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MEMORANDUM
TO : See Distribution
FROM : ANE/EA, Kay Freeman \&\1/
SUBJECT : ANE Review of the Indonesia Country Program

Strategic Plan

You are invited to participate in the Country Program Strategic
Review process for Indonesia. Please review the attached Country
Program Strategic Plan (CPS) for Indonesia, and forward your
written issues me by e-mail by COB March 29, 1995. Issues should
be concise, and followed by options for resolution. You will be
asked to present and discuss your issue(s) in preliminary issues
meetings during the week of April 3, 1995.

The schedule for pre-Program Week and Program Week meetings to
review the Indonesia CPS is as follows.

PRE-PROGRAM WEEK MEETINGS

Preliminary Meetings Date(s) Time/Place
Discussion to determine Tuesday, 10:00a~12:00p
issues for technical meetings April 4, 1995 Room 1406
and Program Week Issues.

Side-meetings: strategic, Wednesday, 1:00~4:30p
technical, resource, and April 5, 1995 Room 1406
MFR issues as needed
Tentatively, SO 1: Economic Growth 1:30-2:15

SO 2: Health and Population 2:15-3:00
SO 3: Environment 3:00-3:45
SO 4: Democracy 3:45-4:30

Please note that pre-Program Week meetings are for reaching
consensus on which issues will be forwarded for discussion and
decision by senior managers during Program Week. Agreements
reached during pre-Program Week side-meetings on the resolution
of issues will be reported to senior managers as well.

PROGRAM WEEK CORE MEETINGS

Strategy Review Monday, April 10,1995 Room 3524 NS/1:30~3:30

320 TwenTy-FirsT STREET, N W , WasHINGTON, D C 20523
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Action Plan Review Wednesday,April 12,1995 Room 3524 NS/1:30-3:30
Wrap-up Meeting Thursday, April 13,1995 Room 6212 NS/1:30-3:30

The first two meetings during Program Week are open to heads of
reviewing offices or their designees. However, the Program Week
Wrap~-Up/Final Decisions meeting on Thursday, April 13, 1995, is
for senior ANE Bureau staff only (or their designees), unless
there are unfinished agenda items from previously held sessions
that warrant broader participation.

The ANE Bureau will use the following procedures for reviewing
issues.

- Preliminary meetings will be held prior to Program Week so
that review participants may: determine key issues (as opposed to
concerns) coming out of the review; resolve or recommend options
for resolving issues/concerns; and determine which issues go on
the agenda for Program Week review meetings. The Program Week
Discussion Agenda will be distributed on April 7, 1995.

- only issues submitted in writing to the Program Week
Coordinator, per the established schedule, should be tabled for
discussion at the core meetings. Issues submitted should
represent internal agreement within reviewing offices about the
key issue(s) which that office will raise. If an office fails to
submit written issues to the Program Week Coordinator in time for
incorporation in the issues paper, that office may submit the
written issue(s) to the meeting chair, explaining why it was not
submitted earlier and why it should be included in review
discussions. The chair will determine whether the issue is
tabled.

- Individuals and offices reviewing the CPS (and Action Plan)
are asked not to communicate their issues/concerns directly to
Missions without first submitting them to the Program Week
Coordinator and getting geographic 3desk authorization to do so.

- At the core meetings, spokesper. »>ns from reviewing offices
will present the issues and, if possible, the recommended
resolution emerging “rom preliminary meetings. Offices must
identify their spokesperson so that the Program Week Coordinator
knows who to contact to: advise of meeting times, places, dates;
and to finalize and clear the language of issues. The
spokesperson must be able to speak for the office represented,
and make decisions regard.ng proposed resolutions, so that issues
can be resolved at the mecting. Finally, it is hoped that the
same spokesperson represents an office at all the relevant
sessions during the Program Week and pre-Program Week meetings.

Please use the criteria outlined in Attachment A as the framework
for your review. To help focus the pre-Program and Program Week
reviews only on major issues and concerns, we encourage you to
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structure your issues papers around standard guestions (in
Attachment B).

Attachments:

A ~-- CPS Assessment Checklist

B -- Standard Review Questions

C -- Indonesia Country Program
Strategy Document

Distribution:

(List on following page)
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DRAFT:1/12/95 ATTACHMENT A
CPS ASSESSMENT CHECKLIST

Note: These illustrative criteria are drawn from Agency and Bureau guidance
on setting and monitoring program strategies.

STRATEGIC OVERVIEW

Criteria | Comments

1. Country program strategy conforms to Agency and
Bureau policies, strategic priorities, and strategy
implementation guidelines.

2. Analyses underlying country program strategy
proposals for addressing key problem areas are
sound, particularly as concerns probable results

of activities relative to the Agency’s poverty
reduction, access/participation and gender directives.

3. Risks implicit in proposed strategy are assessed as they bear
on the feasibility of proposed strategy.

4. CPS objectives match client country’s expressed needs and absorptive
capacity in priority areas, and political commitment of host government
is demonstrated.

5. Strategic priorities selected reflect: participation of development
partners in determining areas to be addressed and delivery mechanisms;
USAID’'s comparative advantage and experience; complementarity with activities
of other development actors; a good probability that program

approaches will effect anticipated outcomes.




CPS Assessment Checklist (cont’d)
COUNTRY PROGRAM OBJECTIVE TREE

Criteria Comments

Strategic Objectives

1. SOs together with targets of opportunity set direction for
selection and design of all assistance activities to be carried out in
strategy period.

2. SOs are concise statements of RESULT that is a significant contribution
to host country development objectives. .

3. S0s are measurable.
4, SOs are pegged to highest level of Mission’s manageable interest:

--USAID resources essential to fulfilment of this objective in strategy
timeframe.

--Important elements outside Mission control captured as critical assumptions.

--USAID can plausibly associate its interventions with results achievable in 5-8
years.

--Number and scope of assumptions linking POs to related SOs are reasonable
and SO is not constrained by assumptions too great in number and/or too risky.

5. Special interests/targets of opportunity are feasible.

6. SOs pursue clear strategy that is consistent with Agency and Bureau
priorities.

7. SOs are unidimensional -- i.e., have a single purpose and direction.

-A2 -



CPS Assessment Checklist (Cont’d)

- Ciiieria Comments
8. Describe people-level impact as appropriate.
Program Qutcomes
1. are concrete, near-term resuits that can be attributed to USAID's own
activities,
2. are measurable,
3. are critical to the achievement of SOs and, taken together with other

program outcomes, is adequate to show significant impact on the SOs.

4, can be monitored and reported on at regular intervals.
5. are achievable in 3-5 years
6. aren’t constrained by critical assumptions that are too great in number

and/or too risky.

7. are logically consistent to SOs they support.
8. are unidimensional.
Indicators
1. Measure progress as directly as possibie-- i.e., proponents and skeptics

would agree that the indicator is a valid measure.

2, Show the size of the problem as well as the portion that USAID
is tackling.

- A3 -



CPS Assessment Checklist (caont’d)

Criteria Comments
3. Have significance for a wide audience.
4, Are practical and cost-effective to measure.
5. Provide a measure that can be related to the magnitude of USAID's
investment.
6. Are disaggregated where possible -- i.e., specify the target population or
geographic area covered.
7. If measurement process were duplicated, same resulit would be
achieved,
TARGETS
1. Establish reasonable markers for quantitative and qualitative results
2. identify beneficiary population
3. Indicate timeframe for achieving anticipated results.

- A4 -




CPS Assessment Checklist (cont’d)
ACTION PLAN

Criteria Comments

1. Anticipated and actual impact in selected priority areas justifies
strategic choices.

2. Activities outlined in program action plan are feasible instru-
ments for attaining POs and SOs.

3. Resource levels needed to support program and activity implementation
are (a) justified, and (b) likely to be provided in the current budget
environment; i.e., realistic given program funding, and FTE/OE realities.

- A5 -
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DRAFT Attachment B
STANDARD CPS/AP REVIEW QUESTIONS
A. The Strategic Analysis

1. Are strategic interventions proposed technically sound
approaches to address key development obstacles and/or
opportunities in areas of strategic interest to the Agency?

(a) What are the risks implied in implementing the proposed
strategy?

(b) Does the strategy analysis make a compelling case (e.g.,
in terms of spread effect, replicability and/or sustainability of
results) for the Agency to pursue strategic interventions
notwithstanding these risks?

2. Are targeted results attainable in country X with the level of
resources commited, and given the Agency's comparative advantage?

3. Does strategy reflect the mix of' donor and host country
resources being brought to bear in strategy areas to help attain
results?

4. Does strategy reflect coordination with development partners in
selecting strategic focus of USAID interventions?

B. Country Program Objective Tree

1. Does the CPS objective tree track to the strategic analysis of
the strategic overview section?

2. Do Strategic Objectives (SOs) and Progam Outcomes (POs)
accurately reflect results the Agency can accomplish during the
strategy period?

a. Are the external factors beyond the control of the Mission
fully captured in critical assumptions?

b. Does the number and/or riskiness of assumptions imply that
SOs and POs are beyond the Mission's scope of plausible impact?

c. Should SO and PO levels be refined given resources
available and the Mission's ability to control proposed outcomes
and results?

c. Are causal 1linkages between POs and SOs clear and
logically consistent?

2. Will sO and PO indicators accurately and efficiently measure
impact -- particularly at people-level impact -- 'in the timeframe
alloted for achieving results?



C. Action Plan

1. To what extent has Mission reported results in this year's
action plan; and does monitoring plan indicate that Mission will be
able to report progress on POs and SOs in next year's action plan?

2. Will tactics/activities produce outcomes/results targeted by
POs and S0s?

(a) Are there tactics/activities that should be revised and/or
dropped?

(b) With less than anticipated resources, what impact can be
anticipated by paring back program activities rather than dropping
them?

(c) If it is necessary to drop activities, which would be
eliminated, and how would results be affected?

(d) What G Bureau activities (field support and core
research) and BHR activities are being implemented in support of
the strateqgy?

3. Are there category C activities in the current portfolio and
what are the prospects for getting them on track?

4. Does the portfolio pipeline make Mission's program especially
vulnerable to recision?

(a) Where pipeline is substantial, what are the causes and
likely burn-rate for reducing the pipeline?

(b) Has Mission provided AA/ANE with plan for managing-down
recision vulnerabilty?

U: \ANESEATIR\DOCS\CPSQUES.PHL:0306%5
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PREFACE:
Customer Participation in the Preparation of this CPS

The Mission has used a variety of means to obtain customer input into this strategy, beginning
with the participation seminars of 18 months ago.

The Indonesian Family Life Survey represents the Mission's most substantial effort at
increased participation. Interviews with thousands of Indonesians from all walks of life have
been compiled and are being analyzed. The survey details the hopes, expectations, and needs
of the average Indonesian. It promises to become an effective tool in determining the
underlying incentives which drive Indonesia's economic growth.

Results of the Indonesian Family Life Survey will impact heavily on the Mission's population
and health objective (SO2), particularly in terms of better understanding family health
dynamics. In addition, the GOI's own demographic and health surveys provide annual
updates of how well health interventions are received by client groups. And the upcoming
survey of reproductive health issues (to be funded under the new HAPP project) will shed
light on factors contributing to the spread of the HIV/AIDS epidemic. Focus groups and
direct counseling of persons at high risk will help us better target our resources.

The Mission natural resources (SO3) focus on decentralized management is the fruit of an
exhaustive Environmental Assessment, the methodology of which relied on a series of sub-
sectoral focus groups involving nearly 200 private and government representatives.
Indonesian experts from universities and business were interviewed to identify the most
appropriate indicators of success in this area. In addition, the rich experience of the
Mission's Natural Resources Management and Integrated Pest Management activities with
broad community participation in implementation has informed SO3, particularly PO3.1
which is concerned with greater stakeholder participation in natural resource decisions.

The Mission's urban environment strategy (SO4) is also based on the analysis of this
Environmental Assessment. New program design (CLEAN) will be based on this assessment
as well as on ongoing activities which involve decentralized community planning and intensive
discussions with many small and medium-sized industries. Achieving urban environmental
improvements relies heavily on decentralized, community-level networks which partner local
government, business, and residents to determine and manage activities. Industrial waste
minimization activities respond directly to the requests of targeted businesses.

The Mission's democracy building objective (SO5) was developed pursuant to the recent
Democracy Assessment and Strategy during which individuals concerned with democratic
development as well as representatives from a wide range of relevant organizations were
interviewed. As a conclusion, the Mission embraced the concept that the NGO community is
the most appropriate partner to help Indonesians pursue a pluralistic society. NGOs have
actually helped identify numerous progress indicators under this SO and have been consulted
extensively as to their future participation.

iv
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EXECUTIVE SUMMARY:
USAID'S STRATEGY IN INDONESIA

Why aid to Indonesia?

Indonesia's development is important to the U.S. and the world.

O

If current growth continues, Indonesia will reach NIC status by 2020, making it the
world's fourth or fifth largest economy and a major trading partner of the U.S. (12%
of Indonesia's imports and a significant share of its total foreign investment already
come from the U.S.).

Indonesia has globally important natural resources -- the largest area of tropical
forests, the widest range of biodiversity, and the richest marine resources of any
USAID recipient.

Indonesia is assuming a greater role on the international stage, as leader of NAM,
leader in South-South dialogue, and now as a member of the Security Council.

Political stability and increased political participation will impact on Indonesia's own
economic development as well as on security and trade and investment issues within
the region and with the U.S.

During the past 25 years, Indonesia's economic performance has ranked among the best in the
developing world. Yet many challenges lie ahead.

O

Indonesia's per capita income is only $730 and there are still nearly 30 million people
living in poverty -- more than the populations of most countries in which USAID
works. Though reliance on donors is declining, Indonesia's financing gap remains at
$5 billion annually (World Bank estimate). Continued growth will require further,
perhaps more difficult, policy reforms to increase competitiveness.

Population pressures, urbanization, and industrial growth fuel rapid environmental
degradation. Deforestation occurs at the rate of a million hectares per year. No water
source in Java is safe for drinking, and water-borne diseases account for 80% of infant
deaths.

Indonesia needs to increase the number of contraceptive users by 10 million to reach
fertility replacement rate by 2005, a very ambitious target that will determine its
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ability to achieve NIC status. HIV infections are already estimated at 100,000 and
growing exponentially. Maternal mortality is still the highest in ASEAN.

O Broad-based economic growth has not been accompanied by an expansion in political
participation, a prerequisite for sustainable development.

Though USAID is dwarfed in resource levels by the IBRD, ADB, and Japan, we have a
unique niche among donors that gives our funds tremendous leverage.

O USAID is the primary -- and preferred -- source of policy-level technical assistance
for policy formulation and analysis as well as for institutional strengthening.

O USAID finances pilots and models that demonstrate innovative techniques for policy
implementation. Once tested, these are often adopted nationally with help from other
donors.

O USAID provides direct support to the development of civil society, thus strengthening

popular pressure for change.

What is USAID's strategy?

USAID's declining resources and Indonesia's rapid development signal time for a transition in
USAID's program to one less resource-intensive and more reliant on Indonesian institutions;
however, the approaches that give USAID its comparative advantage -- policy-based TA,
pilots and support to civil society -- will remain central to USAID's strategy. USAID will
pursue five strategic objectives:

To promote sustained economic growth in the transition from economic assistance to
economic cooperation

USAID will facilitate access by Indonesian economic institutions to U.S. institutions to work
on practical problems of interest to both countries. Since they are mutually beneficial, these
institutional linkages will continue once USAID funding is completed, which we would expect
by the year 2000. They will lead to the following program outcomes:

O improved economic management in key areas (as measured by indicators of fiscal
management, local government decentralization, and trade, among others);

O strengthened institutions for economic management; and

ad tested pilot programs with people-level impact.
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To improve health and reduce fertility

USAID will narrow its efforts to those areas of reproductive health -- family planning,
HIV/AIDS, and maternal health -- where performance has lagged and U.S. TA offers special
expertise. If performance targets are met, USAID will phase out assistance for this objective
early in the new century, except for limited Global Bureau assistance and support for
Indonesia's South-South family planning training. We expect four program outcomes:

] increased use and quality of family planning services through wider access to longer-
term methods;

O increased use and quality of STD/HIV/AIDS and reproductive health services, through
demonstration of models for broader replication;

O developed and implemented national AIDS and reproductive health policies; and

O improved balance of public and private sector provision of health and family planning
services, through pilot testing of new models and promotion of private sector service
delivery.

To decentralize and strengthen natural resources management

Transition will take longer in this area because of the weakness of environment-related
institutions, though the Indonesian Biodive:sity Foundation represents an important model.
USAID will form partnerships with government, NGOs, local communities, natural resource-
based industries, and other donors to demonstrate innovative approaches, support policies and
practices that increase conservation, and strengthen institutional capability to implement
improved policies. The following program outcomes are anticipated:

O greater stakeholder participation in decisions about planning, management and
monitoring of natural resources;

O increased conservation and pollution reduction by natural resource-based industries;
O improved policy development and implementation; and
d strengthened institutional capacity for biodiversity conservation.

To strengthen urban environmental management

While most donors wi.i continue to finance the design and implementation of infrastructure
construction projects, USAID will focus on the policy and procedural framework to plan and
manage infrastructure locally, relying on networks of local decision-makers and community
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groups, with the expectation that this framework will remain in place so that future USAID
activity will not be required beyond completion of proposed activities. USAID will achieve
the following program outcomes:

a adoption of new policies and practices to facilitate decentralized financing of urban
environmental infrastructure;

O wider adoption of improved practices in urban environmental infrastructure provision;
and
a adoption by government and industry of policies and procedures to reduce industrial

damage to the environment and promote cost-effective use of clean, renewable energy.

To increase effectiveness of selected institutions which promote democracy

Given the uncertainty of progress in democratic development, the inevitable change in
Indonesian political leadership, and the USG position of influence in this area, USAID cannot
plan for a transition during this strategy period. USAID will target institutions which
promote democratic political culture and rule of law, with particular focus on women,
Muslim groups and politically sensitive areas like East Timor, for these program outcomes:

O Increased NGO advocacy for democratic participation;
O Increased activities that promote respect for rule of law;

O Enhanced capacity, reliability and responsiveness of selected NGOs.
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SUMMARY ANALYSIS OF
ASSISTANCE ENVIRONMENT



InponEesia's EconoMic, SociaL
AND Pouiticar. DeEveLopmenT: 1950-1994

Comprised of 13,667 islands spanning over 3,000 miles from east to west, Indonesia is the
world's largest archipelagic nation. Its territorial waters include several strategic waterways
such as the Malacca and Makassar straits. Indonesia has the fourth largest population in the
world (200 million), as well as the world's largest Moslem population. This population is
extremely diverse, with over 300 separate ethnic groups and 250 distinct languages
throughout the archipelago. Indonesia's islands are endowed with an abundance of natural
resources which include rich farmland, large oil and natural gas reserves, many strategic
minerals, expansive forests, and rich marine resources.

Indonesia emerged from its struggle for independence in 1949 with one of the world's poorest
economies.! Centuries of colonial rule had left the country with poorly developed physical
and social infrastructure. The nation's literacy rate was an abysmal 10%, and the majority of
the workforce was uneducated, unskilled, and largely dependent on subsistence agriculture.

- In short, fifty years ago, Indonesia's prospects for growth and development looked bleak.

The post-independence Sukarno government made some progress in advancing the nation's
development, notably in the field of education. Primary and secondary school enroliment, as
well as enrollment in universities, increased significantly during the Sukarno era. Despite the
political turmoil that characterized this era, some economic growth occurred during the early
years of the Sukarno government. Over the period from 1950-1957, growth averaged 5.4%
per annum. However, a combination of factors, including rebellions on the islands of
Sumatra and Sulawesi, the nationalization of foreign owned firms, and a highly distorted trade
and exchange regime, caused output to plunge in 1958. Over the next several years, budget
deficits grew, inflation soared, and the government assumed an increasingly dirigiste role.?

In 1959, threatened by growing regional and ethnic protests, Sukarno declared a new era of
"Guided Democracy,” thus ending Indonesia's experiment with parliamentary democracy. In
the ensuing years, however, Sukarno was unable to keep in check the nation's seemingly
irreconcilable social and political forces.> An abortive coup in 1965, widely believed to have
been instigated by Communist forces, plunged the nation into violent political upheaval.
Massive purges of Communists and their sympathizers were carried out, with estimates of
those killed ranging from 100,000 to one million.

Indonesia declared its independence in 1945 but its struggle for sovereignty continued until 1949, The U.S.
was a leading proponent of Indonesia's right to nationhood within the international community.

2Wing, Thye Woo, Bruce Glassburner, and Anwar Nasution, Macroecononuc Policies, Cnises, and Long-Term
Growth in Indonesia, 1965-90, World Bank, Washington, D.C., 1994, pp. 26-28.

*For a good synopsis of the political tensions which prevailed during the Sukarno era, see Adam Schwartz, A Nation
in Waiting: Indonesia in the 1990s, Westview Press, Boulder, 1994.
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It was against this chaotic backdrop that Soeharto's "New Order" regime came into power.*
Soeharto succeeded in securing the support of the military and in fashioning a government
charged with restoring the nation's ravaged economy. The new government pledged to
adhere to a balanced budget policy in 1967. Monetary growth was sharply curtailed, and by
1969 the inflation rate was brought under 20%. The exchange rate was allowed to depreciate
which enabled a revival of export growth.

Indonesia enjoyed significant windfalls from the oil and commodities boom of the 1970s,
enabling the government to intensify its development efforts. Compared with other oil-
exporting developing nations, Indonesia used its enhanced revenues wisely,’ investing heavily
in infrastructure development. Resources were channelled into rural infrastructure, which
contributed significantly to the tremendous growth in agricultural productivity.® The
government also emphasized expanding education, health services, and family planning.
These investments in social and physical infrastructure enabled dramatic progress to be made
in improving living standards and in reducing the incidence of poverty (see Chart 1).
Overall, the economy grew at close to 8% per annum during the 1970s.

Rapid growth, however, obscured the
need to pursue market-oriented

economic policies, and throughout the
1970s the state came to play an Chart 1. Poverty in Indonesia

increasingly dominant role in the
economy. Trade and investment grew
more inward-oriented, and mounting
protective barriers reduced overall 130m
economic efficiency.

200m

100m

Indonesia's over-reliance on oil
earnings became a glaring liability S0m
when the oil boom ended in the early
1980s. In response, the government
initiated a broad-based adjustment

program aimed atrevjving Ejpeople in Poverty* EﬂTotal Population

t Cansyming iess tham 2,150 calortes per day

1970 Y976 4980 1984 1990 1993

Source World Bant

“For a detailed description of the "transfer” of power from President Sukarno to General Soeharto, see Jon Bresnan,
Managing Indonesia, Columbia University Press, New York, 1993.

“The World Bank, The East Asian Miracle: Economic Growth and Public Policy, Oxford University Press, New
York, 1993, p. 137.

®U.S. assistance played a major role in supporting Indonesia's efforts to increase agricultural productivity. In the
early 70s, USAID and other donors joined forces with the International Rice Research Institute (IRRI) to help the Ministry
of Agriculture launch a major new research and extension program aimed at increasing yields in rice production. The
results were spectacular: 1n just 15 years, Indonesia doubled its rite production. By 1985, Indonesia could proclaim self-
sufficiency in rice, a giant leap from the early 70s when 1t was the world's largest rice importer.
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competitiveness and reducing reliance on oil. The government cut fiscal expenditures and
reduced the bias against non-oil exports by devaluing the rupiah (in 1983 and 1986). It also
launched major financial, tax and customs reforms. These policies succeeded in bringing
down the current account deficit and reducing the country's dependence on oil exports.’
Beginning in 1986, the government also undertook a series of structural reforms aimed at
stimulating private trade and investment. Since 1989 tariffs and non-tariff barriers have been
progressively reduced, and the economy has been increasingly opened to foreign investment.

These reforms, while still incomplete, have greatly stimulated private investment and trade.
Non-oil exports grew dramatically in recent years, averaging nearly 20% yearly over the
period 1989-1993. Private investment also picked up strongly in response to the new
incentives. Economic growth averaged 6.9% over the period 1989-1993, compared to 5.7%
over the previous five year period.

Perhaps the most encouraging sign of the government's commitment to continuing liberal
economic policies has been its active participation in global and regional trade agreements.
Indonesia was a full player in the Uruguay Round negotiations and was among the first
countries to ratify the GATT agreement. Indonesia has also demonstrated strong commitment
to advancing regional free trade, providing crucial leadership at last year's APEC Ministerial
and Leaders' meeting in helping to forge a bold agreement for regional trade liberalization.

Indonesia's impressive growth record over the last 25 years has been matched by significant
improvements in the quality of life for most Indonesian citizens. Life expectancy increased
dramatically over the last quarter century, and infant mortality fell nearly 60% (see Table 1).

H TABLE 1: Regional Comparison of Development Progress: 1965 - 1990
Source: Life expectancy Infant mort. per Population per
World Bank | 3¢ birth (years) 1,000 live births physician
1965 .90 1965 1990 1965 1990
Indonesia 44 61 138 61 31,740 7,030
Philippines 56 64 73 41 na 8,120
Malaysia 57 70 57 16 6,220 2,590
Thailand 56 66 90 27 7,230 4,360
South Korea 57 71 64 17 2,700 1,070
{LIndia 45 59 151 92 4,880 2,460
"While growth declined consic v over the period 19831987, Indonesia still made progress in reducing poverty
over this adjustment period. Ac. to the World Bank, by cutting public imnvestment while preserving basic social
expenditures, the government wz .0 limit the cost of adjustment borne by the poor.
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Near-universal primary school enrollment has been achieved for both genders, an
accomplishment which contributed significantly to the country's progress in reducing poverty.

Expanded economic opportunities, however, have not been accompanied by an expansion in
citizens' political participation.® In the name of preserving national stability, the New Order
government has from its inception consolidated its power base, suppressing any effective
opposition to its rule. The military, with its dual purpose (dwifungsi) of serving as both a
military and a socio-political force, continues to play a key role in "safeguarding” the nation’s
stability and is strongly represented at the national as well as local levels of government. At
the same time, economic development has fostered the emergence of an educated middle class
whose aspirations include expanded opportunities to participate meaningfully in the nation's
political and civic arena. Circumstances are further complicated by perceptions of a
significant income gap between the rich and the poor; by Indonesia's diverse (and potentially
fractious) ethnic make-up; and of course by the question of who will succeed President
Soeharto if he steps down in 1998. . -

The next several years will be critical in Indonesia’s path towards stability and sustainable
development. As in the past, the U.S. government has a unique opportunity to play a key
role in assisting Indonesia to meet these formidable challenges.

INDONESIA'S DEVELOPMENT PROSPECTS

Twenty-five years ago, Indonesia's GDP per capita was only $70, and 60% of the population
lived in absolute poverty. Today, per capita income has risen to $730, the poverty rate is just
below 14%, and Indonesia's economic performance ranks among the best in the developing
world. Indonesia's goal of NIC status, however, is still some way off. Achieving this goal
will require a host of wide-ranging policy and legal reforms in the years ahead. To
perpetuate rapid economic growth, these reforms will have to increase transparency and
create incentives for productive, sustainable activity, while strengthening the capacity and
accountability of both private and public institutions.

With regard to accountability, it is true that Indonesia possesses many of the negative
characteristics of an immature economy. Corruption, rent seeking, and patronage are
established and pervasive practices -- especially in those areas of the domestic economy that
remain protected. This rent seeking undoubtedly has negative impacts both on growth and on
the distribution of the benefits of growth. Yet Indonesia has made substantial progress in
deregulating its economy and opening previously favored sectors to competition and private
sector participation. The government is keenly aware that this trend must continue if
Indonesia is to remain competitive. USAID actively supports Indonesia's moves toward
increased economic openness, greater participation in public policy, and improved

*Indonesia Democracy Assessment, U.S. Agency for International Development, Jakarta, Indonesia, November 1994,
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accountability. At the same time, advocacy NGOs and an increasingly vocal press are
playing a more effective "watchdog" role than ever before, thus adding momentum to these
reforms.

Overall, Indonesia's strong growth rate -- and increasingly equitable distribution of the
benefits of growth -- has proven that corruption is not a major brake on development. The
rapid growth of non-oil/gas exports (in double digits) is also proof that new, competitive
industries are establishing themselves successfully in Indonesia. Highly responsible fiscal
management has consistently earned Indonesia international praise for its ability to keep
prestige or crony expenditures under control. Indonesia has an equally good reputation
among international donors for being a responsible aid user.’

Economic Growth Prospects

Indonesia is preparing to join the next tier of newly industrializing economies. The
Government of Indonesia (GOI) has set the ambitiqus goal of raising per capita income to
$1,000 by the turn of the century and to $2,600 by the year 2020. The government also aims
to reduce the poverty rate to about 6% of the population by the turn of the century, a
reduction of more than 50% from its current level. If Indonesia can attain these targets, it
will have established a firm foundation for sustainable growth in the 21st century. It will also
have succeeded in greatly improving the quality of life for all its citizens. Ambitious as these
goals are, Indonesia has the potential to reach them. Indeed, over the next half-century,
Indonesia has the prospect of becoming one of the world's largest and most dynamic
economies.

While Indonesia’s long-term development goals are feasible, their attainment poses enormous
challenges. To reach a per capita income of $2,600 by the year 2020, Indonesia must
achieve an average annual growth rate of between 6 and 7% over the next 25 years. To
achieve growth of this magnitude, Indonesia must tackle a range of formidable development
challenges. Non-oil exports have to grow by at least 16% per year, while private capital
inflows must be sustained amidst rising competition in the global marketplace. Indonesia
must push ahead with comprehensive trade and investment reforms in order to reserve a
competitive position in the liberalized global economy. Progress on these fronts is in turn
essential to advancing the development of a more democratic environment. Policy reforms
are also needed to move Indonesia's economy away from unsustainable, resource-depleting
industrial growth towards human resource-intensive growth.

To equip its rapidly growing labor force with the r: quisite skills and knowledge for
productive employment, Indonesia must significantly expand educational opportunities. While
Indonesia has achieved nearly universal primary education for both genders, it must now

% USAID exercises a high level of oversight regarding its appropriated funds in order to assure U.S. taxpayers
that their dollars are going to the intended beneficianies. More than 85% of the Agency's assistance to Indonesia
is channeled through direct grants and contracts. Moreover, USAID has entered into a direct arrangement with the
Indonesian supreme audit authority to audit all USAID local expenditures in Indonesia.
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expand universal education to the next levels. At present, only 60% of Indonesians aged 13-
15 attend school. Attaining the goal of universal junior secondary education will require
substantial new investments in schools, teacher training, and educational materials. Efficient
allocation of public resources will also require greater decentralization of decision-making,
accompanied by an increase in the capacity of local governments to effectively manage public
education programs.

Indonesia's rapid urbanization and industrial growth will require greatly increased investment
in economic infrastructure. At present, only 44% of Indonesia's urban households have
access to piped water. Only 24% of all households have electricity. To fill the investment
gap, the private sector will have to play an increasingly important role in the provision of
infrastructural services such as power, water, sanitation, and telecommunications. To that
end, Indonesia must enact and enforce a host of policy, legal and regulatory reforms to
ensure fair and efficient private sector participation. To meet the enormous infrastructure
needs of a country as large and diverse as Indonesia, local governments must acquire true
decision-making powers reflective of local priorities and greater capacity to design and
implement infrastructure development plans.

The GOI is committed to eliminating poverty in Indonesia. Over the past 25 years, the
incidence of absolute poverty has fallen from 60% of the population to 14%. Further
reductions in poverty will not come easily. Indonesia must sustain rapid, labor-intensive
growth to generate productive employment opportunities for the poor and near-poor, while
better targeting public sector resources towards the provision of services which benefit the

poor.

Maintaining macroeconomic stability presents another set of challenges. Indonesia's banking
sector is still trying to recover from an accumulation of bad debts. Over the past two years,
inflation has hovered threateningly near the double digit range, and efforts to rein in monetary
growth are hampered by international capital flows and the lack of effective monetary
instruments. The task of managing Indonesia's macroeconomy has become increasingly
complex while its human resource and institutional capacity to deal with the complexities has
not increased commensurately. The major lesson of the Mexican debacle is that no

"emerging market" can rest too comfortably on its past macromanagement laurels.

Indonesia's success in achieving sustainable broad-based growth has important implications
for the United States. Indonesia now holds the prospect of becoming the world's fourth or
fifth largest economy in the 21st century. Presently, the U.S. supplies approximately 12% of
Indonesia's imports and a significant share of the country's total foreign investment. The
U.S. and Indonesia have enjoyed a special bilateral relationship dating back to Indonesia's
independence. As such, American businesses, workers, and consumers stand to benefit
immensely from Indonesia's development into a sustainable commercial partner.

While the prospective gains to both Americans and Indonesians are enormous, the costs
associated with Indonesia's failure to realize its development potential are equally great. A
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drop in Indonesia's growth rate to 3%, for example, would reduce the economy's capacity to
generate jobs for an estimated 1 million people. The country's ability to mobilize public
sector resources for education, health, and basic economic infrastructure would suffer,
exacerbating the slowdown in growth and frustrating attempts to alleviate poverty. This could
in turn trigger capital flight from the economy, making it extremely difficult for Indonesia to
finance its $93 billion in foreign debt. A disruption in growth would also likely induce public
discontent which could result in a reversal of moves towards greater political openness and
participation. In short, Indonesia's failure to attain its growth and development objectives
could have serious consequences for the U.S., the Indonesian people, and the world at large.

Population and Health Prospects

Indonesia's achievements in reducing fertility have earned its family planning program
worldwide recognition. Over the past quarter century the fertility rate has dropped by nearly
half, from an average of 5.6 births per woman in 1971 to 2.9 births per woman in 1994.
This dramatic reduction was made possible by a rapid increase in contraception use. In 1971
less than 10% of married women used contraceptives while today contraceptive prevalence is
approximately 55%.

Significant progress has also been made in improving the health of Indonesia's citizens. Over
the past quarter century, life expectancy has increased significantly for both men and women,
from 44 in 1965 to 61 in 1990. Infant mortality rates have fallen by more than half, from
138 in 1965 to 61 in 1990.

Despite these achievements, serious challenges remains. To reach its goal of replacement
fertility rate (two children per family) by the year 2005, Indonesia must reduce fertility by an
additional 28% over the next decade. This will require contraceptive prevalence to rise to 65
- 70%.1° While the fertility rate is currently declining, the pace of its fall is insufficient to
achieve these ambitious goals, and Indonesia must significantly expand the outreach of its
family planning efforts. The program will need to expand to the roughly 14 million currently
married women with unmet needs for family planning. Many of these women are among
segments of the population that are difficult to reach, such as urban slums or rural and coastal
areas.

Broadening outreach alone, however, will prove inadequate. Sustainable progress in family
planning will require increased reliance on long-term contraception methods. To promote
greater use of long-term methods, Indonesia must give greater attention to women's overall
reproductive health needs. Mounting evidence suggests, for example, that women's
reluctance to adopt long-term methods stems from their perception of the health risks
associated with such methods. Focusing on women's overall health concerns can help address
this difficulty, as well as other concerns such as reducing the family planning "dropout” rate.

A.LD. Population Assistance Strategy for Indonesia: 1993-1998, USAID/Jakarta, January 1993.
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This focus on women's health will be integral in addressing another critical challenge facing
Indonesia -- one of the highest maternal mortality ratios in Asia, estimated at 450 deaths per
100,000 live births. These figures point again to the urgent need to enhance women's general
health and nutrition and to improve the quality of pre-natal care and child delivery services.
The GOI is committed to increasing women's health and reducing maternal mortality and has
begun to implement measures that accord with the world-wide Safe Motherhood Initiative.

Indonesia is currently experiencing a rapid increase in the number of HIV infections that
threatens to reach epidemic proportions in a matter of years. From the current 100,000
estimated infections, it is projected that there will be 510,000 HIV infections by the year
2000. Swift, effective action now is the only way to contain the disease and the potentially
explosive health costs an AIDS epidemic would bring. The GOI has established a National
AIDS Control Commission tasked with coordinating the nation's response to the impending
crisis. There is also growing consensus in Indonesia that HIV/AIDS is a complex problem
that will require an integrated approach, involving close coordination between the NGO
community and several governmental departments. Indonesia has a strong track record in
applying such strategies, but immediate action is crucial if a veritable AIDS epidemic is to be
averted.

Continued expansion of health care services to Indonesia's large population will require that
the private sector play a much greater role than in the past. Public resources for health care
are already stretched to the limit and will have to be more specifically targeted to benefit the
poor. Private health care financing institutions must therefore be developed to meet the
growing demands for quality health care. (Currently, only 4% of the population are covered
by private health insurance.) While there is enormous potential for private sector provision
of health care, the government will have to continue to improve the policy environment to
facilitate greater private sector participation.

A healthy, stable population will be crucial to Indonesia's continued development. The
government's efforts over the next decade in reducing population growth, containing the
looming AIDS epidemic, and creating a framework for private sector provision of health care
will impact not only on the well-being of Indonesia's citizens, but also on the future
development of the country's economy. Failure to meet these key challenges now will place
all of Indonesia's development goals in jeopardy.

Environment Prospects

Indonesia's immense natural resources -- which include the world's second largest tropical
rainforest and the world's longest coastline and most extensive coral reefs -- are global as
well as national treasures. The destruction of these vast and unique resources would have
repercussions not only for Indonesia, but for the world at large. Yet rapid industrialization is
bringing these precious natural resources under increasing threat, and swift action will be
required if Indonesia's irreplaceable ecosystems are to be preserved.

In the past, Indonesia's industrialization has been fueled largely by exploitation of its non-



renewable resources (notably oil). Over the next decade a major shift must be made away
from resource-depleting growth towards more efficient and sustainable use of natural
resources. This will prove a formidable task, as it entails significant readjustments in some
of Indonesia's most prosperous markets.

Indonesia's vast forests, second in size only to those of Brazil, are under serious threat from
decades of poor logging and replanting practices. Estimates of the rate of deforestation are as
high as 1.3 million hectares per year. Reversing these long-running trends will require
improving the capacity of national and local government agencies to plan and manage
sustainable forestry programs. It will also require reforming policies which distort incentives
and result in the underpricing of scarce forest resources. NGOs and those local communities
affected by pernicious logging practices must also be engaged in assessing and monitoring
policies and practices, as well as in elevating the public's awareness of the issues.

The rapid pace of industrial growth and urbanization in Indonesia presents another set of
challenges. It is estimated that by the year 2020, half of Indonesia's population will reside in
urban areas. Industrial and household pollution poses a serious threat to health and human
welfare in these increasingly crowded areas. Contaminated drinking water, for example, is
one of the major sources of disease in Indonesia, and in Jakarta alone, approximately 7000
deaths per year are due to diarrhea."' Rapid industrial growth is expected to result in
substantial increases in virtually all pollutants, and if current policies and practices remain
unchanged, the absolute level of industrial pollutants in Indonesia's cities is expected to
increase nearly ten-fold over the next 25 years.'? As the demand for energy continues to rise
in urban areas, Indonesia must develop clean, renewable sources of energy. Continued
industrial and urban pollution and congestion would erode the efficiency of public and private
investment, reduce Indonesia's ability to attract foreign i ors, and eventually lead to
strong community resistance to further industrial expansivii.

The next ten years will be a crucial period for Indonesia's natural resources. Much of the
degradation now threatening Indonesia's environment will be irreversible, with global
repercussions. Indonesia is still in a position to learn from other countries' experience and
avoid their worst mistakes, but the window of opportunity is closing rapidly. The challenge
will lie in integrating environmental concerns into development planning, and in dealing
effectively with the inevitable trade-offs."

In addition to its own national priorities, Indonesia is also committed to working with its
global partners to tackle global environmental issues. Indonesia's unique natural resource
endowments make its participation essential to the success of these global partnerships.

"World Bank, Indonesta Environment and Development: Challenges for the Future, March 21, 1994, p. 88.
2ibid, p. Xii.

Bibid, p. 26.
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Democracy Prospects

Indonesia's New Order Government has pursued market-oriented development policies that
have brought significant achievements in the country's economic development. These gains
have not, however, been accompanied by a commensurate expansion in political participation.
The GOI has pursued its own style of democracy, "demokrasi Pancasila,” which emphasizes
communal over individual rights, stability over diversity.

Indonesian workers and the burgeoning middle class are increasingly frustrated by the
constraints imposed on their ability to publicly discuss, debate, and participate meaningfully
in government decisions affecting their lives. The conventional wisdom that economic
prosperity entails a sacrifice of political and individual freedoms is losing currency in
Indonesia, and calls for increased openness are more and more common. In response,
thousands of, independent NGOs have been formed, advocating change, demanding consistent
and fair application of the law, and supporting social development causes.

Indonesia has reached the point where the government can no longer afford to ignore the calls
for expanded political participation. Yet making a peaceful transition to greater democracy
will entail a host of critical challenges. One key challenge in the years ahead will be the
development of a strong civil society that promotes a democratic political culture and can
effectively represent the true legal and political interests of their constituencies. These
include legal aid and legal advocacy organizations that are equipped with the analytical,
information, and communication resources to present strong and accurate cases on behalf of
their clients. They also include more specialized public interest organizations such as
environmental protection NGOs, labor and human rights groups, and press freedom
associations.

Making the transition to greater democracy will also require substantial improvements in the
state's willingness and capacity to fairly and consistently enforce the rule of law. This will
hinge largely on the progressive development of a more independent and objective judicial
system in Indonesia.

A more open and representative political system is the sine qua non of Indonesia's continued
stability and development. Indonesia's constitution, which calls for the free elections of
representatives, an independent judiciary, and freedom of speech, worship, and association,
sets in place the de jure framework for greater democracy. In the years ahead, Indonesia will
need to put this framework more fully into practice than has been done in the past.

Conclusion

As Indonesia prepares to celebrate its 50th anniversary in August 1995, there is indeed an
opportunity for its citizens to reflect on a half-century of impressive development progress.
However, formidable challenges still face this dynamic nation, and the next several years will
be critical in Indonesia's bid to reach NIC status.

While Indonesia is generally reducing its dependence on donor assistance, the country still
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needs the capital resources which international donors provide. The World Bank has
consistently recommended to the Consultative Group for Indonesia (CGI) that some $5 billion
annually be provided to Indonesia in new concessional assistance. This high level of
assistance is based on Indonesia's substantial financial needs as a still immature economy,
combined with the country's consistent track record as a responsible and effective aid utilizer.
U.S. assistance has traditionally constituted less than 1% of total aid to Indonesia; yet our
presence has had a disproportional impact and has been instrumental in the country's past
development achievements. Given Indonesia's continuing "thin" layer of expertise in many
key policy areas, it continues to rely on the research, models, and catalytic impact of our
assistance. In light of Indonesia's immense size, vast natural resources, and enormous
potential as a trading partner, the U.S. has a clear stake in the country's continued stability
and development. Limited resources and shifting global conditions, however, do call for a
transition to a new U.S.-Indonesian cooperative relationship.
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INTRODUCTION

USAID and Indonesia: Beginning a Transition to a New Bilateral Relationship

Indonesia -- with its large population, rapidly growing economy, strategic location, and
unique natural resources -- is of great importance to the United States. The trade and
investment implications for the U.S. of this big, emerging market are clear. If Indonesia
achieves its goal of NIC status by 2020, it will become the fourth or fifth largest economy in
the world and a major trading partner of the United States. As a huge archipelago with vast
biotic diversity, Indonesia is of importance to us and the world in the context of global
climate change and biodiversity. As Indonesia assumes a greater role on the international
stage, both its leadership abroad and the prospects for stability at home will be enhanced by
greater political openness and broader participation in the country's decision-making
processes. Indonesia is also at the crossroads of social issues such as HIV/AIDS and
population with choices facing the country which will have impact far beyond its borders.

During the past 25 years, Indonesia has enjoyed an impressive economic growth rate. In
fact, with a current per capita income of $730 and a poverty rate of just under 14 %, its
economic performance ranks among the best in the developing world. Its growth record has
been matched by similar improvements in the quality of life with, for example, a dramatic
increase in life expectancy, a halving of the infant mortality rate, and nearly universal
primary school enrollment.

Yet many challenges lie ahead for Indonesia. Its goal of NIC status is 25 years away at best,
with current per capita income only about half of that of Thailand. The number of
Indonesians living in poverty exceeds the populations of most countries in which USAID
works. Infant and maternal mortality ratios are still the highest in ASEAN. To reach the
goal of two children per family (by 2005), the number of new contraceptive users required
represents more than all of the (current) contraceptive users in sub-Saharan Africa. Only
60% of Indonesians aged 13-15 attend school. Only 44% of urban households have piped
water. No country with a USAID assistance program has a greater level of yearly tropical -
deforestation. And citizens' participation in the nation's political and civic arenas is still
severely limited. "Tiger" status is indeed some way off.

Thus, the imperatives for continued U.S. engagement in Indonesia's development at this
critical juncture are clear. Yet, limited U.S. resources, shifting global conditions, and an
evolving political environment require a change in the U.S. - Indonesia economic
development relationship. Given these realities, USAID believes that it should work toward a
new way of doing business which builds on decades of successful collaboration and takes
advantage of the close, even unique, relationship we have with Indonesia, wherein our policy-
level technical assistance is actively sought and very effectively utilized.

Over the last two decades, USAID has become the primary provider of policy-level technical
assistance in Indonesia (the World Bank role notwithstanding). This assistance is particularly
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valued for both its quality and timeliness and, beyond this, the fact that this assistance is
provided by the USG adds further to our ability to influence policy in Indonesia. Given the
importance of Indonesia to the United States and the magnitude of the development challenges
that lie ahead, this special niche should be exploited as we work toward leaving behind useful
(and sustainable) units of development assistance. These useful units will be characterized by
strengthened Indonesian institutions and by strengthened bilateral institutional linkages that are
viable beyond the presence of USAID and, at the same time, responsive to U.S. interests and
regional (trade and investment and democracy) and global (environment, population, AIDS)
objectives. Establishing such linkages -- while taking advantage of our unique niche --
implies careful, sector-by-sector, consideration of the means and speed of the transition,
rather than an abrupt and total withdrawal based on some artificial construct.

The complexity and uncertainty of Indonesia's socio-economic and political future precludes
simplified predictions of how this transition might best take place, or at exactly what pace,
within the various sectors. However, the Mission already has important models (in place or
being developed) which suggest the direction of this transition: an independent, bilateral
economic commission (SO1), a fully functioning BKKBN with south-south training capability
(802), vastly strengthened local NGOs (SO2 and SOS5), an independent biodiversity
foundation (SO3), a promising health financing model (SO2), and -- in terms of funding
modality -- a partial shift from grant to loan under the ECP facility. With most ongoing
projects ending midway through this strategic period, the Mission has an obvious opportunity
to deliberately work out the details of its transition strategy in the context of designing the
activities proposed in the set of attached NADs (see Annex B). These NADs point the way to
achieving a new U.S. - Indonesia economic development relationship.

Economic Growth

Indonesia's GDP per capita is currently $730. If Indonesia can achieve average real growth
of about 6.5% yearly, the country could be on the verge of NIC status by the year 2020, with
a per capita income slightly higher than that of Thailand today.

Indonesia's prospects for sustained growth of 6-7% are fairly good, though by no means
assured, and U.S. assistance can play a critical role in supporting the country's ambitious
goals for growth and poverty reduction. Economic growth critically undergirds the Agency's
other strategic objectives -- democracy, health, and environment. It is also at the heart of our
trade and investment interests, and the USG cannot afford to ignore Indonesia's economic
assistance needs at this juncture when the country is still putting in place its regulatory
framework for sustainable growth. However, changing needs and priorities do mandate a
transformation of our USAID bilateral relationship from a traditional donor/host country
relationship to one based on sustainable, mutually beneficial linkages between U.S. and
Indonesian economic actors and institutions. By shifting towards a relationship that stresses
development cooperation rather than development assistance -~ primarily through
establishment of a U.S. - Indonesian Economic Commission -- our two countries will achieve
a more mature and enduring bilateral relationship, one that recognizes the contributions of
each country and encourages two-way participation. The TAGS activity (see Annex B)
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envisions that the Commission will provide the framework for cooperation beyond the life of
the project (2002) and apart from USAID involvement.

Family Planning and Health

The GOI's health and family planning goals present Indonesia with serious challenges in the
years ahead. Significant progress in family planning will require expanded program outreach
and sweeping improvements in the quality of family planning services. Given Indonesia's
large population, which impacts powerfully on global population targets, and the country's
proven ability to employ population resources effectively, the Agency has designated
Indonesia a global emphasis country for population. USAID has committed itself to helping
Indonesia achieve its goal of two children per family by the year 2005. In effect, this means
that -- aside from promoting Indonesia's role as a South-South trainer in population -- USAID
will largely withdraw from this sector at the turn of the century when BKKBN will be fully
functional and Indonesia should be at or nearly at the 65% contraceptive prevalence rate.
Selected, specialized technical inputs from Global Bureau collaborating agencies might
continue for fine-tuning the program.

In light of Indonesia's high maternal mortality ratio of 450 -- the worst in ASEAN and among
the highest in Asia -- and the potential of an AIDS epidemic here commensurate with those in
India and Thailand, the Mission's health efforts are focused on maternal health and
HIV/AIDS. Given that USAID's current role is related primarily to policy and IEC
(information, education and communication), the Mission expects to have withdrawn from
these areas at the end of this strategic period (2000) when it is expected that policies and the
techniques for implementing them will be in place.

During this strategic period, as the Indonesian health system shifts from an emphasis on
communicable to chronic diseases, continued improvements in the delivery of health services
related to these chronic diseases will be required. In order to meet this challenge, the private
sector will be  led upon to play a much broader role than it has in the past and, if resources
allow, USAID will continue working with the government through the year 2000 on a
sustainable health care financing model (which is now in the trial stage).

Natural Resources and the Environment

No country receiving USAID assistance possesses natural resources of greater global
importance than Indonesia. The archipelago's expansive tropical forests, abundant marine
resources, and vast biodiversity -- all under increasing threat -- have led the USG to designate
Indonesia a priority country for the environment. The Mission's environmental strategy
through the year 2000 acknowledges the immense socio-economic importance of preserving
these resources. It also recognizes the U.S.'s compelling interest in remaining actively
engaged in Indonesia in efforts to protect genetic diversity, limit global climate change, and
prevent environmental destruction inimical both to Indonesia's economic stability and to U.S.
trade and investment objectives in the region. The Mission's strategy calls for improved
management techniques in Indonesia, as a means of boosting incomes while conserving
natural resources. The strategy also calls for promoting industrial efficiency, reducing
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pollution, and improving urban environmental conditions. The Mission envisions a
comprehensive bilateral environment program which exploits our comparative advantage in
providing technical assistance and training, which strengthens advocacy NGOs, and which
promotes improved environmental policies as well as practices.

Given the importance -- to the United States and to the world -- of Indonesia's considerable
impact on the global environment, as well as the excellent prospects for efficient and effective
resource use in the Indonesian arena, the Mission does not foresee a significantly reduced
U.S. engagement in this area (SO3 and SO4) before the end of the century. The Mission will
remain engaged through a bilateral mechanism which will tap Global and regional resources
as available and appropriate.

Democracy

During the next few years, Indonesia will inevitably face a change in political leadership,
with all the inherent risks of a political system which does not have clear rules of succession
and which has not promoted widespread participation. Within this context, the USG has as
much or more influence than any other outsider in effecting events and, through USAID, is
able to actively promote greater individual initiative and participation in the political process.
Recognizing that it is clearly in the interest of the U.S. to support enhanced democratic
participation and rule of law, the Mission is developing a project that will strengthen key
institutions and promote governmental transparency and a more participatory political system.
This activity will take advantage of the U.S. government's ability to influence ongoing
changes -- even with modest levels of assistance -- by providing a mechanism to boost those
institutions (mainly NGOs) best positioned to advance democracy building.

Conclusion )

The Mission is still developing the details of its transition strategy. These will become
clearer as the Mission, ANE and Global begin working on designs of the transition "results
packages" which have been outlined in the attached NADs (see Annex B). However these
details evolve, it seems clear even at this early stage that the USAID-Indonesia relationship
during this strategy period will be characterized by: transition to a joint commission model in
the area of economic growth; phasing out of health and population by the year 2000, with the
possible exception of South-South population activities; remaining engaged bilaterally in the
environment (green and brown) area into the next century; and continuing with democracy
building activities.
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STRATEGIC OBJECTIVE 1:!
SUsTAINED EcoNoMic GROWTH IN THE
TRANSITION FROM EcoNoMIc DEVELOPMENT
ASSISTANCE TO DEVELOPMENT COOPERATION

INTRODUCTION

The two reasons for sustaining USAID assistance to economic growth in Indonesia until at
least the end of the decade are very simple: it is highly effective and it is clearly in the U.S.

interest.

Indonesia has the potential in the years ahead to achieve the transition to sustainable growth.
Provided it continues uninterrupted growth of about 6.5% per annum, by the year 2020
Indonesia could be on the verge of NIC status with a per capita income slightly higher than
that of Thailand today. This would make Indonesia the fifth largest economy in the world
and a major trading partner of the United States. Targeted policy-based assistance from

. USAID has been very effective in the past in assisting Indonesian economic growth.
Continued, but evolving, assistance in key areas will materially aid Indonesia in the complex
task of managing Indonesia's expanding economy. It will also serve the U.S. interest by

encouraging Indonesia's increasing
engagement in deregulated
international markets and by
supporting policy development in
sectors of key interest to U.S.
trade and investment.

Conversely, the failure to sustain
economic growth in Indonesia will
do major damage to the growth of
employment and to the poor in
Indonesia, as well as to U.S.
commercial and even geopolitical
interests. USAID policy-based
assistance in key areas will help
ensure the maintenance of
Indonesia's high growth
trajectory. Sustained economic
growth is also critical to the
success of USAID's strategies for

Indonesian Growth Boosts US Exports
1985-94

Inlndonesuan GDP (in 1983 Rp) Blys Exports to Indonasia (in 1987 $) I

Trilons of Ruptah Billions of Dollars

140
120
1

o8 8888

Source Central Bureau of Statistics

! This strategic objective has been changed from that approved by USAID/W in June 1994 in order to
better reflect resource flows and an increased emphasis on transition. As the Mission phases out of our existing
economic growth program (most current projects terminate in 1997 or sooner) and puts in place the new
transition activity (TAGS), different or additional indicators from those now described in Annex A may be

required.
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assistance to population growth, to the evolution
of democracy and to the management of the
environment.

Indonesia has been hugely successful in
promoting economic growth over the last 25
years. As a result of sound macro and sectoral
growth policies -- with key assistance from
USAID -- the ruined economy of Indonesia in
the mid-sixties has been transformed into one of
the miracles of East Asian economic growth.
These achievements include self-sufficiency in
rice; sustained growth of jobs; increased
participation of women; economic growth over
25 years averaging 6.9% per annum; universal
primary education; deregulation and
transformation of the economy from near-total
dependency on oil and gas (for both government
revenues and foreign exchange); liberalization of
banking and the development of financial
markets; growth of decentralized municipal
finance; the emergence of Indonesia as a major
and reliable trading partner for the United
States; and Indonesia's unprecedented leadership
in global trade deregulation through GATT and
APEC. USAID has supported each of these
(and many other) achievements in the Indonesian
economic success story and we remain not only
one of Indonesia's oldest but still one of
Indonesia's most respected development partners.

Challenges to Economic Growth

Indonesia's economic growth over the past 25
years has been among the strongest in the
developing world. Yet significant challenges
will have to be met in the years ahead if
Indonesia is to reach its goal of achieving NIC
status. These challenges will include

O Maintaining average GDP growth of
6.4% for the next 25 years.

0 Revamping Indonesia’s commercial
code, much of which dates back to the
colonial era.

O Increasing the country’s electricity
supply by 13 fold over the next 25
years.

0  Achieving universal junior secondary
school education. Currently only 60%
of Indonesians aged 13-15 attend school.

Boosting non-oil exports by at least 16%
yearly.

While the entire USAID development assistance effort is less than half of 1% of the
Indonesian development budget, our targeted policy-based assistance is still making critical
and urgently needed contributions to Indonesian economic growth. As the recent debacle in
Mexico has shown, the sustained work of years of efforts to promote economic growth can be
undone in days. Economic success is never assured. Moreover, the sheer size of the
Indonesian economy -- already larger than Canada, South Korea or Thailand -- creates
enormous complexities and difficulties for the future management of an ever deepening and
ever more complex economy. Indonesia's human capital and institutional base for economic
policy analysis, design and implementation is still very slender. Indonesia needs continued
access to U.S. know-how in economic management in order to succeed in the formidable task
of achieving sustained economic growth and to bring itself to the edge of NIC status in the
twenty-first century. This is the key development constraint that USAID will address.
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STRATEGY

USAID's economic growth strategy is to
promote sustained economic growth in the
transition from economic development
assistance to development cooperation.
This strategy will provide support in key
areas of economic management and,
simultaneously, enhance the opportunities
for U.S. business to participate in and
contribute to Indonesian economic growth.

With limited resources in a vast economy,
policy-based assistance is the only way to
exercise influence on national aggregates.
USAID experience of the last decade has
demonstrated time and again just how
effective policy-based assistance is in
promoting growth and in supporting U.S.
interests.

Actively promoting economic development
and our own interests -- including an
improved environment for U.S. business --
means continued USAID policy-based
assistance in such areas as the deregulation
and openness of the Indonesian economy,
development of new economic law,
creation of modern municipal financing
instruments, assistance to the emergence of
a more dynamic agribusiness sector,
expansion of the role of the private sector
(including in the provision of public
services), and maintenance of a sound
fiscal environment.

While Indonesia is far from ready for
graduation, USAID sees a need for a
significant transition over the next few
years in the nature of our policy-based
support to Indonesia. Unlike the past, the
future will be increasingly characterized
not by the difference between Indonesia and

SO1: Integration with Other
Mission Objectives

SO1 supports the Mission's other strategic objectives 1n
the following ways:

SO02: Improved Health and Reduced Fertility

Economuc growth is key to the expansion of incomes and
the ability of people to pay for health and family planning
services. Economic growth also expands government
revenue, increasing finances for public sector programs
and enhancing local government management of these
services.  Expanded education, which accompanies
economic growth, is a major determinant of contraceptive
prevalence and infant mortality reduction.

S03: Decentralized and Strengthened Natural Resource
Management

Environmental degradation is caused by people acting
out of their individual economic interests. Economic
growth is the primary cause of the pressure on land
and water resources. Poor economic policies such as
the pricing of forest concessions have major adverse
impacts on the environment. Sound economic policy
is necessary to eliminate divergences between private
and social costs and benefits.

S04: Strengthened Urban Environmental Management
Economic growth policy, such as subsidies for
electricity and transportation, has a strong impact on
pollution and on the provision of urban services. SO1
supports increased decentralization of municipal finance
for expanded public and private provision of urban
environmental infrastructure.

SOS: Increased Effectiveness of Selected Institutions
which Support Democracy

Most of the major political issues in Indonesia are also
economic or pocket book issues, e.g., wage policy,
broad-based income distribution, equal economic
opportunity, equal access to land and capital.
Economic growth and freedom from want are also
preconditions to the emergence of civil society. Lack
of growth will destabilize political development and
slow down the democratic transition. Transparency,
the rule of economic law, and competition in economic
activity, all of which are supported by SOI1, also
contribute directly to SOS5. )
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the United States (one poor and the other rich) but by the murualiry of our common interests.

In terms of future development cooperation, what the United States has to offer Indonesia is
access to the best and brightest of our institutions and collaboration between Indonesian and
U.S institutions in mutually beneficial and sustainable ways. For example, we need to work
together to support the development of APEC by jointly promoting regulatory environments
which open business opportunities in goods and services to the private sector. We need to
connect the U.S. Customs Service to the Indonesian Ministry of Finance to work on practical
joint problems of customs administration. We need to foster exchange of ideas and data
between Bank Indonesia and the Federal Reserve System to support monetary policy
management and cooperation in increasingly internationalized markets. We need to link
responsible Indonesian municipal finance authorities with the finance systems of the United
States and with our own experience in the development of bonds, secondary markets and
mortgage instruments to deliver better and vastly expanded municipal service to the urban
poor (while allowing U.S. business to participate in the financing and construction of urban
infrastructure). We need to foster durable linkages between the American Bar Association
and the Indonesian legal profession for the development of commercial law to protect both
Indonesian and American investors. We need to encourage the deepening of professional
relations between the SEC and the Indonesian Stock Market so that stronger financial markets
can finance Indonesian development and so that American fund managers can responsibly
place funds in Indonesia's emerging markets. We need to foster linkages between educational
institutions so that Indonesians and Americans are better prepared to manage a far more
complex future bilateral relationship. We need to foster linkages which encourage mutually
beneficial exchanges in science and technology. These are but a few examples of areas in
which Indonesians and Americans will perceive a mutual interest for collaboration. USAID
can play a catalytic role in fostering and promoting such long-term linkages.

In order to achieve this strategic vision USAID has identified three key components of its
strategy.

First, Indonesia has to maintain a high rate of growth of output. High growth of output
generates growth in employment and consumption, fosters expansion of savings and
investment (including of direct foreign investment), and permits the expanded public
financing of education, health and other social services. Low growth not only deprives
Indonesia of these critical benefits but makes macro-economic (and even political) stability
questionable. As a result investment would dry up and expansion give way to contraction.

Second, Indonesia must continue to accelerate its integration into global and regional
open trading systems. The historic Bogor declaration has shown that Indonesia has the
political will for sweeping trade liberalization. It is also evident that there are substantial
benefits to Indonesia's growth from pursuing the development of an open, competitive
economy. High growth and increased openness of the Indonesian economy also creates
the pre-condition for expanded trade and investment -- including with the United States.
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Third, in order to allow U.S. business to participate in the expanded and more open
Indonesian economy and in order to provide Indonesia better access to U.S. expertise in
economic management there is a need to encourage the greater maturity of the bilateral
Indonesian-American Economic relationship.

In summary, sustained growth of output, increased Indonesian participation in the global
economy, and increased maturity of the bilateral Indonesian-American relationship: these are
the key challenges to which our SO1 economic growth strategy responds. At the Strategic
Output level, USAID has indicators which track whether the USAID program is achieving
results which contribute to each of these three key components of the strategy. By reducing
our mortgage for ongoing projects which are not absolutely central to an SO1 transition
strategy, the Mission has opened up the budgetary room for an FY 96 new project start that
will allow us to phase out our current portfolio and re-engineer our support for economic
management and make the transition of U.S. assistance to a more sustainable form of
development cooperation. This strategy allows for the graceful but responsible termination of
USAID assistance in economic growth early in the new century. The Mission's initial
thinking on how we will accomplish this is described in the "TAGS" NAD in Annex B.

PROGRAM QUTCOMES

In order to monitor SO1, USAID seeks results

in three linked program outcomes: (1)

improve economic management in key areas,

(2) strengthen institutional capacity for
economic management, and (3) test pilot
programs for economic growth. These
indicators are shown in detail in Annex A.

Program Outcome 1.1: Improve Economic

Management in Key Areas

The Indonesian economic miracle of the last

25 years is a textbook example of the
importance of economic policy at both the

macro- and micro-level. It is also testimony

to our own indirect influence through

Indonesian policy-makers trained in the United

States who continue to apply their U.S.
training in the Indor~-ian context.

Key policy questions facing Indonesia in the

future will be increasingly complex and
urgent. Our support for improved policy
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Crucial Questions for Indonesia

As Indonesia's economy matures, the GOI is
facing increasing complex issues in the area of
economic management. Following are a few
samples of crucial policy questions on the table
today with which USAID is assisting Indonesia:

0O How should Indonesia phase in its compliance
with its GATT bindings and implement the
APEC Bogor Declaration for full open
regional trade by the year 2020?

0 How should Indonesia’s competition law be
rewritten to reduce monopolistic practices,
increase the fairness and efficiency of trade
and investment, and protect Intellectual
Property Right?

0 How should Indonesia maﬂage its exchange
rate policy in the wake of the collapse of the
Mexican peso?




design and implementation must continue to be responsive to the key policy questions of the
day -- questions which can only be identified as the future unfolds. Indonesians are anxious
to access American experience and capacity in public and private sector economic
management. As USAID moves into a transition from development assistance to development
cooperation, it will build on the numerous existing linkages between policy based institutions -
- public and private -- in the United States and Indonesia.

Key Assumptions: The United States and Indonesia will continue to support global and
regional trade liberalization as a murual source of continued economic growth, If either party
adopts an inward looking view -- and there are forces at work in both countries which might
foster such a regressive view -- then the scope for mutual, sustainable collaboration will be
seriously undermined.

Program Outcome 1.2: Strengthen Institutional Capacity for Economic Management

Policy implementation is frequently the greatest binding constraint on policy decision-making
and effectiveness. Consequently, any policy-based program has to address the problems of
institutional capacity. A significant part of the Mission's current program is developing the
human resource base, the organizational and informational requirements of key policy
institutions. These currently include BAPPENAS, the Ministry of Trade, Ministry of Finance
and Bank Indonesia. In the future the Mission will continue to foster the expansion of
capacity in policy-based institutions -- including think tanks and research organizations, trade
associations and policy-based NGOs. However, in a departure from the past, the Mission
will increasingly promote the development of mutual self-sustaining linkages between U.S.
and Indonesian policy institutions and will withdraw gradually from direct USAID
involvement. Education of Indonesians has been a key contributor to economic growth and
has clearly provided on of the highest returns to USAID investments. The Mission is seeking
to continue human resource development in institutions of economic management, but at
significantly lower cost, by shifting from from grants to enhance credit (ECP) financing of
participant training in the United States.

Key Assumption: Indonesia will both want and support linkages with a wide range of U.S
organizations.

Program Outcome 1.3: Test Pilot Programs for Economic Growth

Pilot programs are important to the USAID strategy because they have people-level impact
and because they establish viable systems for large-scale replication by the private sector, by
government or by other donors which would be far beyond USAID's modest resources. They
also "ground truth" policy design and implementation.

USAID has played an important role in Indonesia in developing pilot projects which, once

tested and perfected, are diffused and replicated (e.g., microfinance, small-scale irrigation,
privatization of SOEs). Pilot programs also serve the equally important function of being
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laboratories for better practices, and experience from pilots can illuminate and inform the
policy debate. Do new policies actually work? What are the real constraints faced on the
ground by micro-entrepreneurs and can policy change help overcome them? Is there a gap
between policy declaration and policy implementation as seen by business persons? Are
improved services actually being delivered to people, and how much do they address the real
needs of target groups? Are women participating fully or does the design of programs
constrain their involvement? These and other key questions can only be addressed by having
a program which in part is out in the "real world" where men and women are struggling to
make their businesses succeed and to make ends meet for their families. USAID includes
pilot interventions to "ground truth" policy and test new models for delivery of services,
while at the same time assisting clientele groups. For example the Mission is currently
supporting innovative means of expanding microenterprise lending and testing new systems
for the private delivery of urban services and for financing health services -- all of which
inform our policy dialogue and provide working models for widespread replication.

As the Mission moves into the transition phase of its economic growth assistance, and despite
the fact that much of the focus will be at the "macro” policy level, we still see multiple
opportunities for fostering linkages between U.S. and Indonesian institutions (NGOs,
business, advocacy groups) to sustain a critical people-level involvement in the development
and testing of the policy environment to sustain economic growth. The rich experience of the
U.S. "third sector” (nonprofit, volunteerism, etc.) will continue to be highly relevant for
Indonesian development just as the unique Indonesian experience in microlending can
contribute to the United States' own poverty eradication efforts through "Lessons Without
Borders".

Key Assumption: Indonesia will expand and accelerate the movement to decentralization and
to non-government participation to allow experimentation and adoption of new forms of
support for production and service delivery.

RESOURCES REQUIRED

A minimum of $5 million per year in SDA "discretionary” funds are required in the out years to fund
the new SO1 activity, TAGS. This is $4.5 million per year more than the Mission received for all
discretionary SO1-related activities in FY 95. The Mission has unilaterally reduced its LOP funding
(mortgage) for all current Economic ““rowth projects (ARSSP, Agribusiness) in order to help make
budgetary room for implementing this transition strategy. Without these resources the United States
will have lost a major opportunity for the development of our mutual interests in Indonesia.

This SO also includes $5 million annually in HG loans (with an additional $20 million in HG loans
annually under SO4). In addition, approximately $2.2 million in FY 95 and $1.5 million in FY 96 in
PL 480 Title II resources are required as part of the Catholic Relief Services (CRS) phase-out. "
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BUDGET CUT SCENARIOS

If rescission or budget cuts require further SO1 reductions, the Mission will, first, eliminate
PL 480 assistance, and, if discretionary account cuts are required, scale back or terminate
some existing projects or project components in order to protect the transition-based assistance
envisioned in TAGS. Choices include reducing the Agribusiness Project LOP funding (which
would curtail our involvement in strengthening agroindustries) and/or eliminating all
remaining unprogrammed funds under the ARSSP Program from FY 95 until its PACD in
1997.

If earmarks and directives continue at current levels, implementation of our SO1 transition
strategy will be impossible. In FY 95 the Mission received only $.5 million in discretionary
resources for SO1 and a further $2.2 million in Microenterprise directives. This was the
entire tranche of resources available for SO1. We have initiated some "policy and pilot"
activities through which we are trying to accelerate the development of a framework for
expansion of microenterprise. However, encouraging microenterprises is not the core of the
Mission's macroeconomic policy-based transition strategy.

IMPLEMENTATION AND STAFFING

The Mission currently has 5 FTE USDHs supporting the economic growth strategy. They are
in three of the Mission's technical offices. The Mission has adopted a matrix management
approach in the design and implementation of its economic growth strategy and, as the
Mission designs the TAGS program, it will examine again the SO1 staffing and organizational
needs.

COMPLEMENTARITY WITH OTHER DONOR ASSISTANCE

USAID policy-based assistance has balanced the work of other major donors and presented
alternatives and deeper perspectives on a variety of issues such as exchange rate policy, debt
management and bond financing. As overall concessional financing for Indonesia declines,
USAID assistance not only helps to enable Indonesia to assume a greater financing burden for
itself, but also provides an opportunity for the U.S. to continue to provide leadership in the
transition of overall donor assistance to new and more mature development co-operation
relationships.

The 1994 pledges of all donors to Indonesia totaled $5.2 billion, of which about 65% was for
economic growth activities. Three principal donors account for more than 80%: Japan ($1.6
billion), the World Bank ($1.4 billion) and the Asian Development Bank ($1.2 billion).
USAID was ranked 12th amongst all donors to Indonesia in 1994. However, total annual
pledges are expected to decline as the two multilaterals reduce their lending for large-ticket
public infrastructure projects, and as the GOI expands its capacity to finance its own public
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sector expenditures. This reduction in donor funding of public sector activities has been
made possible in large part by USAID's pioneering work in opening up infrastructure and
public services to private provision as well as through USAID support to increase Indonesia's
own fiscal efforts and improved tax collection.

Further, over the years, USAID has developed many innovations which, with declining
USAID funding, have been followed up on by the Banks with their own funding, e.g., the
Regional Development Account, expansion of BRI (Bank Rakyat Indonesia) microenterprise
lending, private power generation, and policy research of the sort done by USAID under the
recently terminated Development Studies Project.
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STRATEGIC OBJECTIVE 2:!
IMPROVED HEALTH AND REDUCED FERTILITY

INTRODUCTION

While Indonesia has made impressive strides over the past 25 years in family planning and
health care, many critical challenges still beset this developing nation -- challenges which GOI
and USAID decision-makers believe can be better and more quickly met with carefully
targeted U.S. training and assistance, continuing through the rest of this century.

Foremost among the chatlenges facing Indonesia
is the need to limit the growth of HIV infection,
currently estimated at 100,000 cases and
increasing rapidly. Few Indonesians have
adequate knowledge of how HIV/AIDS is spread

. or how to protect themselves from infection.
Care and treatment of sexually transmitted
diseases (STDs), which significantly increase the
risk of HIV infection, is fragmented and of poor
quality. As a result, many people remain
undiagnosed and untreated.

The U.S. offers internationally recognized
expertise in training and technical assistance,
through AIDSCAP and the Centers for Disease
Control, capable of addressing the HIV/AIDS
crisis in a country which is increasingly aware of
the problem and willing to build a government-
NGO-private sector coalition to deal with it.
U.S. assistance now can help Indonesia avert an
AIDS epidemic that could cost hundreds of
thousands of lives and millions of dollars in
medical costs, lost income, and other economic
losses (and preclude the demand for ongoing
assistance beyond this strategy period).

Maternal mortality occurs in Indonesia at the
ratio of 450/100,000 births, which far exceeds
other ASEAN nations and many lesser developed

Health and Population:
Future Challenges

Despite the gains of the past quarter century,
Indonesia will have to confront significant
challenges in the years ahead in order to insure a
healthy, stable population. Key problems to be
addressed include the following:

o an estimated 100,000 HIV infections,
increasing at a staggering rate. Indonesia
could become one of the countries hardest hit
by HIV virus by the year 2000.

o the need to increase the number of
contraceptive users by 10 million by the year
2005 in order to achieve Indonesia’s goal of
65% CPR. This increase represents more
than the total number of contraceptive users in
sub-Saharan Africa today.

o a maternal mortality ratio of roughly 450
deaths per 100,000 births -- the highest in
ASEAN and 100 times higher than the U.S.
ratio.

o an infant mortality rate of 58 deaths per 1,000
births -- again, the highest in ASEAN.

L This strategic objective and its program outcomes are the same as those approved by USAID/W in
June 1994. However, as a result of feedback from USAID/W and further Mission-internal review, some
indicators have changed. These changes are discussed in Annex A.
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countries. This high maternal mortality rate is due to the poor health and nutrition of women
(approximately 55% of women of childbearing age are anemic); insufficient prenatal care;
poor management of labor and delivery; inadequate referrals; and too many high risk
pregnancies. The GOI has set an ambitious target for reducing maternal mortality by half
through the deployment of large numbers of trained midwives to communities throughout
Indonesia. USAID's MotherCare II project will work with district health officials in South
Kalimantan to develop and support a model for increasing the effectiveness of the village
midwife system, which will be critical to the achievement of the GOI's target.

Among donors, USAID was one of the

. . . _________________________________________________________|]
earliest to support the promotion of

private sector delivery of the services Contraception: Long-Term Methods Lag Behind

needed to address maternal and infant While contraceptive use has increased steadily in Indonesia over

health issues and, together, the U.S. the past 25 years, long term methods have lagged far behind

and Indonesia are now engaged in those in other developing countries that have achieved

testing a promising health financing replacement fertility levels. The chart below shows the

model. This model has the potential percentage of contraceptive users who have opted for

for expansion throughout Indonesia sterilization, Indonesia must boost its numbers in long-term

and, indeed, elsewhere in the world. methods such as sterilization if the country is to reach its goal
of replacement fertility level by the year 2005.

Infant mortality occurs at the rate of 0%

58/1000 and, in 80% of the cases, is

linked to water-borne disease. In 0% RN &

support of child survival objectives,

sustainable urban slum infrastructure 10y TR B D

improvements are being developed with

U.S. technical assistance and HG loan s B FE B = S

funding. The Mission proposes to

build on this successful intervention by

supporting the local municipal bond 10%

market, to finance water and waste

water systems through an Enhanced 0y = i

Credit Facility (NAD submitted to Phitrppines Nepal Bangladeshindonesia

USAID/W in November 1994), as well
as through the new environmental
activity, CLEAN (see Annex B), which will target environmental mitigation efforts at the
local level.

Through an Enhanced Credit Program in Health Care Financing (again, see Annex B) USAID
and the GOI will complete and document the gains in access and quality of services and
improved health status in demonstration areas, thereby helping Indonesia to achieve a
comprehensive and replicable health care system.

The Indonesian family planning program has set the goal of reaching an average of two
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children per family by the year 2005. In order to
achieve this, the total number of family planning
users will need to increase from 15 million to over
25 million by 2005, an increase of nearly two-
thirds. The number of new users needed (10
million) represents more than all of the
contraceptive users in sub-Saharan Africa. But,
while contraceptive use rose from 50% to 55%
during the 1991 to 1994 period, there was a
notable drop in long-term effective methods, (see
table) and the current rate of fertility decline is too
slow to reach the above goal before the year 2010.

In terms of worldwide impact, after India,
Indonesia has the largest population of any country
in which USAID provides family planning
assistance. Its strategic impact on global targets,
combined with Indonesia's strong political will and
ability to build on its past successes, argue in favor
of continued USAID assistance through this
transition period (when it is estimated Indonesia
will be near or at 65% CPR). Further, U.S.-
sourced training and TA are seen in Indonesia as
providing state-of-the-art technological advances,
while adding credibility, effectiveness and leverage
to the program's requests for increased funding
from GOI sources. And finally, Indonesia is
emerging as a leader in providing family planning
training to other developing nations through South-
South cooperation programs, and USAID can help
promote this multiplier effect on other developing
nations.

USAID support to the Indonesian family planning
program has been unique in its scale ($250 million
over 25 years; $50 million 1994-97),
comprehensiveness (training, TA, research,
commodities, social marketing) and innovations
(voluntary sterilization and social marketing
campaigns). We will continue through this strategy
per: "4 to provide long-term technical advisors for
eff . .tive policy dialogue as well as operational
innovations; and our assistance will be unique
among donors in areas of private sector support,
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SO2: Integration with Other
Mission Objectives

SO2 reinforces and is supported by the
Mission's other SOs in the following ways:

SO1: Sustained Economic Growth in the

Transition from Economic Devel-

opment Assistance to Development

Cooperation
Policy reforms and improvements in the
delivery of health and family planning
services support the policy and
implementation goals of the Mission's
economic growth portfolio, especially
with regard to increased private sector
participation (e.g., public-private
balance).

SO4: Strengthened Urban Environmental

Management
Mission urban infrastructure activities
support water and wastewater system
improveme