S. political and economic development objectives for Indonesis and that
for many reasons this role can coatimme to be played best within a mnltilateral
framework in which cther donors contribute the majority of aid resources and debt
relief, We recommend continuation of the present forsula for defining the U.S.
requirement ; namely, one-third of the total aid requirement, excloding wheat aid,
PL 480 Title II and technical assistance, Since the total aid commitment requirement
go defined is $345 million in CY 1960 and $365 milliom in CY 1970 ($380 aillion
less estimsted wheat), the indicated U.S. aid share is $115 million in 1969 and $120-
125 million in 1970, plus vheat ald estimated at $35 and $15 million, While these
targets are judged feasible in terms of total magnitudes, a variety of possibilities
exist for the aid mix, due to uncertainties associated with individual camponents.
The following tsble, combining FY AID loan authorizations and CY PL 480 loan agree-
ments, illustrates the possibilities for FY 1970 loans.
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FY 1969-70 Loan Obligations
{(nillions of dollars)

FY 1970 Program
FY 1 Recammen-
Probeble Min, Est, Max, Est, dation
Program Loan 10 Q 20 10
Project Loan 15 10 ko 25
Total AID DL 25 10 60 35
Rice (PL 480) HTy) 10 50 4o
Raw Cotton 30 25 Lo 30
Cotton Yam 20 15 25 20
Other (non-wheat) _0 0 5 0
PL 480 Non-Wheat 90 50 120 90
Total Non-Wheat 115 60 180 125
Wheat 32 8 ko 12
Total U. S. Loans 150 68 220 140

Note: PL 480 estimates represent CY 1969 and CY 1970 agreements

2, Development Loans. At this writing it is uncertain vhether Indcnesia
would in fact be able to utilize the $55 million proposed this Spring for FY 1969
Development Loans. The slow drawdown to date of the February $25 million program
loan for commodity imports makes 1t difficult to predict the level of this type of
aid which can be effectively utilized in future years, Similarly, while feasibility
surveys are under way to identify and develop suitable high priority capital
asgistance projects, it is uncertain that such reviews will result in & substantial
number of projects which we consider high-priority and in which we are sufficlently
competitive with other donors (see sectoral analyses for further elaboration). The
FY 1970 DL levels contained in Aiternstive A and B (given in the FPBS guidance
instructions at $50 and $60 million respectively) could be utilized only under
optimum conditions. For these reasons only $25 million is assumed for FY 1969
development loans and $35 million for FY 1970,

For loana same succeas in developing incentives to utilization of AID ecredits
(bcm%%%ms, a time-distance equalization fund, and any other devices that
would alsc foster "additionality" and not be considered by the IMF unduly discrimina-
tory against other donors) is assumed, plus an increased amount of GOI procurement,
directed or otherwise, in such items as fertilizer, pesticides, and selected equip-
ment. As a result largely of accummlated govermment procurement orders, the current
$25 million loan is assumed utilized prior to the end of FY 1969, and "replenisiments"
of $10 million each are assumed for late FY 1969 and FY 1970,
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The outlook for ect loans is less clear, pending submission of the GOI/IBRD
project proposals for 1 at the October IGG meeting. In addition some govermment
equipment procurement currently under consideration will probably require separate
project loans, and & $4 million loan to the Gresik cement plant is a probebility

in FY 1969. By 1970 the $50 million expansion to the Pusri fertilizer plant is
expected to be ready for funding. AID financing of $15-25 million of the cost of
this project, within an intermational consortium, is tentatively recommended pending
the results of the evaluation survey. The amount and timing of project loens is of
course difficult to estimate at this early stage of project preparation, prior to the
arrival of the resident IBRD team.

b. PL 480, Title I. Despite various uncertainties, s CY 1969 PL 480 pro-
gram totaling about nillion and similar in composition to the CY 1968 program
is currently anticipated. The chief variable will be the yet uwproven substituta-
bility of wheat for commercial rice imports. For CY 1970 a reduced wheet program
of cnly $15 million is tentatively assumed, due to the expected marrowing of the gap
between rice production (up ¥ p.a.) and rice consumption {(up 2.5% p.a.). Greater
success in rice production could result in an even lower program, while successaful
realization of current ambitious plans for production of artificial rice could result
in a greatly expanded flour progrem. The effect of such a success would de largely
to eliminate the need for rice imports in CY 1970. For both 1969 and 1970 continu-
ation of the present PL 480 rice export availability level of 200,000 M is assumed,
although 250,000 MT is a recognized poasibility. By 1970 Indonesia’s maximm rice
import need is estimated at only about half the presemt 600,000 M requirement, and
by 1972 a prodquction-consumption balance should be achieved.

Cotton and sales under PL 48O are not forecast to increase greatly beyond their
1968 levels 501' seversl years, due to expected slow progreas in rehabilitating the
problem-ridden textile industry. Present 001 plans are much more optimistic; and
USAID estimates may, hopefully, prove too modest, On the other hand U.S. yarn sales,
spparently requiring a 30-40% GOI subsidy, msy prove too costly to continue or mey
be replaced by Japanese sales under aid credits.

Small FL 480 sales of other cammodities (such as tcbacco and tallow) remain a
possibility in future years.

c. FL LBO Title II. The projected doubling of the curremt Title II level
to $7 million In FY 1970 (proposed in FPES Alternatives A and B) is supported by
possible involvement in GOI military-supported Civic Acticn activities, as well as
anticipated expansions by CAHRE and othsr voluntary agency programs. However, an
even higher level may result, if there is a dramatic increase in the scope of Food-
for-Work activitiea, wvhich we believe may come about if the concerned GOI ministries
are able to develop effective projects.

a
d. Technical Assistance. Retention of/$6 million level would tend to

freeze us in ocur presently contemplated areas of activity, whereas the Alternative
B level of $8 million would allow us to expand our participant training and family
planning programs. These seem to be the wisest and moat effective projects in
which the U.S. could increase its efforts, and the higher TC level would also allow
the requisite degree of flexibility for moving into priority areas of concentratiom
as ths need arises.

SmiReie
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k, Alternative Strategies

When we speak of our current "multilateral aid strategy” in Indonesia, we are
actually describing our conduct of a bilateral aid program within the context of
a relatively elaborate mechanism for coordinating aid funds, projects, and staffs
for Indonesia from a good many countries, intermational organizations, and private
agencies. The multilateral aid strategy, from which flow the policies and imple-
mentation actions in current and proposed U.S. economic aid activities, has been
approved by the Country Team, and is, we believe, generally supported in Washington.
This is not to say that there are not many problems to be ironed out, or that there
are nct, both within and outside the U.3. Government, critics of the present strategy.

Some of these are sincere in their belief that we should be involwved in a more
"imterventionist" program, recommending--either through the IMF intermediary or out-
side of it--as a strict quid pro guo for cur aid, that the GOI act more firmly and
more rapidly to put stabilization priorities over domestic political considerations.
There are alsc sincere critics of the "limited U.S. presence” and our cautious and
tempered approach to technical assistance. These interested parties believe that
we should get closer to "where the people are"” and that we are overlooking our oppor-
tunity and, in fact, our obligation to complement our relatively impersonal stabili-
zation aid with American know-how and experience.

On the other hand, there are those who are equally convinced that ocur bilateral
assistance should be, if possible, limited to P.L. 480 and AID commodity loans, with
technical assistance provided by the IBRD, the IMF, and the UN agencies. There is
a fear that Americans and other foreigners are too prone to insert themselves or to
be inserted by the Indonegians too directly in the Indenesian chain of command and
to take over responsibilities which the Indonesians should handle themselves. These
crities, with some accuracy, claim that it is too easy for American technical experts
to believe that they are accomplishing lasting changes in managerial attitudes and
work habits only to have the system collaspse when the experts go home,

We believe that the strategies and programs contained in this Memorandum repre-
sent a middle course between the above points of view and is the only
realistic and feasible plan for helping Indonesia to overcome her short- and medium-
range development problems, The proposed progrems purposely do not alm at quick
solutions nor at setting up apperently Westernized institutions. Instead, they
represent our considered Jjudgment on how the U,S5. can help Indonesia meet its pri-
ority needs and how best to fit the real advantages of U.S. assistance to the reali-
ties of Indonesia's people and of her government and of their attitudes, temperaments,
strengths, and weaknesses,
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PART 1. D. OTHER INPUTS
5. a. R onalism

We must continue to encourage Indonesia to join in Southeast Asian cooperatica.
In addition to economic and political benefits, closer regional ties will
encourage Indonesia to see itself as a partner in a world-wide process of
modernization rather than as a aick patient in the hands of Wegtern doctors.
Some of its neighbors are understandably suspicious of Indonesia’s goals in
the region. They should be encouraged by us, however, to realize that
embracing Indonesia's new government and involving it inextricably in
responsible regional activities is the best way to guard against the
poesibility of future Indonesian adventurism.

Our own expressions of support for regional econamic and political organi-
zations should be decidedly low key. Furthermore, we shouild not encourage
participation by Indopegia in regional projects to the point where its
scarce resources of skilled leadership and institutions are dissipated in
activities which promise only marginal benefits to Indonesia.

lastly, we mugt avold giving the impression in regional programs involving
Indonesie that the U.S. is running the show and that the U.S. is prepared
to provide more than its share of dollar costs, organizational arrangements,
and human resources.

5. b. Private Resources

AID can best agsist in achieving greater use of profit-making private
resources for Indonesia's development by intensifying AID's investaent
promotion activities, including investment guaranties, Cooley loans and
expanded TESC and similar technical assistance. This is dealt with in
more detail in the Industry sector analysis. With regard to non-profit
private rescurces, particularly from the U.S., AID should actively encourage
a8 broad role for VolAgency assistance, including appropriate Food for Work
projects. In addition, organizations such as the Ford Foundation or the
Stanford Research Institute should be encouraged to concentrate their
activities in policy-determining areas where the chances for significant
change are better if the aasistance ig from private rather than governmental
sources. Indonesian non-profit organizations are generally ill-equipped

in both financial and trained manpower resources to make develormental
contributions. There may be & case, however, such as the Indonesian
Planned Parenthood Association and family planning, where such an organi-
zation may offer the only means through which a specifically desired program
may be pursued. Such instrumentalities will be appropriately supported.

5. ¢. Ttle IX

It will be apparent from many statements in the forgoing sections that the
carefully designed U.5. role in Indonegia within the multilateral context

does not lend itself to direct participation 12 Title IX-type activities.
L J
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On the other hand, a number of elements in the Mission's planned program
should indirectly contribute tc the advancement of broad Title IX objectives.
Most prominent among those are our efforts to assist in increasing rice
production; our Famlly Planning program; and our Title I] programs, both

the Food-for-Work programs and the several U.S. Voluntary Agency programs.
To the extent that the GOI stabilization program, to which the U.S. is
giving major support, is successful, Title-IX purposes will, of course,

also be significantly served.

5. d. MAP

The U.S. Military Assistance Program for Indonesia, although relatively
small in dollar terms, offers a substantial opportunity for economic develop-
ment complementary to the AID program. The MAP is primarily justified as
giving tangible support to the use of the Indonesian Armed Forces in civic
rehabilitation programs and strengthening contacts between U.S. and
Indonesian militery personnel. There is significant developmental potential
in those civic action projects which involve construction and rehabilitation
of highways and harbors, irrigation, rice growing, crop dusting, land
reclamation, flood control, disaster relief, school construction, and
improvement of navigational aids and air facilities.

As suitable projects are developed by the GOI military in cooperation with
DIG, AID will give active consideration to supplying Title II Food-for-Work
comnodities for labor performed by Indonesian civilian work forces employed
in MAP-assisted Civic Action programs.
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PART II - ANALYSES
A. Aggregate Analysis

Stabilization and growth remain the econcmic objectives of Indomesia. Stabiliza-
tion has the immediate priority, since it is a prerequisite to large-scale
economic expansion and because of the political risks involved in holding
investment and incomes at their present depressed levels over a prolonged period.
It is cur current judgment that the present stabilization effort will prove
largely successful during the present critical rice crop year ending March 31,
1969. On this assumption relative stability in domestic prices and the exchange
rate is projected for the period 1969-73 (e.g., & maximm inflation of about 29%
in 1969 and of 10-15% in subsequent years, recognizing that the gradual elimination
of accumulated price and wage distortions will exert a continuing upward pressure
for several years). This achievement should be sufficient to permit a general
ghift of economic interest fram speculation and trade to production and invest-
ment, accompenied by the lowering of interest rates (now 5-10% per month), the
re=establishment of normal liquidity balances, the resumption of medium- and
long-term lending and saving, and the eventual establislment of a fixed,
realistic exchange rate.

On the above favorsble assumptions regarding stabilization, a development program
directed to long-term growth, as well as short-term rehabilitation, can begin in
1969 with a substantial increase in investment imports and related damestic
activity. The @I Five-Year Flan for 1969-73 will hopefully spell out the
objectives and content of an overall program. Fending a formal development
progrem and a more solid data base, the following appear to be the key elements
in Indonesia's development prospects.

M&Ssﬁm- Gross investment is spparently at a very low level,
P s oqual to estimated depreciatiocn in magnitude but not in
composition., For Indonesia to increase investment to the level of 20-.30% of GNP,
which is usually required for a rapid growth rate of 6-8% p.a., will obviously
be a very long~term and expensive process. For example, if gross investment
cannot be increased faster than 10% per year in absolute terms, which has been
the general rule in developing countries, at least 30 years would be required to
increase investment from 6f to 2 of GNP, assuming an interim average growth
rate for GNP of F%. In the short term, however, investment factors are more
favorable: successful rehabilitation of exsting capacity should result in a low
overall capital/output ratic, and idle construction capacity and the low level of
capital imports offer the posaibility of increasing investment by more than 10%
Pe.a. in the immediate future,

Gross saving is apparemtly only 3-4% of GNP, reflecting net dissaving by the
govermment and probably by emterprises collectively. In the short term this is
g~other situation that could improve significantly, although strong pressures for
increased public and private comsumption are alsc likely. If GHP grows at an
average rate of ¥t p.a. during the next five years, a marginal rate of saving from
GNP of about 20% will suffice to finance nearly all of the assumed increase in
investment, For certain other countries (e.g., Pakistan) such an assumption

. AV
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regarding saving would be perfectly reasonsbles In Indonesia experience is lacking,
but the prospect of stabilizastion and expansion offers hope of larger reinvested
profits, reduced liquidity preference, and modest but rising budget surpluses on
current account, The significance of Indonesia's potential for largely financing
incrementsl investment out of incremental saving is, of course, thet in such a case
net foreign finasncing need not increase greatly once expansion has been generated.

Balance of Payments and Aid Requirements - The sbove investment-saving prospect is
unfortunately not confirmed by the separate forecast of a steadily rising B/P deficit
on current account, from only about $300-310 million in 1968-69 to about $360 million
by 1973. This is based on the following assumptions: (1) total imports will grow

at only 4% p.a., despite rising investment imports, largely as a result of progress-
ive average savings of over $25 million per year in rice imports during 1969-72;

(2) net oil earnings will increase at & very rapid but declining rate (up 2684 in 1969,
up 10% in 1973); (3) non-oil exports will increase on the average by only 4% p.a.,
from which must be deducted foreign concession profits, ete,, on the service account;
and (4) the deficit on other non-oil services will increase by about & p.a. On the
key assumptions that debt rescheduling will continue after 1970 and that foreign
investment will increase by $15-20 million p.a., & minimum foreign aid expenditure
level of $330 million per year is forecast as required to finance a substantial
inerease in investment imports while providing some strengthening of Indonesia's
precarious foreign exchange position in 1969-70. Due to the lead time required to
generate increases in project loan expenditures, aid commitments will have to run

at lesst $50 million higher per year, bringing the totsl commitment requirement to
approximately $380 million per year, or $55 million higher than the 1968 target for
Indonesia.

Of the $330 million in capital aid expenditures (measured as L/C's opened) recom-
mended for 1969 and 1970, it is estimated that about $100-125 million could be
provided in the form of PL L8O, comprised of about $10-35 million in wheat products,
$40-50 million in rice imports, and $50-60 million in cotton/yarn and other imports.
Of the remsining $205-230 million, about $85 million will be required in project
aid expenditures and $120-145 million in program aid in 1969. Project aid expendi-
tures are projected to increase by about $25 million per year after 1960, with an
equivalent reduction possible in program and PL L80 aid due to the favorable B/P
factors assumed above. The projected increases in project aid and foreign invest-
ment will finance all of the additionel investment imports required beyond 1968 {or
approximately 50% of the projected increase in gross investment). A ceiling on the
rate of increase of investment-type imports is set by the assumption that the
maximm feasible rates of increase in gross investment will be about 14% in 1969
declining to 10% in 1972. Given the shaky data base behind &ll econcmic forecasts
for Indonesia, a more rapid absclute increase in investment imports and investment,
particularly foreign investment, may prove feasible., While there is apparently some
scope for substituting preoject or equipment aid for investment imports financed
with regular foreign exchange, thereby permitiing a legitimate reduection in program
ald, the great danger during the period will be that program aid will be reduced
DPrematurely and that project aid conmitments will be substituted for aid expenditures.
It is partly for this reason that a gradual phasing down of program aid is forecast,
providing a margin of safety and hopefully some replenishment of depleted exchange
reserves in 1969-70. Unless export prospects improve or debt service can be held
to small annual increases, the overall foreign exchange position will deteriorate
after 1970, on the assumption of constant aid expenditures, as indicated in the

following table:
i L
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S Balance of 8 Estimates
millions of dollars

1967 1968 1960 1970 1970 1972 1973

Exports T70 863 942 1034 1084 116k 1268
Imports 802 -833 -870 -909 945 989 -1065
Ket Services -263 =330 -380 -h31 k60 513 568
Current A/C Balance «205 <300 308 306 =321 338 -365
Program Aid 192 255 245 220 195 170 145
Project Aid 69 4o 85 110 135 160 185
Total Aid 261 295 330 330 330 33 330
Private Capital 100 95 110 120 130 150 170
Debt Service =54 =89 =100 <115 =130 =130 -175
Net Capital 307 301 30 335 330 330 325
Overall Balance 12 1 3 29 9 -8 =4O

If the stabilization effort (in its present intensive form) must be prolonged beyond
early 1960, then investment will not be able to increase rapidly, eliminating the
need for some project aid and prolonging the present need for program aid.

Growth, Budget and Self-Help - It is extremely difficult to forecast the rate of
growth llkely to result from s fairly rapid expansion of gross investaent in the
next few years, given the nmumerous unknowng and variables., Favorable factors are:
the rapid incresse forecast for oil earnings, the expected growth of at least ¥ p.a.
in rice output (based in part on more costly imputs), the steady stream of foreign
investment approvals, and the "rehabilitation" aspect, especially in textiles, which
supposedly offers large increases in value added with little new investaenit. Scme
unfavorable factors are: gross investment is very low (apparently 6-7% of GHP) so
that only a rate growth of 3.l p.a. would seem indicated; exports (recorded, at
only about 8-9% of GNP) are not a large growth base; peasant sgriculture, the
largest sector, is not normally a rapid growth sector; industrial productivity and
management are gemerally poor and handicapped by unecanomic rules and practices;
and the swollen military and civilian goverrment ranks constitute a heavy burden

oo the more productive sectors. On balance an average growth rate of ¥ p.s.
during the next five years appears to be the most that can presently be assumed,
although a more rapid "recovery” may be possible for a few years.

Given such & growth rate and improved measures to collect revemmes, the present
near-belmce in the operating (routine) budget should be converted to a growing
surplus, permitting the GDI both to substitute its own revemues for declining program
aid and to provide the rupiah financing required by growing project aid isports amd
domestic develomment. It is tentatively estimated that damestic revenues will grow
by sbout 126 p.a. in FY 1969-70, while operating expenditures {including debt service)
are held to & %/increue. This projected improvement in the budget situatiom,
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parallel to that in the balance of payments, is of course crucial to the projected
increase in project aid and reduction in program aid. Should the budget improvement
fall to keep pace with that in the B/P, either investment will have to be reduced,
program aid increased or inflationary finencing used, The scope for increasing
revenue collections, with IMF assistance, is of course vexry large, Integrstion of
recorded and unrecorded regional, loecal, miljitery, and other extra~budgetary revenues
(which in total may epproximate recorded central government revenues) offers one
large possibility; but it sbould be recognized that many of these revenmues finance
legitimate govermmental-type services or credits and that these expenditures would
also have to be incorporsted in the budget.

Among the mmerous self-help measures prescribed for Indonesis by the IMF, IBRD,
IGG and USG, the following appear to be most important for realization of the
expansion-with-stabilization program outlined above: (1) encoursgement of foreign
private investment and management to assure growth, rising exports, and improved
productivity; (2; increased revenues froam domestic income and trade (and from
selected imports) permitting an end to disincentive export taxes; (3) a more select-
ive tariff policy to encourage domestic production and discourage lower priority
imports; (L) a selective credit policy and expanded credit institutions responsive
to the short and long-term development needs of the country; and (5) a more inte-
grated, honest, and efficient public administration of the country, including
improved mansgement or sale to the private sector of public enterprises and cther
entities. For successful longer-term development, of course, additional factors
will be important, such as population eontrol, development of a domestic entre~
preneurial class, and increased cultural emphasis on technology, management, and
implementation,

B. Sector Ana.'l{ses

1. Agg_lculture

There is general agreement that in Indonesia increased food supply through
domestic production is a prerequisite for long-range growth. Programs designed to
bring about major increases in food production and self-sufficiency in rice are
receiving top priority in the Five~Year Plan currently under preparation.

The base for the QI*s program to encourage and assist in expanding food production
rests on the creation of an economic climate which will make it profitable for the
peasant producer to purchase increased quantities of modern agricultural inputs.
Concurrently Badan Urusan Logistik (BUL) has been provided sufficient financing to
enabie it to spread govermment purchasing cperations over s psriod of several months,
This has stabilized rice markets and will permit the farmer to plan raticnally for
the future.

AID has been instrumental in meking available some of the highly qualified agri-
cultural economists who have contributed to the formulation of these liberal
policies, More important, self-help provisions which we have written into PL k80
agreements have supported @I economic leadership by binding the Govermment to
implementing these provisions. In the coming year we will continue to press for
extending the floor/ceiling-price principle as widely as feasible and for eliminat-
ing intermal restrictions on the flow of rice from surplus to deficlt provinces.
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In response to the Govermment's request for emergency supplemental food aid, the
U.S. has agreed to provide up to 350,000 metric tons of wheat flour and bulgur in
FY 1969 and perhaps additional amounts in FY 1970. While distribution and market-
ing details have not yet been worked cut, we believe that, at the right price, the
consumer will substitute wheat producta for rice, thersby reducing pressure on the
rice market, To devise and maintain a price structure vhich maximizes consmmption
of wheat products but still permits rice to sell at near-world-market prices during
the between-harvest scarcity season requires sophisticated economic techniques, We
intend to add to the USAID staff an American axpert in foodgrain pricing to assess
snd advise on GOI performance in this regard.

A second factor affecting agricultursl production is the success with which required
inputs are made available £o0 the farwmer at the right time and for the right price.
In 1968, although AID was prepared to finance fertilizer under our cammodity import
loan, the G0I elected a series of lower cost cosmercial purchases instead. It is
generally to the advantage of the GOI to use long-term credit at concessional
interest rates when such is available; and, if in the caming year AID is aszked to
finance imported fertilizer, we will probsbly act on the request., USAID is currently
evaluating two other requests to utilize loan funds for the purchsse of fertilizer
(for estate agriculture) and pesticides (for use on the 1968/69 rice crops).

Related to the supply of fertilizer through the import system is the quantity of the
product produced domestically. The Pusri Fertilizer Piant at Palembang iz currently
producing neear capscity at about 100,000 metric tons of urea amually, which the
Govermment seeks to triple., AID has contrected with a U.S5. engineering firm which

iz now studying the technical and econcmic feagibility of the expansion. If justi.
fied we may participate in an international consortiue arrangement to fund the project.

Another factor which affects agricultural production is the development of modern
agricultural techniques and their dissemingtion throughout the countryside. Foremost
smong Indonesis's complex of agricultural research and teaching institutions is the
Agricultural Institute at Bogor. As described elsevhere, we plan to provide major
technical assistance to this Institute with the expectation of saking a lasting
impact on national agricultural development.

The Govermment's sgricultural extension program in Java has been most effective when
carried out in the context of the BIMAS progrss and we have therefore decided to
concentrate our technical assistance in this already proven area. UBAID's agricultural
extension techmical assistance project, to be started in FY 1969, will make available
three agricultural technicians tc work with BIMAS managers and planners.

A further U.S., contribution to the RIMAS program will be coamodity assistance for
the new, centralized seed mmltiplication center at Sukamundi, The Suksmmndi farm
will have the capacity to provide viliage seed farmmers with enough pure foundation
rice seed to plant one million hectares each year., Since the Sukssmundi farm will
be operated mechanically, it will alsoc serve as a training ground for the development
of modern technigues which can later be applied in the sparsely populated Outer
islands. Finally, the farm will bring together for the first time the technical
and administrative staffs of the Central Agricultural Research Institute and the
Agricultural Extension Service. The project will call for the use of approximately
$286,000 in AID commodity loan funds to purchasge heavy earth-moving equipment, farm
machinery, seed processing machinery and laboratory equipment. USAID agriculitural
technicians will work closely with those responsible for developing the farm,
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As sn adjunet to the Sukamundi assistance, AID comnodity loan funds will also be
used to purchase vehicles for the transportation snd information needs of the
Agricultural Extension Service in BIMAS areas on Java. Two hupndred elghty thousand
dollars will provide for the purchase of 83 jeeps and five four-wheel panel trucks
and an initial spare parts supply.

The Five-Year Plan places major emphasis on rehabilitating existing irrigation and
flood control structures rather than building new ones, with concamitant cost/
benefit ratios which are often strikingly favorable. AID's primary contribution
in this ares will be in Food-for-Work projects, which are ideally suited to Java,
where for generations the gotong royong system of commmnity cooperation has been
practiced in the construction and repair of commonly shared facilities. President
Suharto has shown a personail interest in Foodefor-Work projects, and we have every
expectation that their number and size will be increased in future yeers. By 1970
perhaps as much as $2 million can be constructively spent on projects of this type.
In addition, the Department of Agriculture is prepering a series of extensive re-
seeding projects in areas damaged by erosion which may equal the irrigation projects
in dellar volume and number of workers employed.

We do have problems in the Food=for-Work area., The Ministry of Manpower maintains
poor communications between field organizations and headguarters staff in Djakarta,
there is insufficient coordination between the Ministry of Manpower and other Govern-
ment entities, and rules and regulations established by AID and the U.S, Department
of Agriculture are not completely understood. We shall continue to seek ameliocration
of these problemg,

AID has also been asked to authorize the use of about $300,000 in cammodity loan
funds for the purchase of gpare parts for American-made river dredgers to be used
for flood control and irrigation purposes, The U.S, TIN expert who investigated
this propogal recommended approval and suggested that AID authorize the expenditure
of an additional $340,000 to equip two dredge repair workshops under the guidance
of a four-man technicsl assistance team. The proposal is under review.

The USAID has moved carefully into the agricultural sector, which has delayed the
presentation of technicel mssgsistance and capital projects. Our staff has lacked
technical expertise, and we have not always been able to evaluate fully Indonesian
needs and proposals. In addition, foreign assistance in the agricultursl sector
has been offered by a large and diverse group of donors; we are still not certain--
as the Indonesian authorities are not certain--which of the many proposals for
tecimical assistance will be fortheoming and how they wlill relate to our efforts.
These problems should be at least partially alleviated by the assigmment of a Food
and Agricultural Officer in early FY 1969,

2, Industry

In developing an AID role in this crltical sector particular attention is
being given to the choice of projecta that can act as a catalyst for industrial
growth, A general feasibility loan would seem an excellent means of insuring the
selection of both public and private industry projects with major catalytic effects,
but the GDI has remained unenthusiestic since,in their view,feasibility studies
should be grant funded. AID is currently grant funding two feasibility studies,
one in the fertilizer and one in the cement industry. The fertilizer study is to

determine the feasibility and Jjustifisble extent of expanding an existing plant (PUSRI).
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Concurrently AID is working with International Fimance Corp. (I}C)/on an overall
study of naticoal fertilizer needs and possibilitiegs. The cement study will
determine the feasibility of adding a fourth kiln to the largest, most modern
cement plant in the country, Gresik. Both the Pusri and Gresik plants were built
in the late 1950's with U.S. Export-Import Bank loans and appear to be promiasing
project loan candidates.

A major problem in the fiald of foreign investment is to encourage the develomment
of small- and medium~-aized industries. UBAID hopes to utilize Cooley Loan funds
for this purpose to the maximun extent that they are available.

AID investment guarantees continue to encourage American investors in Indomesian
industry, and to date 75 preliminary applications have besn made. These cover a
wide variety of industrial interests, particularly in the extractive indunstries.
Smaller groups are looking at such labor-intensive industries as electronics, sub-
assexbly, pharmaceuticals, and simjilar enterprisea, Guaranty programs have alsoc
developed significant interest in lumber production and land development. As an
outgrowth of the QDI 1968 foreign investment law, four major American commercial
banks recently opemed branches in Djakarta; and all have requested specific risk
guarantees,

The enactment of the 1968 damestic investment law is additiomal proof of the @QI's
support for private sector participation in national development. Nevertheleas,
domestic private capital for industrial expension remains limited; and most of the
succaessful industrial development to date bhas been through state-owned enterprises.
The Government has stated that it intends to divest itself of these asz soon as
private entrepreneurs can be found.

The Internationsl Executive Service Corps has started operations in Indonesia and
can be of conaiderable assistance by providing development banks and industries
with U.BS. mnanagement and operations skilis,

3. Transportation

The projects which USAID plans to undertake in the Transportation Sector
can be arranged in three genersl groups: camodity essistance funded through the AID
progres loans, technical assistance, and Food-for-Work projects under PL 480 Title
II. We would welcame the opportunity to consider well developed transportation
projects for project and sector loans. These have sc far not materialized, but we
hope that the IBRD resident team will be able tc help the GOI develop such projects.

Although AID 1967 program loans were used by public and private importers to purchase
spare parts and equimment which contributed to transportation improvementn it now
seems likely that future large loan expenditures will be mads for directed public
sector procurement. A road program with a commodity component to be funded under
the 1968 program loan has been proposed by a tesm of AID engineers, It calls for
about $1 million for structural steel and other materials to repair or replace 131
bridges, about $3.3 million for new heavy equipment and spere parts with which to
upgrade and rehabilitate 1,083 kilmmeters of major roads, and $330 thousand for the
establishment and equipping of three highway workshops. The activity also calls
for a technical assistance team consisting of three master mechanics and two
construction engineers to organize the workshops and supervise the use of the AID-
financed equipment on primary roed rehabilitation. AID and the IBED have reached
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agreement that the American team will work in close concert with the UNDP/IBRD
highway transport teams, which will provide policy guidance in the formulation
and execution of highway rehsbilitation programs. Also included in the foregoing
plan are three asphalt laboratories and eight field quality control laboratories
for testing asphalt and other materials required in road rehebilitation. Foreign
exchange costs for this part of the project totel approximately $130,000 and will
be funded under the same AID progrem loan,

A technicsl assistance project which has been under develcpment would improve the
Public Works Department's central logistical management capsbility for rosd
equipment, maintenance and repair. Although TIY¥ assistance has been provided for
almost a year, the USAID thus far has been unable to obtain the Q0I commitment
necessary to a viable project, Our pogition is under review, and a USAID decision
will be shortly fortheoming.

In many parts of Indonesia the (VI military, through Civic Mission activities, is
making e major contribution to rehsbilitating essential infrastructure by up-
grading primary and sec¢condary roads. Subject to the development of qualifying
Food for Work projects, USAID is prepared to support Civic Mission/by providing PL4SO
Title II commodities for payment of needy civilian workers on such projects,

Jactivities
AID's bileternl assistence program will be complemented by a series of feasibility
studies of regional or multi-national transportation and communications projects
of potential importance to Indonesis to be undertaken in FY 1969 with AID regionsal
funds. These funds will finance feagibility studies of potential ferry services
between Sumatra and Malaysia, marine aids to navigation in the Straits of Malacca
and elsewhere, and alr-sea search and rescue facilities, aeronautical telecommuni-
cations, and flight ingpection services for Southeast Asgia.

4, Femily Planning and Health

USAID will continue to concentrate its health assistance on the development
and strengthening of Indonesia's national family planning program. Other U.S.
assistance in the health field will be confined to participant training programs
which are designed to assist the Department of Health meet its long-term needs for
medical administrative and reseerch leadership. This approach will complement
but also give a great deal of latitude to the efforts of other donors in the health
field.

While the Indonesian family plenning program is a combined government and private
effort, the Govermment is taking incressing responsibility for implementation and
supervision as the program progresses from the pilot demonstration stage to the
major national effort slated to begin in CY 1969. The IPPA will continue to share
with the Department of Health major responsibilities for information, education,
training, and overall policy, as well as pioneering the program in the outer islands.

There iz still uncertainty as to the precise organizationsl structure which will be
epplied to the national program., A decision is expected soon, however, and in the
meesntime program plamning progresses through a loosely coordinated consortium of
government and private agencies operating under the umbrells of a temporary "Ad Hoc"
cammittee for the National Family Planning Progrem, USATD will cooperate with this
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group in equipping MCH clinics and personnel in developing overseas training, and
in providing specialized technical advisory services,

5. EBducation

AID has both bilateral and, through the SEAMES mechanism, regional resources
which it can assign to the education sector. The O0I, however, bhas only just begun
determining sectoral priorities and projects. The new Minister of Education has
announced that he intends to seek cutside belp in this task and has spproached the
Ford Foundation for help in an coverall assessment of sducatiocnal needs and prioritiea.
AID welcomes such a study as necessary for providing all aid donors with a frame of
reference for the selective application of foreign assistance to Indmmesian education.

We far prefer that this assessment he performed by agencies other than the U.S.
Government, This will give AID the detachment and freedom it should have in the
selection of resulting projects. The early assigment of an Bducation Aduinistration
Advisor is crucial to successful project selection and isplementation of current

AID education commitments,

Pending the reliable determination of education priorities, USAID will continue
billaterally its highly diversified participant training program, which curremtly
mmbers over 300 participantz ennually and which should be enlarged through a variety
of local BEnglish language training programs. Implementation will begin of the
Educatiocnal Materials Development project, which will increase the awailability of
domestically produced and imported bocks through several interrelsted methods
including assistance in textbook writing and production and provision of basic
lHbraries to key universities.

Final approval and contracting with an Americen university or university consortium
is also expected sarly in FY 1969 to help improve agricultural higher educstion in
two kay institutions 80 that theay in turm may upgrade the faculty, teaching method.
ology, and cwrricular for agricultural education instruction in selected middle
and junior colleges. GO0l participation in regional education programs such as the
SEAMES regional Center for Tropical Bioclogy at Bogor and the National Tropicel
Medioine Center specializing in mutritional problems at the University of Indonssias
in Djakarta will continue to be encouraged to the extent that these progrems make
significant cantributicas to Indonesian education and do not divert scarce manpower

from higher priority assigmments.




) : )
sq08{oaxd jIoM I0J pPoOg (1)
uo330p (€)
(uopgBuTMIa}LP TT9 *3028 saanbaa) uwol weiload Xspum pspung Jojoes oTrqnd up s3oefoxd-isend Amv
jxoddng yos J9pun papung SIOTAISS TeOTW[OS] A.C
: SLLON
0009 00T E 01995 006¢2€ (o7 A STVIOL
one‘s L3430 TIV 1T
00L 3xoddng TwoTuyoa] QT
- I0QeT 6
- £39398 OTIANd g
05 ooh s T€ sanjonagsexIul .
(1) (2) (1)
9¢ UOTIRIFBTUTDRY 2FTand 9
00R 286°T uoTjeOnpy ‘G
oLz wopeTndog
09¢€ oon‘e etT MTe3H "
000°TT 0ST Axgsnpur ¢
(€) (1)
059 1 7X4 6t sIMITMOTIEY 2
(1) ()
0T9*9H 92592 - Jroddng ofwonody T,usH T
dVH (11 TTLIT] (I T1313) | (YOLOES) {o0dd) 1a (roud) 1a DanL
ogh Id|  _ogh Id 1a

OQN

SUOT3eFTTG0 Q96T id

(000$ UT) XUVWWNS I¥DANE

R0,




Qg pue 10D Aq s3oefoxd eTquia Jo juswdoreasp o3 joefqns 000‘0T$ 000 T$ uwol Apmg A3T(TqTewed

»

gyoefoxd RIoM X0 pood

0009 000‘S 000‘0ET 000°01 000°‘ST 000‘9
oon‘s
00L
(%) 00% (2) 000°TT osh
00§ ono‘t
[4) (]
001 009°€ -
(€) 000° 0§ (1) 000 002
(n) °%6 ool
00008 00001 -
dWN | (Il d1Il (T F1LIL) (do10@s) | (Dowd) 1d|[ (rodd) Id PADL
ogn ogh W q_
S0 739310 696T Ad
(000$ uT) XHVKNS LEXINE
62

iR

wex puw w300

P~
~ O Y
L S A

Xiee1p

FIVIOL
0430 TTV
3a0ddng TOTWYD3,
xoqw]
A3e7e8 OTTQNY
SIMONIFFRIFUL
UOTIRIFN TUTHPY DFQN
uo T3 90Ty

uot3vTndog

yitesy

Axysrpuy ¢
MO TIBY ¢

g4i0ddng opwouody [,ued -

W O I~ © O

T

0T



gqoafoad jIoM 10 Pood (§£)
0008qo], pue moTTel sdeuxed ‘ursx ‘ucyjon (2)

-
000¢9 000°¢ L 000°0TT 000°0T 000G 000°g
06E°6
0001
00L‘T 00T*T
(€)
009 006°E
000¢T
0% 009°¢ -
000*ES 00062 00
(2) (1) g
00L'T 009
(€)
000° LS 000°0T
IVH (11 F1Iz)| (I FLIL) | (¥0LOES] (podd) Taf (fOWd) da | DAL
ogh ‘Id ogh 1d I

0t

suoT3edTTA0 0L6T Ad
(000% uT) XMVWWAS LEoand

Gl

Jueld I9ZTTTAL4 / (T)

T8sTg
STVIOL

I3Y30 TTV
qxoddng TROTUYDS],
JoqeT
fa978g OTTANg
aanjonIjeRtul
UOF}BLISTUMIDY OTTqNd
UcT}eoNDH

uo3eTNdog

3 TeoH

Lxsnpuy -

sImyTnOTXFY

qaoddng oTwouody T,usn

- S -

: SHLON

"TT

oT



o ’
s308foad yaoN JOF poog

£
NOTTS], Pue ‘00DwWqol ‘urwx ‘u0330) me
QIEI JO POUMSTENY UITA JOD £q ¥300fcad OTqETs Jo Jusmdoressp Furpumy (1)

: SRION
000'9 009°L 000°00T 000‘Q 000‘L2 | 000‘g STVIOL
GLE'S - 430 TV 'TT
000°T 3x0ddng TeOTUYODL 0T
- I0Q¥] 6
- Ayeyeg oFIqQNd ‘g
0002 000°LT | oon't smaonageRIgur -t
() (1) - UOTISMSTUTRDY OFtand ‘9
009 00g‘¢E uot3eonpy ‘¢
000°T woT3eTdog
62 009°¢ - TITeRH ‘4
00099 000‘0T | 0O€ Axgmmpur €
(2) (1)
0002 00$ eI noTaBy ‘g
(€) 0004 4E 000°g - gaoddng opwouodg T,ued T
VN (1T TiiIi)| (T @11IT) | (€oxods) | (o0ud) Td | (Podd) 7d | Daok
ogh 14 ogh 1d 1d e . : —

BUOTIUBTTQ0 TLET Ad
(000$ uy) XMVWNNS IEDANS

£ VDRSNS G




s30efoxd yxoM Joz pood (€)
MOTTE], pue ‘000BGOl ‘uxwx ‘uo33o) (2)
QUL Jo douwisTsse YITA IOD Aq #30efoxd eTquia Jo juewdoreasp Buppusd (T)

: SAION
8%% 000°g 00006 0009 00062 000°g STVIOL
GLE® 19430 TIV 1T
000°T jzoddng TedTUYPSL *OT
- 09T 6
- fqa3eg OoTTQNd  °§
002 e 000°6T 009°‘T sInjonIgsVIIUL L
(®) (o - UWOTYBILSTUTPY OTTqd  *9
009 00L‘E woTIWONPE S
000°‘T uoTjeIndod
&2 009°‘t - qITeSH 4
ANVooo.om Adooo.oa 002 Lxgsmpur ¢
AOoom.w 005 JIMTOTLRY ‘2
. 00049 - 3xoddng omwouody T,ueh T
dvH (IT FIIL)| (I @iiiy) | (doLaaEs) (p0ud) 1a (ro¥d) 1a HIOL
ogh 14 ogh Id 1a

suoT8BITQ 2LAT Xd
(000$ UT) ZUVIRANS IIHaNd

‘2 T



‘oUW N TEES
QUgI pe1oedxe yITA
10D £q pedotessp
oq 03 #308(

-oxd sTqQwA TWUOTY
-Tope ejwdiotauy

*sep3Tunjxoddo quem
-doTeArep nJesn
1E0m 4nC 3J08 0]
pesu peuIRuOusp
pue Buyouwuyy xog
Apuax g3oefoxd jo
A3TTTQETTRAY DI TWT]

*UNMPUNIOUHN texd
~Odd 3O 3xa} @9f
‘gpung uwor werSoad
IUVIXS JO WOTIWITL
=70 wodun juapuedag

"UOTIBIIPTHUOD ey
-xodwy 81 £3TT¥4T3
-wdwos *quewxipnbe

pue symeuodmod *g*f

Bupsm pejonI}eu0d
ATTeutdIo JUNyg

(8)

100
o3 pescdoxy

wesdoxd
0TI
~93T1TIqwIe
SutoBug

KRan
-depum Apngs
£37TTqQ18W9]
Arvurmiiead

(L)

QUON

wexdoxd
UCEINZTTTAMIP
03 woTINg

= 1I3000 DDI
Jo uopaxod gn
9T STUL - VN

TnI3qneq
(9)

TFeIINOU()

193798393
ButurToep
‘OL6T X4 u

=== 100000001

000000°T

08.08.3” 000 000°0T

ouoN

(S)

000‘000‘ $
(1)

Aoy
(€

Axjsrpur
(2)

e Apryg
A3yTIqQT8Weg

(wwaBoxg )gd

woTsuedxy
IweTd
Juewal Yreesd

(1)

T3 11D
T03300Teg
Tetoeds

°te

308f0xg Jo
NG UIRRIY

eIOUASNTH
Buromwury Jo
L3vTTQ78804

-Pg.ﬂ:va
sanang
peysdorjuy

Ar3unod
VISANOANT

Junomy
+xoxddy

WO
0 puvwy
ABN

NOILVHIAISNOD 6961 Ad SNOTYIL ¥OJ SNVOT (FSOJONd

T——
)

3G

A3TATIOY
J° PTIOTd

o3t WO
9TqRqoIg



.:m

NOTIVIRATINOD OL6T XI SNOTHES ¥Od SNWUI qIE0d0Md

-«

* INPUBRIOWSH maxBoxd
wexBoxd Jo 3xe3 UoTYEZTITqe3S Ie37e
99g *SpUNT WWOT werdoxd | ©03 UOTINQLI3 -ax9y3 Xeok
merBoxd jwe)xd uotTy =uod HHY Jo [yowe BupuTosy aroddn
JO UOTIRZTTTIM ~BZTTTqe}s uotgxod *g°n pue TLET Kd OTWOTOD,
uodn juepuedaq FuroBuo | BT STUL--V/N | UT 000°000°g$ | 000 000 0TS nayN Tex®
*88300Xd OTWOUDDD
pUB UISPOW JEOW
gursn wotsarado
ut Mmou squerd
4TTNG SA®Y SWITJ
*g' i ATuo quesaxd
v juewdmbe
pus squsuod mfjros
-WOO VOINOE *§°N) Lan 1 -uod TRTOUBULJT
Sursn wxtz *g'n | -Iepun Apngs 03 UoT}
£Aq pe3oNIFIUOD £3TTTQIRES] | -NQTIquUod *§°N
ArTeurdTX0 JUeTd | ATSUTWISXd | ©Q PINOA WO auoN 000°000“c2$ noy Arysnpuy
(a) 4 (9) (¢) (€) ()
BLINYTID joefoag yo JXSTMSETH s3uemRITNbaY o IXH ATV
TOTIITeR 93838 JUesaxJ | Buroweuty JO saang xoxddy |xo {*pwemy| o pTeTJ
Tetoedg A3TTTAYSN0] pegedroTuy {noN
_Axqunop
VISHINOINI

(wexBoxg) Hd

uotswedsy
e I02
~TTT3E94 TI8Tg

__{3)
STITL UsOT
9Tqeq0xd




. 35.

@S IR S m—

ANNEX 1

Special Studies - U.S, Exports (AID and Commercially-Financed) to Indonesia

U.S. Exports to Indonesia Generally

The major existing obstacles to substantial U.S5. commodity exports to Indonesia can
be summarized as follows:

a, Price differential - Many U.S.-manufactured items cannot compete in Indo-
nesia, on an absolute price comparison, with comparable products from nearby Japan,
Hong Kong, Singapore and Malaysia. This unfavorable price differential also exists,
although to a lesser degree, with comparable exports fram the Netherlands, Germany,
and England.

b. Transportation costs - A substantial portion of the unfavorsble price
differential can be attributed to the higher transportation costs from the U.S.
Part of the higher cost results from the higher per ton shipping rates of U.S.
freighters, while part arises from the greater distance involved in importing
goods from the U.S. rather than from Indonesia's more normal suppliers, particularly
Japan and other nearby countries, The greater distances increase not only shipping
costs but also add considerably to the amount of time involved in receiving the goods
ordered, While the time differential is always an important consideration for an
importer who wants to satisfy his custamers, it is particularly crucial in the current
inflationary situation where the prospective importer has to tie up his rupiah or
foreign exchange for additional weeks at very high interest rates while his goods
are on the high seas.

¢. Salesmanship - Export sales have traditionally received more aggressive
effort by moat of the other IGG nations than they have by the U.S. Indonesians are,
with same important exceptions, more knowledgeable of and responsive to Buropean
and Japanese products and brand names than they are to U.S. goods. While the U.S.
Government and presumably U.S. businessmen as well are deairous of sharing the aid
burden here with other IGG nations, it cannot be denied that the presence of subsatan-
tial Japanese, Dutch, and German aid makes it difficult to sell U.S5. products in
Indonesia.

As for those U.S. products which have establighed a market here, the action
taken under our February 1968 loan to declare many of these items ineligible for
financing with AID credits may serve ultimately to create "additionality” for the
Japanese, Germans, ete, While U.S, manufacturers insist that price should not be
the only factor influencing the purchasing decisions of an Indonesian importer, they
have only recently begun to make a more aggressive sales pitch--heartened somewhat
over-optimistically by the availability of AID credits--to convince Indonesians that
higher U.S. prices may be warranted by better quality, better inventories, maintenance
and repair follow-up, etc.

Weaning Indonesian importers sway from their customary non-U.S. suppliers
will be a long process, however, and many U.S. suppliers may not feel the effort is
warranted by the present or anticipated market demand for their products. U.S.
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suppliers charge, with accuracy, that several of the other IGG donors are more
concerned with selling goods here than with using their aid credits to meet Indo-
nesia's high priority needs. Accordingly, charge the U.S. suppliers, other embas-
sies here allow their offices and staffs in Djakarts to be used as bases of com-
merclal sales operations. While some of the U.S. businessmen's ceriticisms in this
vein may simply be excuses for not going out and "beating the bushes" as aggressively
as they should, it is true that many of the other IGG nations are not as pristine

as the U.S, Govermment about using their diplomatic-consular offices in Djakarta

for sales promotion activities.

AJD-Financed Exports

An examination of the history of CY 1967 loan utilization shows an early spurt of
sales in the first few months after our initial loan agreement in April 1967-~
undoubtedly reflecting pent-up demand and extremely low deposit requirements on

BE purchases. This initial pace slowed down considerably, however, after other
ecredits, particularly Japan's $60 million, came on the market. Coming into November
of 1967, ours were practically the only credits left unused in any substantial amount,
but were still moving very slowly.

We considered at that time a GOI proposal to use $10 million of the remaining $20
million worth of BE credits for several so-called "projects” on the GOI's $75 million
“project 1list". Shortly thereafter, however, mainly as a result of the unfortunate
rice erisis, prices began to rise rapidly. Regular BE's, at a floating rate, depre-
c¢lated in value until by December they were selling at almost twice the rate of the
pegged aid BE rate. Thereafter, and for the rest of 1967, AID credits were used at
a phenomenal rate (particularly when the GOI withheld from the foreign ecredit pool
the $10 million in BE credits made available from the last, grant portion of Japan's

CY 1967 pledge).

Practically all of the AID credits were sold or administratively reserved by the
end of the year. Subsequently, at the insigtence of the IMF (as part of the Standby
arrangement) and of the U.S. and other IGG donors, the Indonesian Government tied
the BE credit rate to the regular BE rate thereby substantially reducing speculative
interest in using aid BE's.

Recent GOI regulations early this year have narrowed the list of items eligible for
aid financing. In addition, a number of tariff measures have heen instituted which
will make it far more costly to import finished consumer goods in competitlion with
Indonesian manufactures. These actions should help to shift aid-financing to higher
priority imports, but will in addition probably tend to impede the already lsgging
rate of utilization of such credits so long as any other foreign exchange is avail-
able,

The GOI has several times over the last year announced that various measures were
underway to make credits available to productive enterprises, both public and pri-
vate--at rates that would make it feasible to import goods needed for rehabilitation
of the industrial, transportation, and agricultural sectors., To date the shortage
of such low-cost credits has severely hampered importers' purchases of BE's for
other than fast-moving and high-profit consumer goods. While the problem has af-

fected all foreign credits, it is particularly crucial in the case of U.S. credits.



Additionality

1. The additionality dilemma facing AID has been and continues to be one of
operating within the framework of the BE ayatem so that the AID credit will be
attractive to importers but not so attractive that AID financing is uged to sub-
stitute for normal commercial imports from the United States. The inherent disin-
centives to the use of the AID credit--U.S. flag shipping, rupiah commissions and
the attendant exchange risk, special documentation, etc.--together with the delivery
time problem affecting imports fram the U.S5. generally will always make the use of
the AID credit less desirable than cther foreign exchange alternatives. The large
discount on the AID credit BE in late 1967 was sufficient to overcame the disincent-
ives. (The result is reflected in ATD-financed orders during the year ending April
1968 for motor vehicles and parts in an amount roughly three times commercial im-
ports in 1966.) The reduction of the aid BE rate discount to 154 in January 1968
reduced the attractiveness of the AID credit. The complete elimination of the
differential in April or May 1968 contributed to the virtual cessation in the use
of the AID credit.

2. The most recent AID credit of $25 million has remained virtually unused
through mid-July. Because the Govermment does not command sufficlient resources to
respcad to demands for non-AID foreign exchange, it requires that any demand for
dollar exchange be met fram the AID credit if the items are eligible for AID fin-
ancing. This action tends to discourage importers from seeking to purchase on a
non-AID basis fram the U.S5. in order to avoid getting caught in the unappetizing
AID financing machinery. This suggests that the high rate of AID and non-AID
imports in Jamary-April 1968 will slow down considerably during the balance of

1968.

3. As pressure on Indonesia‘'s foreign exchange resources contimes the GOI
may be expected to continue to resort to the variety of devices it has used recently
to reduce demand for foreign exchange. These include the requirement of 100% rupiah
payment at the time L/C's are opened, prepayment of customs duties, sales taxes
payable before the release of goods from customs, and retroactive tax payments
as a condition of eligibility for BE exchange. This financial pressure oo import-
ers has had the effect of increasing the campetitive disadvantage of U.S. exparts
to Indonesia because of the high cost of money entailed in the long delivery time

on U.S5. goods.

4., A1l of the foregoing emphasizes the importance, from an additionality
standpoint, of the following measures:

a. Directed procurement by GOI agencies as a means of using the AID
credit BE.

b. A substantial discount on the AID Credit BE rate {or a downpayment
system) coupled with low interest rupish credits (from P.L. 480 sales) to Indonesian
importers of non-AID-U.S. exparts.

¢. A managed system of rupiah credits from U.S. banks to importers of

U.S. goods under which ATID BE users get a more favorable interest rate than non-AlD
BE users,

"t 9 ¢ 0 TS
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csemanal,
d. U.3. financing with rupiahs of warehousing facilities for U.S.
exporters.

e, If incentives are given to users of AID BE, add spare parts and
perhaps other items to AID negative list.

f., Shifting, as soon as circumstances warrant, from ATD Credit BE to
project financing.

Recommendations on implementation of these measures will be available
in September as part of the report now being prepared by the American Technical
Assistance Company.

5. The following statisties of P.1. 480, AID and commercial exports to
Indonesia 1965-68 are of interest in assessing the additionality problem.

U.S5. Exports to Indonesia
(in U.S. $ millions)

Jan/Apr
1965 1966 1967 1968
Total Exports k1.0 67.4 68.3 51.6
of which PL k80 - 23.5 23.5 21.3
Leaving non-PL 480 h1.0 43,9 L4, 8 30.3
Of which AID-BE credit disbursements - - 5.4 9.7
Commercial exports k1.0 43.9 39.4 20.6

Sources: 1) U.S. Department of Commerce, U.S. Export of Domestic Merchandise,
December 1965, December 1966, December 1967, April 1968
2) Controlier, USAID/Indonesia

In the above table AID credit disbursements have been used to achieve
comparability with the U.S5. export date. These disbursements have been adjusted
downward by 10% to remove the transportation costs. The effects of the heavy open-
ing of AID L/C's in November and December 1967 are not fully felt in the form of
disbursements until 1968.

6. The 10% decline in commercial exports for 1967 as compared with 1966 seems
to substantiate some degree of substitution of AID imports for commercial imports.
At the same time, in the first four months of 1968 with AID disbursements running
at an annual rate of $30 million, commercial imports have increased to an annual
rate of $60 million which is well above the annual average for 1957-66. This im-
provement may reflect the bringing together of the aid BE and genersl BE rates.

7. One area which requires attention is the extent to which U.S. export data
include exports to oil companies in Indonesia. The estimates of total Indonesian
imports in 1967 made by IMF are on & 'non-oil" basis. Thus, the U.S. share of the
total market calculated on the basis of U,S. exports to Indonesia as a percentage

n
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of total "non-oil imports” would have to be adjusted dowmward by removing oil compeny
exports from U.S. export data. (The IMF estimates of foreign assistance imports
appear to be based on letters of credit opened in 1967, and which, therefore, prob-
ably overstates actual imports in that year.)

8. Other analytical problems include the extent to which the 1967 and 1968
imports reflect heavy non-recurring purchases to catch up on the earlier lean years
and the extent to which imports of U.S. goods will show up as imports from Singapore
and Hong Kong (rather than fram the U.S.) as U.S. suppliers seek to overcame their
delivery time problems by using regional supply depots.




ANNEX 2. b.
USAID/Indonesia Program Evaluation Plan
CY 1968
Estimated
Evaluation Evaluation Evaluation Report
Scope Method Resources Completion Date
1. Participant PARs (General Ad Hoc USAID/ October 16, 1968
Training; Participant USIS/GOI Foreign
Effectiveness Training, Civic Technlcal Assist-
in Meeting Action Training ance Coordinating
Varied Goals Projects) Committee Team
2. Family Planning; Airgram report Ad Hoc USAID/ November 27, 1968
Establishing 1PPA/Ford
Criteria Foundation Team
oy 1969 ¥
Estimated
Evaluation Evaluation Evaluation Report
Scope Method Resources Completion Date
1. Completed Food PAR Ad Hoe USAID/ March 1, 1969
for Work Project, GOI Manpower

Demsk Phages I
and II; Effect-
iveness and
Significance of
Project Goals

Ministry Team

Consultant Report AID Consultant
Group (Team Leader
from AID/W with
extensive field
programming ex-
perience; two
other members with
program background
from USAIDs or
recent service
with same, one of
whom would have
worked in country
situation where
there was gome
multilateral aid
mechanism, e.g. IBRD
consultative group,
donor consortium).

;/ Additional evaluation subjects wiil tre devedoped for CY 1969 following experi-
ences gained from the first scheduled study and will be communicated to AID/W.

 ococal

Entire evaluation
should require
minimum two months
to camplete and
should begin in
April 1969 with
full group on board.

2, The Effectiveness
of AID Instruments
Operating Within
the Multilateral
Aid Donor Context
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