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The American Chamber of Commerce Advisory
Coumittee to USAID.

The National Development Planning Agency.

Indonesian acronym for Investment Coordinating
Board.

Canadian International Develoﬁment Agency.
Indonesian acronym for Investment Priority List.
The Export - Import Bank of the USG.

Foreign Assistancé Act (of U.S. Congress)

The Government of Indonesia.

Indonesian Fiscal Year (April 1 through March 30).

The Jakarta Interagency Development and Commercial
Interest Working Group.

The Indonesian Chamber of Commerce.

' The Overseas Private Investment Corporation.

Project Assistance Completion Date.
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The third five year GOI development plan
(April 1, 1979 - March 30, 1984)

The Trade and Development Program of the USG.
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The U.S. Department of Commerce.

The United State Government.
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UNITED STATIZIS INTIANATIONAL JEVELCPMENT CZ0ORPIRAT SN AGENZY
AGENCY FOR INTERINATIONAL CZVILIEHMTNT
WASHINGTON 22 228212

PROJECT AUTHORIZATION

Indonesia Private Sector Development
Exploratory Project (497-0329)

1. Pursuant to Sections 103 and 106 of the Foreign Assistance Act of 1961,
as amended, I hereby authorize the Private Sector Development Exploratory
Project (The "Project™) for the Government of the Republic of Indonesia
(The "Cooperating Country") involving planned obligations of not to

exceed $3,000,000 {n loan funds and $500,000 in grant funds over a
one~year period from the date of authorization, subject to the avail-
ability of funds in accordance with the A.I.D. OYB/allotment process, to
help in financing foreign exchange and local currency costs for the
Project.

2. The Project will assist the Cooperating Country to increase employment,
income and access to productive resources by testing methods of strengthening
the Indonesian private sector, and by providing information to Indonesian
decision-makers about opportunities to develop the Indonesian private

sector through investment profiles, investment processing assistance,
dialogue and policy tours, studies, training and the development of

links to the U.S. private sector. Loan funds will be used to finance
training and technical assistance for the Indonesian Investment Coordin-
ating Board (BKPM) and grant funds will be used to establish a senior

and mid-career training program.

3. The Project Agreement which may be negotiated and executed by the officer
to whom such authority is delegated in accordance with A.I.D. regulations

and delegations of authority shall be subject to the following essential
terms and covenants and major conditioms, together with such other terms and
conditions as A.l.D. may deem appropriate.

4. (a) 1Interest Rate and Terms of Repayment. The Cooperating Country
shall repay the loan to A.I.D. in U.S. dollars within forty (40) years from
the date of first disbursement of the loan, including a grace period not

to exceed ten (10) years. The Cooperating Country shall pay to A.I.D. in
U.S. dollars interest from the date of first disbursement of the loan at

the rate of two percent (2 percent) per annum during the first tem

(10) years, and three percent (3 percent ) per annum thereafter, on the
outstanding disbursed balance of the loan and on any due and unpaid interest
accrued thereon,

(b) Source and Origin of Goods and Services. Goods and services
financed by A.I.D. under the Project with loan funds shall have their
source and origin in the Cooperating Country or in countries in A.I.D.
Geographic Code 941, except as A.I.D. may otherwise agree in writing.

Goods-and services; except for ovcean shipping; fimanced by A:I:Dv under
the Project with grant funds shall have their source and origin in the
Cooperating Country or in the United States, except as A.I.D. may other—
wise agree in writing. Ocean shipping financd by A.I.D. under the
Project with grant funds shall, except as A.I.D. may otherwise agree in
writing, be financed only on flag vessels of the United States.
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. ¥y An Interministrial Steering o
"Committee: Chaired by the Director: General of: Domestic
fMonetary Affairs, Ministry of‘Finance who will report

‘FéeilitatingxcfowthrofA ndonesian Private:Enterpris
Through" Greatermlnvolvement of U.S.:Business:: 52‘0




0. S jlprivate‘secto: represe A
agency would be; ‘the~ Ministry of Finance woncing with
. the" Indonesian Chamber of - Commerce (KADIN) for i
selection ‘and pr:ocessing of partieipants. “The il
Ministry of. Finance will create loan:fund ‘to pay for.
" 75% of: the costs of ‘the: tl:aining as’ well as r_avel ‘and
_‘living e:tpenses. ; The students will ; be expected to: pay"f.
ginitially for 25% of the: costs and :epay ‘the loan for ‘
L the remainder within five year:s of their’ retntn to
iIndonesia. ' The: AID. grant will“_vfinance a consultant tof
work ‘with- the selection’ committee and ‘a contract with -
"-a U S.‘ entity to help place and Progr: ’tthe 'Indonesian‘

1loan - for special studies.
,‘,..'be the Ministry of Finance._ _‘
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10. Statutory Checklist: All criteria have been satisfied
"~ (Annex B).
11. Envi ronmental: The Initial Environmental Examination

resulted in a negative determination.

12. Pro ject Committee‘Views: The PrOJect Committee has
recoemended that this project be authorized.

13. Project Development Committee:

The Project Committee was chaired by the USAID Deputy
Director and included the Private Sector Development Officer,
the Regional Legal Advisor, the Deputy Chief of the Program
Office, the Mission Economist, representatives of Embassy's
Economic Section and the Commetcial‘AtCache. ' From the GOI, the -
Deputy Chairman of the Investment Board, the Director of
Financial Institutions in the Ministry of Finance have
participated in Development of the Project. The Project has
been reviewed and enclosed by the Vice Chairman and Deputy
Chairman of BAPPENAS and the Chairman of the lndonesian
Investment Coordinating Board have endorsed the project design.
The Project relies substantially on recommendations from '
consultants Tom Hexner and Terry Myers. -

C. Recommendations

1.“The‘Loan and Terms

/It is recommended that a grant/loan be authorized to the
Government of Indonesia to finance the foreign exchange and
part of the local currency costs for the Private Sector
Development Exploratory Project as described below. The
proposed grant will not exceed U.S. $ five hundred thousand
($500,000). The proposed terms of the loan are: »

Loan Amount: Two million five hundred thousand
' United States Dollars ($3 000,000) .

- Maturity Forty (40) years including a ten (10)
' I year grace period.

Interest : Two percent per annum during the grace
R ' period and three percent per annum.
thereafter : S

Currency : Interest ‘and principal repayable in U.S
o dollars. :

- The grant and loan will be obligated in FY 1982.  The Project

- 'Assis‘tance" Completion ‘Date- (PACD)Will’ be*four'jyears “from“the et e s

date of the signing of_the‘loan.agreement‘with the GOI.



o

2. Borrower and Recipient Agencies

The Borrower/Grantee is the Government of the Republic of
Indonesia (GOI). The Indonesian Investment Coordinating
‘Board ' (BKPM) and the Ministry of Finance under guidance of an
interministerial committee chaired by the Dire-~tor General of
Domestic Monetary Affairs reporting to BAPPENAS vice
chairman, Minister Sumarlin will take primary coordinating
responsibility in implementing the proposed project with
several other GOI Departments e.g. Agriculture, Industry,
Trade and Cooperatives, Research and Technology etc. as

recipient agencies.

3. GOI Contribution

The total GOI direct contribution is estimated to be US$
one million eight hundred thousand ($1.8 million) equivalent
in local currency (Rp.l1,170,000,000) which is 347 of the
total project cost. The GOI will budget its funding to the
project over three years: IFY 82/83 - IFY 84/85 according to
the disbursement schedule shown in Part IV below.

- 4. Beneficiaries

The direct beneficiaries will be the Indonesian private
sector representatives who receive the management training
and the Indonesian and U.S. business people who receive

~ assistance in the preparation of project profiles and advice
‘in how to get their business established. U.S. and =

. Indonesian business people will also benefit from their
increased association. GOI officials will benefit directly

from the information gathered and cthe policy studies. The
indirect beneficiaries will be the Indonesians who are
employed in the businesses created and those who enjoy the
products and services generated by these businesses.

D. Summary Findinga

This Project Paper has been. developed after a year s effort by
the Mission's representatives working together with the GOI and the-
Indonesien and U.S. private sectors as well as AID/Washington and a
series of ‘consultants. While exploratory in nature, the project is
responsive to the needs and concerns of the GOI and the Indonesian.
private sector and complements other U.S. government programs as-

well as other docor projects. The proposed project will-facilitate ..

~the entrance of the U.S. private sector in Indonesia in areas of
mutual interest, as well as encourage the contribution of private
sector resources in Indonesia's development effor:. The project as.

implemented successfully given the inputs and administrative

77 arrangements-described. —It-is-expected that. -additional- aSSiStance~~~e~=¥:*1>~#f—*;Lw

to the beneficiaries will be: provided . by other UsG agencies i.e.
TDP OPIC, EXIM, USDOC and USDA.

described in this paper is considered complete and capable of being o



- USAID/Indcnesia.

_s-
‘This Project Paper has been reviewed and approved by the JWG,

the AAC and the appropriate GOI officials of tne BKPM, the Minstry

of Finance and BAPPENAS.(See Acronyms) The GOI's application is
included in Annex D and the project meets all applicable statutory

criteria (see Annex B).

E. Project Issues

Any programs which the PRE Bureau is proposing for Indonesia
should complement this project and be coordinated through

Mission.

‘ In particular, funds from PRE for venture capital
‘or other investment financing should be reviewed and\appréved‘by the

| “’IEEA




-6 -

 PRIVATE SECTOR DEVELOPMENT

EXPLORATORY PROJECT |

Part II ‘
- Detailed Description of the Project

"~ A. Project Goal

'The goal of the project is increased employment opportunities,
income generation and access to resources for Indonesians in the
private sector. ‘

Discussion of the Problems and Assumptions Leading to Goal
Achievement ‘

1. Employment

‘Despite Indonesia s solid economic growth, unemployment is
growing rapidly. Each year two million new workers enter the
Indonesian. labor market. - The vast proportion of these must find

. jobs in the private sector. Unemployment and underemployment with
all its attendent social problems is the ecritical problem facing the
government of Indonesia at the present time. Approximately 70
'percent of the country's labor force including agriculture--some 50
million--works in the private sector, which is responsible for 60
. percent of Indonesia [ GNP. ‘

While the vast majority~of jobs created each year stem: from -
~agriculture, off-farm jobs are critical for economic growth and
social stability. Manufacturing, with an annual growth rate of 12.5
percent, creates 117,000 jobs each year, and off-farm activities
provide partial income to 45 percent and full income to 25 percent
of all rural families. ‘

But jobs in rural enterprise or in industry are’ not increasing
quickly enough, and the growth taking place is often concentrated in
a relatively limited number of areas. More than 85 percent of all-
industrial workers, for example are located on Java. Disparities
~in economic’ growth between certain sectors and between certain

_.ethnic groups in Indonesian _society have been aggravated by dramatic“¥Lh“L‘mppM”M:

increases in foreign investment in- discrete enclaves, where projects
to develop natural resources--oil, minerals, timber--have not been
optimized for the benefit of surrounding communities. Indonesia's

manufacturing base -9 percent of GDP is the smallest in Southeast
Asia- » ‘ ‘ . :

A2;' The Private Sector in Indonesia

‘ Concerns about unemployment and disparity in growth patterns are
compounded by the real possibility that Indonesia's relatively high -
rate of growth=-9.6. percent in 1980 and 6 percent in 1981--is

" unlikely to continue. Past growth has. been fueled largely by N

'foreign investment and technical and managerial services imported to
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o ‘ ‘ develop extractive industries--petroleum, minerals aid timber. 0il
‘ revenues alone have traditionally funded 60 to 70 percent of the
country's annual budget, and in 1980 petroleum exports left

. Indonesia with a foreign exchange surplus of $11.5 billion and
current account surplus of $2. 3 billion.

A world recession, the drop‘in demand for oil and the
: o falling~off of demand for Indonesia's non-oil exports, however, have
' ‘ ‘ demonstrated the perils of building development plans on a narrow
base. Non—oil exports are one third below 1979 levels, and oil
- : . ‘ axport earnings have dropped. Indonesia's foreign eichange reserves
‘ ' are declining, and oivrent projections foresee a current account
deficit of between $. and $6 billion for 1982. Even were the
recession to bottom-cut, Indonesia would face a longer-term
problem~-its major exports are largely non-renewable resources.

.To stabilize its growth rate,‘Indonesia needs to diVersify, to
~expand its exports and to substitute for imports where possible and
economically efficient. This can only occur with a stronger private
. sector. ‘ o ‘

To achieve the goal set by AID's new private sector initiative,
"to foster the growth of productive, self-sustaining, income and job
producing enterprises in developing countries, using the finance,
- technology and management know-how of the U.S. private sector,” the
- Private Sector Project accepts a broad definition of the private
o ‘sector. Tt is defined as profit and capital accumulation-oriented -
initiatives by individuals and groups of individuals in all economic
sectors. Thus, the small farmer tilling his own land represents’
private sector activity. The village merchant is part of the
private sector. Service industries in provincial towns are in the
- = private sector. In short, private sector should not be miscontrued
‘ ‘ ' to be limited to-urban activities or modern sector industries.
: o Private sector involves services, finance, construction, and, in a
R T country with Indonesia's. factor endowments, focuses mainly on.
‘ activities and investments in a rural setting. Over 99% of all
'industrial establishments are small or cottage enterprises, though
‘ accounting for only 40% of paid employees and 22% of value added in
- , that sector. Many farmers supplement their income with craft work
‘ and trades. :

S § 4 ¥ difficult”to*obtain"Statistics’on‘tHefIndonéSiaﬁHprivate'
' sector as the vast majority of the estimated 1.2 million private
firms are unlicensed. Labor statistics however, indicate that small
enterprises dominate labor absorption in virtually all economic

R ‘.‘ " —SECLOTS% F0r~exampie~out‘ot~ﬁ”9‘miiiion*workersrin*the
L o . manufacturing sector 86.5% work in small and cottage enterprises.

self employed entrepreneurs. This represents 23% of the total labor
force. s ‘ '

» There are however, about 4,500 firms licensed under the BKPM as
- -~ "domestic investments” which receive tax incentives. These firms

L L _~ are generally larger and represent a diverse spectrum of the economy
e e v,,'ranging from metal foundries and fabrication factories, machinev

The Bank of Indonesia estmates that there are about 13 million small
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N T

‘shops, ship construction and repair yards, cement, pulp and paper

factories, sugar, rubber, palm oil, tea plantations and processing
mills, vegetable and fruit canneries, fruit juicing and other
beverage bottling plants, textile thread making, fabric weaving and
apparel manufacturing, shoes and leather goods, electronics,
automobile and farm equipment assembliers, chemicals, paints and
tire manufacturers, inter-island shippers, fish packers and
processors etc. :

Private investment activity has revived markedly since 1979..
Data on domestic investment approvals, which amounted to Rp 689 .
billion in that year, more than doubled in 1980 to a level of Rp
1,504 billion and increased further to Rp 2,426 billion in the first

eleven months of 1981.

B. Project Purpose -

The purpose of the prOJect is to test methods of strengthening the
Indonesian private sector through training and links to the U.S.
private sector, and to provide information to Indonesian ‘
decision-makers about opportunities to develop the Indonesian
private sector. ‘

Discussion of Problems and Assuvptions leading to Purpose .
Achievement

1. Key Constraints to the Development of the Indonesia Private
Sector: ‘

From numerous discussions with representatives of the Indonesian.

private sector it is clear that lack of skilled managers and equity

are the two biggest factors holding back the development of a strong

Indonesian private se~tor. Loan financing is apparently readily
obtainable for sound projects as long as the principals have some -
equity. Also potential U.S. partners are increasingly desirous of
starting out ventures with less than a majority share, thus adding
to the Indonesians' ‘burden of coming up with equity. The Indonesian
private sector, like business people everywhere, need information
about new investment opportunities and help in packaging their ideas
for sale, that is to obtain project financing and in some cases
possible joint venture partners. Other problems frequently cited
include lack of modern equipment, technical back—up, industrial
‘standards and quality control. ‘ ‘ .

Nearly everyone: contacted by the Mission both in the Government

and in the U.S. and Indonesian private sectors spoke of the need for

training.of Tndnnesians,bothwfot_hasicwhusiness‘skills.iJEA

i accounting, marketing, finance etec. and for advanced degree ‘
" “trainingiin the“United”StateSE*”It?has been pointed out-for-example;——
‘that in the early 1960's more than 5,000 Indonesian students were

attending U.S. universities while today only about 2,000 Indonesians
are studying in the U.S. According to the World Bank, for the
decade of the 1980's Indonesia will require, each year, an
additional 5,500 engineers, 1,900 scientists, 2,200
agriculturalists, 900 accountants and 1,300 economists. These
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requirements exceed the present university output by 73 percent in

. engineering, 74 percent in science, 61 percent in agriculture, 78
percent in accounting and 77 percent in economics. These shortages
of trained manpower are a major constraint to development. The
Minister of Finance feels that Indonesia is lagging behind other
neighboring countries in the development of human rasources and that
the shortages of people with entrepreneurial skills, managerial
'skills and technical skills are a bigger problem than shortages of
capital. The problem is so acute that companies frequently ‘steal”
trained personnel from other companies. ‘

‘ Government political policies and the absence of a sturdy and
pervasive private sector have led to active government involvement
in a variety of functions that might normally be handled by the
Indonesian private sector. Some 220 state enterprises are
responsible for producing 20 percent of Indomesia's GNP. State
banks dominate commercial banking, and financing for small
‘entrepreneurs comes from government-operated credit agencies.

Assistance to the Indonesian private sector, therefore, must
take account of government institutions and government policies.
‘Because the government is actively encouraging investment in some
areas and controlling investment in others, assistance to goverrment
institutions active in the private sector may provide a means of
developing the private sector itself. For example, aid to BKPM that
contributes to a speedier review of an. investment proposal,
technical advice to government credit agencies offering loans to
small enterprises, and efforts to link proposed state enterprise
projects to investment in related private enterprises--such as
component parts manufacture for a government assembly plant--like
similar efforts to link new foreign investment to new enterprises,
all serve to strengthen the Indonesian private sector.’

The Indonesian private sector is also quite desirous of
obtaining increased linkages to the U.S. private sector. What they
would hope to obtain from the U.S. private sector include transfer
of technology and training,. investment capital and marketing of
Indonesian products. '

2. U.S. Investment in Indonesia:

- There are 73 American companies participating in joint . ‘
ventures in Indonesia, compared with 210 Japanese. Altogether
some 200 U.S. companies operate sales or representative offices
in Indonesia and the book value of U.S. assets is estimated at

—4$1.3 billien, making the Unilted States-Indonesials fourth
largest foreign investor, after Japan, Hong Kong and Canada.

' 1980, American companies had assets of $140 million in
manufacturing, an increase of almost 40 percent over. 1979.

- These figures tend to understate U.S. economic interests in
Indonesia. Not only do they reflect book rather than current .
value of assets, but they exclude investment expenditures made

Most of U.S. investment is’ in‘petroleum2;$960'million;;but by



S -10 -
by companies engaged in petroleum exploration and development.
~During the six years between 1975 and 1980, for example,
American companies spent an estimated $6.3 billion in gas and
‘01l exploration and development. This rose to $3.2 billion in
1981 and is estimated to be $4. 1 billion in 1982.

- American companies continue to - invest, although the pace is _

not great, and reinvestment continues to outpace new ‘ -
investment. In 1980, the Government of Indonesia approved $46

million in new U.S. investment and $70 million for expansion of

existing operations. ‘ ‘

~ It is important to keep this "bottom line” in mind in
evaluating the sometimes negative rhetoric describing the '
Indonesian investment climate. There are real benefits as well
as real risks to investment in Indonesia. The problem for AID
is to encourage development of an Indonesian private sector of
-considerable potential in such a manner as to contribute to
. development objectives and, working within the limits defined by
the Govermment's policy objectives, to encourage participation
by American companies in this effort.

3. Constraints to U.S. Participation

'~ The subset of constraints which are inhibiting the greater | ‘ .
involvement of the U S. private sector in Indonesia fall under
three headings:

(1) Lack of Information:
- A.‘About‘Indonesia in general.

-iB.‘About specific opportunities for profit involving not
only investment but also management contracts, licensing.
_agreements and the marketing of Indonesian products.

=~ C. About the GOI regulations and the steps onme has to
follow to get established in Indonesia. ‘

' = D. About good joint-venture partners and other necessary
personal contacts which must be made in order to operate
' successfully in Indonesia.

(2) The approach of U.S. business representatives who are
seeking opportunities in ‘Asia in general and Indonesia in
pa::icular- % :

~ - ==U.S.firms are-too far away in comparison -with - ..
Japanese,: Hong Kong, Taiwan and Singaporean investors.
. Their representatives sometimes appear to fly in almost as
an after~-thought in an Asian tour which really is focussed S -
on possible opportunities in other Asian countries. The '
usual pattern is to stay 3-4 days and fly out confused as ‘
to what the next steps if any should be. This pattern of
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repeated short 'visits, often by different representatives
of the same U.S. firm, may be continued without results
for years before a decision is made either to get involved
or to stay out.

~ 'U.S. firms are much more cautious in their approach
than their Asian competitors. They want to conduct
feasibility studies, develop implementation plans,
strategy statements etc. and really nail things down with
an alr tight, legal contract before committing
themselves. Asian businessmen appear more flexible and
willing to start out with what is on the ground. Their
approach is due to more time spent in Indonesia and a

- greater uaderstanding of how to conduct business here.

(3) The third big stumbling block is the GOI regulations
themselves which seem more restrictive than other countries.
Asian businessmen don't find them as restrictive as U.S.
firms do because of a better knowledge in how to deal with
.them but also because the U.S. firms compare Indonesia to
"Europe, Canada and Latin America while the Asian businessmen
have a narrower view . of the world and are basically
interested in expanding in their own backyard.

4. Opportunities for U.S.'Private Sector Involvement

ASEAN trade with the U.S. reached $21. billion in 1980, making
this region the fifth largest trading partner. Indonesia accounted
for nearly one-third of this total or $6.7 billion. U.S. exports to
Indonesia grew by a record 58 percent in 1980 to $1.5 billion, but
dropped back to $1.3 billion in 1981. \

Indonesia has a $85 billion GDP and foreign exchange reserves of
over $10 billion. Its large market, strong financial positionm, ‘
conservative monetary and fiscal policy and possibly the highest
rate of growth in ASEAN this year, aside from Singapore, make .
“Indonesia increasingly attractive for U.S. business.

‘ The GOI s ambitious program to upgrade the country s basic
infrastructure, develop its enormous resources and many major
‘industrial‘projects,»including the construction of oil refineries,
LNG plants, petrochemical, cement; plywood, paper factories, sugar,
rubber and palm oil processing facilities oifer opportunities for
investment, technical cooperation and other forms of participation
by U.S. firms. The total value of the major industrial expansion
planned over the next fow years will exceed U.S+-$10 billisn and-the

“from” interested foreign ‘partners.’

GOI is still seeking joint venture arrangements and export credits ‘fj ‘ -

- Most American firms already operating in Indonesia have found
~ operations highly profitable and a number have substantial expansion
plans on the drawing board or underway.

‘ Within the non-oilimining‘sector tin, nickel and copper .
development are potential investment areas. Low labor costs make’
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labor intensive industries such as electronic assembly profitable in
Indonesia. However, fringe benefits, bonuses and overhead costs
make these low labor costs less attractive than would at first
appear to be the case. Besides basic component assembly, other
non-farm industries which show good prospects in Indonesia include
agricultural equipment, metal fabrication, machine building, car,
bus and truck components, ship building, railway cars and parts,
diesel engines, furniture, shoe and clothes manufacturing and
‘handicrafts are only a partial list.

Agrobusiness includes many opportunities in the processing and
‘export marketing of diverse crops of fruits and vegetables, as well
as fish, shrimp and other sea food. The GOIs sugar development
expansion plans offers opportunities not only in sugar or high
fructose sweetneos from corn or cassava but also in the development
of commercial by-products of the cane sugar production such as
citric acid, alcohol animal feed, fiber board etc. These are also
opportunities for purely domestic Indonesian investments as well as
joint ventures.

The GOl's Investment Coordinating Board (BKPM) acts as a central
point of contact for foreign investors. The BKPM has issued new
" guidelines and has made progress in clarifying priorities and
procedures for potential foreign investors. Opprortunities for
increased involvement in Indonesia's development by U.S. firms are
~ however, not limited to equity investment but include licensing,
technical assistance, training, management contracts, marketing,
assistance and other forms of business arrangements.

-

5. Investment Climate - A Mixed Picture

Major goals of Indonesia's current Development Plan have been to
encourage structural shifts in the economy away from overdependence
on extractive industry and toward a more broadly based
industrialization with an emphasis on large scale employment
generation. At the same time, large portions of the economy -
plantations, fertilizer and oil-based industry - will remain '
primarily in the state sector. The Plan envisages a greater role
for both domestic and foreign private investment to help achieve its
growth objectives. New investments in the outer islands are
. encouraged. Additional incentives for Indomesia to move rapidly
~into industrial expansion are offered by recent wage cost factors in
Korea, Taiwan, and Singapore (an explicit government policy in the
latter). These factors are causing a major exodus from these
countries of labor-intensive component and assembly operations.

With rapid economic growth_ rateaninnreaaing_levels of prosperity,
and generally stable governments in the entire ASEAN region,
~“Indonesia; as-ASEAN's largest and most-resource rich country, is now
receiving heightened interest as a potential foreign investment
location.

The govetnment's»attitude toward foreign investment is
ambivalent. It recognizes foreign investment as the major channel
 for foreign technology, know-how and capital, but government
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import tariffs and sales taxes on intermediate goods. These changes
have resulted in short-term increases in exports from labor-intensive
industries and significant increases in imports, particularly from

The ma jor hinderances to greater investment in Indonesia and to
industrial growth generally result from a combination of factors.
Some firms find a lack of clear-cut government policy and procedures
for project implementation in spite of the fact that the Investment
Board is a "one stop” investment service. Other constraints are
lack of physical and business infrastructure, lack of trained
personnel, bureaucratic inefficiencies, and administrative
irregularities, all of which add to operating costs.

Particular emphasis has been given recently by the Government to
attracting new investors to bring capital and new technology to
exploit the untapped agricultural potential of under populated areas
of Sumatra, Kalimantan and the other Outer Islands. A new land
decree on rights of ownership and plantation land tenure, however,
has created uncertainties and has yet to attract foreign investors
to agricultural projects. Another constraint is uncertainty o
‘regarding revenues from agricultural production. The Government has
at times imposed short-term prohibitions or permanent restrictions
on exports of certain products such as palmoil in order to meet
domestic demand. These constraints serve as a disincentive to
investment in the agricultural sector. ‘

However, even within these constraints, private entrepreneurs,
. both foreign and domestic, do manage to develop and even prosper.
These entrepreneurs, as in other countries, learn how to work within.
the constraints of the system and to make it work to their advantage
. and to the advantage of the industrial sector. Another problem may
be that many potential investors seem to have demonstrated a lack of
zeal and patience in carefully investigating the special
characteristics and opportunities of this often difficult but very
'1arge and only partially tapped market. :

Given the difficulties of obtaining significant environmental
change in the short-run, it seems more appropriate to work with and
through the entrepreneurs who have found ways to make the present
system function. This project, thus, starts from the bottom and
works up. It seeks to identify and support those entrepreneurs who
have the capacity to expand the industrial capability of a
particular industry. It attempts to remove contraints which would
restrain this expansion, particularly the absence of managerial

knnw-hnn, equity capitalmandwsellahlecproJectiprofilea

~We-are hopeful-that-this approach- willfmoreelikelyfhavefa;;+ﬁ~~~~'~~J'——*w

practical and long~-term impact on policy.  The business community at
‘present has a significant impact on government policy-making. 'The
leaders of the Indonesian Chamber of Commerce (KADIN), the American
Chamber of Commerce and other domestic and foreign business groups
and federations do meet frequently with government leaders including
Minister Sumarlin and the President. The top leadership of the GOI
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have made it known that they want to hear about problems and they
are prepared to deal with them. Therefore, we plan to surface these
problems on a case by case, practical basis.. We plan to assist the
government develop projects in areas where they place high priority
e.g. sugar by products, machine building, electronics, etc. By
developing profiles and helping the GOI attempt to interest
investors in these areas we can begin dialogs between the potential
private sector investors and the government policy makers which will
put the conmstraints to investment squarely on the table. We also
‘feel that by providing the existing entrepreneurs with enhanced

managerial experience in international business, should result in
improving their capacity to influence policy in a supportive mamner.

Potential investors expect to be actively courted by host
governments, as 1s the case in neighboring countries. There is now ‘
a rare opportunity for Indonesia, with its low labor costs to expand
into basic component assembly and other labor-intensive operations
as these industries shift from higher cost Asian countries. There
is substantial competition both within the ASEAN region, as well as
throughout the developing world, for the investment dollar. Whether
Indonesia's policymakers will move vigorously to attract these
industries could depend in part on projects such as this.

6. Risks and Opportunities for USAID

Active assistance to the GOIl's investment promotion effort by
the U.S. Government to involves both risks and opportunities. For
example, the profiles prepared with project funds may not lead to
U.S. investment and may ultimately assist businessmen from other
countries. Secondly this 1s an experimental project in an area
where USAID has limited experience to judge at this point how
effective the various project elements will be. On the other hand,
the provision of these profiles plus the counselling service should
assist prospective U.S. investors in assessing the realistic
prospects for profitable investments in Indonesia, while OPIC
insurance and EXIM guarantees should assist them in hedging some of
the risks. At the same time, our active support of GOI investment
" objectives and participation in project development, should provide .
‘us with the opportunity to interact with the GOI in a favorable and
constructive way, perhaps assisting it to become more effective in

its efforts to attract U.S. investment and in resolving some of the
bureaucratic obstacles.

7. AID' Private Sector Strategy

WhiIE’tﬁé‘projett”adafe§§§s some 6f the above constraints

_directly, AID's strategy in general for assisting the development of o

Indonesia's private sector is to provide tightly-focused technical
assistance, training, demonstration and facilitating efforts that
are likely to make an immediate and visible difference to existing
GOI or other donor programs, to ongoing U.S. trade and investment
_programs, or to government consideration of policies and projects
affecting the private sector. The private sector program will act
as a catalyst to open channels and provide contacts between
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Indonesian and U.S. business people and to build institutiomal

support for Indonesian entrepreneurs. The program will test

different approaches to private sector assistance and provide for

regular evaluation to allow assessment, revision, rejection or

further support for the experimental efforts. It seeks to channel

the natural and creative unpredictability of the private sector to

achieve the economic benefits and growth that can be derived from

private sector spountaneity when it is disciplined to agreed-upon ‘ .
development objectives. ‘ ‘

Because of the tremendous importance of. rural enterprise to
Indonesia's private sector, the principal focus of AID's program
centers on small scale enterprise development, income generation and
employment creation in rural areas. In its extensive work on the
Provincial Development Project, AID has worked to strengthen local
credit institutions to increase their responsiveness to private
farmers, small entrepreneurs, traders, craftsmen and people engaged
in service industries. A number of rural development programs such
as the rural works project and the water resources project work to
strengthen rural infrastructure and to open new markets and
possibilities to entrepreneurs and farmers. Another approach is to
.upgrade the private sector skills. and the skills of those government
servants working in the institutions affecting the private sector
through participant training programs. AID is also developing the
Central Java Enterprise Project as a pilot project to demonstrate
methods of increasing employment in manufacturing, trade and -
services.

8. Related U.S. Activity

'~ At the same time, there are a number of other U.S. government
programs designed to encourage American investment in, and trade to,
Indonesia, and it is AID's strategy to build a private sector
program that links with these efforts in order to maximize the
_developmental impact of the technology and management skills

imported with U.S. capital and products. The private sector project
will complement efforts already being made under existing U.S.
programs dealing with the private sector--the Trade and Development
'Program (TDP), the Overseas Private Investment Corporation (OPIC),
the Export-Import Bank, the Foreign Commercial Service, and the
Foreign Agriculture Service.

The TDP has recently recommended definitional missions for FY
1982 in five areas--automotive parts, electronic equipment, plant
machinery, fishery, high fructose syrup and sugar. It has a

prefeasibility-study-pending-on-a-graphite electrode plant—It-hags—— o
completed feasibility studies for the rationalization of the , foo
“automotive industry and on a cement plant.  The private sector -
project will help identify areas for further TDP studies. ‘

~ OPIC has sponsored sevecal missions to Indonesia by U.S.‘firme
‘to review investment opportunities. It will share costs with ‘
American companies which have identified economically sound pro jects
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through their own reconnaissance and are interested in doing
feasibility studies. It requires that a company which it assists
have "a sound operating record, demonstrate that it has managerial,
technical and financial competence to implement the project if it
proves feasible, and a present intention to make such an
investment.” The private sector project will complement OPIC by
providing profiles of projects in which investors and OPIC may be

interested and by providing initial assistance to interested U.S.
companies.

. The Foreign Commercial Service of the U.S. Embassy informs U.S.
companies of investment opportunities and provides advice to

. .companies once they arrive. The private sector project will assist

the FCS in identifying investment opportunities and will provide
additional help to companies interested in investing in Indonesia.
The Foreign Agricultural Service of the U.S. Embassy, although
responsible primarily for promotion of U.S. agricultural experts,
reviews the agricultural sector regularly and can refer agribusiness
investment opportunities to U.S. investors. The private sector
project will identify agribusiness projects and will focus on
investment opportunities.

'Finally, in assisting the development of private sector projects
it is assumed that a portion of the projects will require imports of

U.S. goods that may be financed through Export-Import Bank

facilities.

9. Other Donor Activity

AID is one of many donors active in private sector development.
Under the auspices of the UNDP, UNIDO is providing $4.5 million in
assistance to the Ministry of Industry for investment feasibility
studies; $2.5 million to the Director General of Small Scale
Industries for training projects; and $1.6 million to BKPM for
investment profiles. CIDA is providing assistance to Canadian
companies interested in visiting Indonesia or in conducting
feasibility studies there. The Australian government has provided a

' consultant to BKPM to assist in assembling data, and the GOI will

soon draw upon its World Bank technical assistance credit to aid
BKPM in preparing profiles of industry sectors in which the

government would like to encourage investment and has asked the

German government for additional assistance in this area. The World
Bank has already provided $410 million to BAPINDO for loan and equity
activity and is now preparing a further $100 million loan. ' A number
of private companies are involved in management training, and during

“thé summer 6f 1982, the World Bank, Ford Foundation, and AID are .
planning to do a joint review of private sector training. needs.. ..

AID's private sector project will complement existing donor activity
in the private sector and serve as a bridge. o
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The Project

1) Introductory Statement

The project establishes an immediate and visible program of

-support for the Indonesia private sector and for increased

U.S./Indonesian private sector linkages while providing a base
for institutional development supportive of long-term private
sector growth. It grows out of a perception shared by the .
Governmer.t of Indonesia and the United States that the private

‘'sector in Indonesia can make a major contribution to the

country's development needs for increased employment, income
generation and access to resources and -that American investment

~ can play an important role in spurring Indomesia's private

sector growth. The project establishes a number of programs
which are designed to serve as catalysts, encouraging the
natural growth of the free market and the benefits that may be
derived from it, and enhancing the effectiveness of existing
institutions.

| The project's rationale is based upon four major inter-related
factors: :

a) sound private sector investment and other opportunities exist
in Indonesia,

'b) investors, both U.S. and local can benefit from assistance,

. which is locally available, in dealing with government
regulations bureaucratic structure, in identifying project
opportunities and jointhenture partners, and in packaging
proposals for financing and government approval;

¢) top and middle management of Indonesian firms can benefit

over the short-run and into theé future from intermingling
‘with U.S. executives in existing middle-management and
advanced-management courses (6 to 14 weeks) at American
graduate schools of business administration,

- d) this joint-—educational experience and exposure can accelerate‘

joint-venture possibilities.

(2) Management Training o

The project under the guidance of the Ministry of Finance will

‘establish a program to send Indonesian entrepreneurs as well as

" business schools." ‘These would be primarily 12-14 week

mid—eareer~ané~senior~£ndonesian~basinessmen—%rom~private

companies for short term management training courses at u. S-‘”

management or business courses at such schools as Harvard

- Stanford, Texas, etc. ‘Thirty-five participants in the study

program would be selected each year by a Board, Chaired by the

. Ministry of Finance whose members would 1nc1ude representatives

of the Indonesian Chamber of Commerce (Kadin), The Indonesian
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Young Businessmen's Association (HIPMI), The Indonesian Women's
Business Group (IWAPI) and the AmChamber of Commerce.
Candidates who qualify for training but are deficient in English‘

" or need special assistance in business fundamentals would be
‘given tutorial training through special courses at the

Indonesian—American Association.

The costs of the program, tuition and living costs as well as
travel, are to be borne by the entrepreneurs themselves or the
private companies who send their employees. The GOI through the
Bank Indonesia will set up a loan fund of $1.3 million to
provide over a three year period loans at a reasonable rate of
interest, say 6%, to the entrepreneurs and private companies for -
up to 75% of the total costs of the training. These loans would
have to be paid back within five years from the date the student
returns to Indonesia. The AID Grant will provide for a '
consultant to work with the selection committee in determining
program objectives and in establishing selection criteria. The
AID Grant will also finance a contract with a U.S. facilitating
institution who will be respousible for testing and screening
candidates, selecting the appropriate U.S. school, gaining
admittance and making administrative arrangements for the

‘placement of Indonesian students.

The program purpose is several-fold. It addresses immediate
needs for management training. Minimal high-level management
training for private sector exists in Indonesia. - At the same
time, the exposure of mid-level and senior Indonesian executives
to American counterparts at U.S. business schools will offer .
secondary benefits. Not only will participants be exposed to :-
U.S. business methods, but they will make connections which will

'create long-term U.S. -Indonesian business ties.

" involving past participants. A sum of money has been included .. . .

The study program would be supplemented by follow-up activitiesf

in the project to cover the costs of creating a U.S. Business
School Alumni Association which will hold annual seminars and
workshops to which past participants would be invited. ' The.
objective 1is to develop within Indonesia a key group of =
Indonesian business executives' familiar with U.S. methods and

_procedures, as well as to provide Indonesia with trained

- executives capable of furthering development of the indigeneous '

- private sector. Further, it paves the way for the creation of a

“An” evaluation of the program will be condneted’atéthewendmof""

management and administration institution in Indonesia by :
demonstrating the importance of such training and by providing a

core“or*suppart“ror"such”an*insticutlon.

three years. $50,000 will be reserved from the AID grant funds
for this purpose. : L
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(3) Facilitating‘crowth of Indonesia's Private Enterprise
through Greater Involvement of U.S. Business : $2.0 million. The
BKPM will use these funds to traim BKPM staff and to retain three

local consulting firms to identify opportunities, prepare project

profiles and facilitate joint aCtivities‘between Indonesian and U.S.
entrepreneurs complementing existing U.5. government programs. As a -

result opportunities for investment, trade and transfer of

technology will be.created.

(a); Tue local consultants will work with BKPM to develop up
to 30 project profiles, 15 in agribusiness and 15 in light
manufacturing. The Director of the BKPM's office of Project
Development would work with the consultants to select 30
suitable areas for investments which would be drawn from BKPM s
investment priority list (DSP) and taking into account the
consultants and BKPM"s perceptions of possible US interest in
these areas. Project profiles should provide enough basic
information to permit potential investors to determine whether:
they are likely to have a serious interest in investing. These
profiles will be relatively brief descriptions of the proposed
project that will identisy the nature of the possible
opportunities for U.S. business, the interested Indonesian
concern if any, the required financing and the scope ‘of the
pro ject including as appropriate, the area, soil and climatic
conditions, potential markets, import requirements, the present
. state of the Indonesian industry, raw material availabilities if
required, labor availabilities, potential for export, pricing
restrictions if any, GOI investment policies ete. By contract
each consultant will be required to produce up to ten of these
profiles over a two year period. The facilitators will prepare,
distribute and promote BKPM project profiles and feasibility

- studies as explained below. The World Bank and UNIDO are also
helping the BKPM to prepare project profiles. The Deputy
~Chairman of the BKPM and the three donors will coordinate their
respective assistance efforts to ensure complementarity. The. L
AID financed profiles will be concentrated in the areas of-

- agrobusiness and light manufacturing where in the judgement of :
the consultants U.S. firms have ‘an 1nterest. : S

(b) The local consultant will provide help to potential
Indonesian and U.S. business as an independent business S
*consulting service' o : R

(1)  Seek out and screen proposals from Indonesian
entrepreneurs interested in locating U.S. partners. The

Mfac:i:tating~firms—would~be~expeetedmte~aévertése~theis——-—-_—-
 interest in reviewing proposals and their willingness to ‘

" possible projects.. They will provide guidance on business
practices, legal, administrative and regulatory matters,
-taxation, financing, project structuring, and other services

" ‘necessary for project development and implementation.‘ The
facilitating firms could use a number of methods to solicit
proposals both within and outside Jakarta, ranging from ‘

provide assistance in preparing proposals, and in ‘packaging” R
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direct newspaper advertising, to working with the regionmal
representatives of BKPM, AID consultants stationed in the -
~ provinces and the U.S. Consulates at Medan and Surabaya.
They would also accept referrals from these agencies. The
solicitation efforts: should state explicitly that interest is
‘limited to those projects that have a developmental impact in
-terms of job creation, income generationm, access to
resources, import substitution, or export promotion.

(ii) Assist U.S. businessmen in Indonesia. 'Companies coming

to Indonesia. to explore or review business opportunities may
be referred to the facilitating firms by the AMCHAM, the GOI,
the U.S. Commercial Section, or by other sources such as the

Indonesian Consulates in the United States. The facilitating :

firms will provide information on Indonesia,- potential
joint-venture partners and business opportunities. They will

provide guidance on business practices, legal, administrativef“

~and regulatory matters, taxation,. financing, project
structuring, and other services necessary for project

development and implementation. The facilitating firms would

provide up to 80 hours of free services at AID's expense
- after which further assistance would be paid for by the
participating company- , :

(iii) Work with existing U.s. government agencies, once
suitable projects have been identified, to try to find U. S.‘
_'partners. Where appropriate, TDP studies may be requested

“and once a partner is identified, OPIC may be contacted. ‘The ‘

facilitating firm will'provide‘FCS with suitable proposals
for promoting through the Department of Commerce's Trade and
Investment Opportunity Program and, to the extent. possible,
will use its own contacts in the United States to seek '
interested parties.‘ . : :

(c) Training for BKPM staff- Short term and selected

| d-long-term training for BKPM staff concerned with investment -

" promotion. Training will be primarily” in the United States.~
.working with trade associations, investment’ promotion firms,
. financial institutions and perhaps UsG agencies to develop a-
. better understanding of needs and intercsts of U.S. firms who
are. potential joint venture investors in Indonesia.

. i»(A) Special Studies ‘and- Consulting Services. $1 0. million loan Q—uuu-euw»nmbm
'-‘for special studies. The executing agency will be the Ministry of ‘
_Finance. For example, consultants would assess the further need for -

a special financial institution to provide venture . equity capital *

_and_specifically how and where such an institution should he set

upe. Another study would survey U.S. firms who have expressed an-

plans and what help, if any, the BKPM could provide to assist
selected U.S. firms get established in Indonesia. . Another proposed
study could provide consultants working with the GOL's general

| ' consultancy team focusing on- opportunities for smaller enterprises

and regional development relating. to current and future large scale.

ox Note Venture capital study to be carried out by- AID/PRE

‘“interest~in investing-in-Indonesia“ to determine the “status~of their — = et

Bureau using other funding.,ww et e T
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industrial investment, initially in the Aceh region; specifically
the consultants would assess: (1) existing credit institutions, the
possibility of developing an Aceh Development Fund to provide loanms,
technical assistance and perhaps equity to small enterpreneurs; (2)
. training needs and the potential for development of training
institutions jointly funded by GOI, AID and private sector; (3)

‘ opportunities for downstream private investment that would result
from the industrial complex in Aceh.‘

D. End of Project Status:

By‘the end of the project it is eXpected'

(1) That Indonesia will have a key group of entrepreneurs and
mid-career and senior executives in the private sector who have
received business training‘in the United States, have a good
.understanding of U.S. business practices and have made business
contacts with U.S. private sector representatives.

(2) That a number‘of investment and other business
opportunities and Indonesian entrepreneurs have been identified
and assisted Jin describing and packaging their proposals.

(3) That American businessmen have been informed of investment
and other opportunities in Indonesia and that they have been
assisted in getting over the early hurdles of getting
established in Indonesia.v ‘

(4) That a number of joint U. S —Indonesian ventures ‘have been
initiated.

- (5) That existing U.S. services to promote trade and investment -
have been complemented and used more effectively.

(6) That investment and other business opportunities and
technical assistance needs in key geographical areas receiving
large scale investment have been identified and that the
potential for maximizing the developmental benefits of such

capital intensive industrial enclaves have been more elearly
defined. ‘ ‘

(7) . That the GOI has additional information on the constraints
~and potential within its capital market, and that it has -
‘specific evidence of the impact of wider mortgage, factoring,
credit and equity investment facilities on private sector
development. :

(8) That the potential for venture capital investment If

- enterprises.with a. development Ampact_ is.more. clearly defined-,w,,,ﬁwe,wﬂ L

(AID/PRE responsibility)

(9) That BKPM data base on investment opportunities and ‘
potential investors and its ability to prepare project -profiles
are strengthened and that a quantity of new information is
available for use by both Indonesian and American business.
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'E. Outputs:
(1) The‘sending annually‘of up to 35 mid-career and =
senior-level executives to the United States for business

training.

(2) 30 profiles and investment opportunities in Indonesia for
the BKPM. ‘ :

(3) 150 introductory programs for American companies interested
in investing in Indonesia. ,

(4) 150 profiles of investment opportunities in Indonesia,
identified from proposals submitted by lndonesian entrepreneurs.

(5) A study of venture capital in Indonesia and the possibility
of establishing an Equity Development Fund. (AID/PRE responsibility)

(6) Studies of credit equity, training and investment needs and

. opportunities in Aceh and in areas likely to receive large scale
foreign investment in the near future.

‘ (7) A study‘of‘capital ‘market development in Indonesia,
focusing on the problems of an Indonesian Privately held firm
going public as well as mortgage lending, factoring, and futures
market development.

(8) Survey results on problems facing U Se. investors in
Indonesia.

(9) A foreign Investment Policy tour of other‘countries-
... Fo Inputs:

(1) Management Training

- (a) AID-‘ A 8.5 million grant to the Ministry of Finance
which will work with the Indonesian Chamber of Commerce’ ‘
(KADIN) to establish a program for mid-career and: advanced
management training at American business schools’ and
finance the costs of student placement.

,(b) 'GOI: A $1.3 million loan fund which will finance up
to 75% of the total costs of sending the students to the .

~U.s. including travel, living expenses, tuition and other

~training costs. GOI Direct Administrative costs for the

training program is estimated to be $100,000 equivalent in
‘ local currency.

@) Facilitating Investment and other U S Private Sector
o Participation.

(a) AID: A $2.0 million loan to the BKPM to train staff
to strengthen its capacity to do investment ‘profiles, and to
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establish a mechanlsm to facilitate contact between

interested American investors and Indonesian entrepreneurs
seeking capital, technology or access to markets.

(b) GOI: $180,000 local currency equivalert for BKPM
staff and other incountry costs of profile preparation;
e.g. travel,

Special Studles and Consulting Services:

(a) AID: A $1.0million loan to the Ministry of Finance
to conduct special studies . and provide consulting services
in accordance with the project purpose.

(b) GOI $200,000° local currency equivalent for
: incountry costs. : o
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Part III

A.. Technioal Description

1. Management trainin ng: The proposed management study program
will be administered by the Director of Financial Institutions of
the Ministry of Finance aund the Indonesian Chamber of Commerce
(KADIN) with the assistance of a U.S. facilitating entity under
contract to the Ministry of Finance. Selection of final ‘
participants will be done by a board of representatives drawn from
Indonesian and American business organizations. The U.S. assistance
institution will be responsible for initial testing and screening of
candidates and for all arrangements with U.S. business schools. All
tuition, travel and living expenses will be financed by the
participants or the companies of the participants involved. The
Ministry of Finance will establish a loan fund to assist the
participants. Each participant will be allowed to borrow up to 75%
of the total estimated costs at a reasonable rate of interest, say
6%. They will be reQuiréd to repay the loan within five years. A
representative from the U.S. assistance institution will also work
with the Indonesian-American Center and with local consulting firms
or universities to sub-contract for special training for candidates
who lack skills in English or business fundamentals. ,

2. Facilitating U.S. Private Sector participation. The

‘facilitating firms will be responsible to AID and the BKPM for

developing an acceptable procedure for introducing U.S. companies to
the business environment in Indonesia. They will inform the
American Chamber, Indonesian consulates in the United States, FCS,
the GOI, and other interested assoclations or agencies of their
availability to assist American business people. They will also ,’
establish a mechanism for soliciting proposals from private
Indonesian entrepreneurs interested in finding U. S. partners. They
will establish criteria along the lines suggested by AID and BKPM
for screening proposals both in terms of business viability and

~development impact and will assist entrepreneurs in preparing

proposals for presentation to potential U. S. partner. The firms
will circulate project profiles to U.S. firms through the offices of .
the FCS and through their own contacts in the United States. =

_ The consultants‘wiil be paid monthly by AID‘after‘BKPM's approval of
'bills is submitted. The project will pay up to a fixed amount: per

client. During the initial year of the project AID and BKPM will:
review performance of the firms quarterly. ' If firms are not doing
work according to the project's criteria or are failing to submit.
bills drawing down the fixed amount allotted to each firm, ‘
adjustments in allotments may. hewmadeicowallou_:heimnst..esponsiue

firms an opportunity to do additiomal work. A full evaluation of

~the facilitating firms-will-be done at the end of the first year of —

the project to determine whether the facilitating approach is a
useful way to pursue AID's objective of strengthening the Indonesian
private sector and encouraging U.S. inveatment.
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3. Special Studies and Consultant Services. See implementation

arrangements Part IV A 2.

All host-country sub—contracting will be carried out in accordance
with normal AID policies, procedures and regulations. The Vice
Chairman of BAPPENAS, Minister Dr. J.B. Sumarlin, will be the
principal GOI official responsible for the project. Both the
interministerial committee and the BKPM fall under his aegis, and he

'leads Indonesia's annual trade and investment missions abroad.

Be Economic Justification:

The near to medium term objectives of this project are job
creation and self-sustaining institutional building, and the primary
long-run objective is generation of practical lessons for ‘
cunsideration by the government in formulating policies and programs
for the achievement of Indonesia's development objectives. Implicit

“in this longer term objective is the understanding that the

Indonesian private sector needs to become a full partner in
development. ‘

, Institution—building projects do not lend themselves to standard
economic analysis and to quantification.  Nor do projects designed
to change attitudes about policies. The cost of a policy change may
be zero while its benefits can be very large. On the other hand,
the cost of a multi-faceted pilot project such as this one can be
large (in terms of the opportunity cost of very concessional

funding) as can the risks, and the benefits could turn out to be

low. However, given what we already know about the private sector
here, we see this project as representing a modest amount of money
($3. 0 million from AID and $1.8 million from the GOI over 3 years),.

- with modest risks, and with potentially important benefits for the

Indonesian private sector and for Indonesian workers.

Even though job creation may be an inadequate proxy for the
several types of benefits we envision in this project, each proposed

~activity is assessed for its potential employment impact. Job

creation is an important way to both justify and assess the impact
of this use of AID funds, even if it is also true that the long term
objectives will be served by the resulting lessons about the private .
sector which we believe can favorably influence governmental policy..

" In analyzing each activity of this project, we look at the
public cost of creating private sector jobs ‘and of mobilizing - -~
private sector resources for this end. The general case for

‘ emphasizing private sector over the public sector is made in the
‘Mission 5 Private Sector Background Paper.

l. Management Training ‘
‘The purpose of management training 1s to improve business R

‘efficiency by exposing managers to new managerial concepts and
- contacts. It is universally recognized that improving the quality

of the labor force, which management training does, is’ a principal
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ii:y. A related purpose is the
ded businesses, and thereby expanded job
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of 30 such profiles would be $360,000. If only two profiles

" resulted in the establishment of industries that employed 50 people

each, the employment effects would be 2 X 50 X $15,000 = $1,500,000.

3. Special Studies and Consultant Services

For these two activities the henefits are less directly
associated with the cost of studies, but are likely to be more
significant than for the first two activities. Policy-oriented .

- consultancies and studies on enclaves and on specific industry of
financial issues could prove to have a high job creating impact.

* Changing policies holds the prospect for low public costs to expect
‘the change and high social return to the more productive use of

national resources including the labor force. ‘(We caveat this point‘

"by noting that the established investor cost of a policy change can

be high.).

' In reviewing these three activities, the last one suggests

promise of greater payoff than the first two, if judged in terms of
. the 1liklihood of job creation. But there are too many associated
‘ benefits and imponderables to rank these activities now.v‘,‘ ‘

We have generally erred on the conservative side as costs are
finite while benefits flow for years. Secondary employment effects .
may be important in each activity. We have not discounted either

. Stream.

We have not quantified the character of the job benefits in a
rigoryous manner. Typically, the benefit stream is derived from the
present discounted value of labors' maginal productivity. Because
the capital cost of the jobs in the examples used here and the life
of earnings are similar, we have assured that we have a rough proxy‘
for social benefit of job created. :

Benefits can also be estimated by the distributive benefit of

‘moving people from low to high productivity jobs and incomes, and by

the income multiples effects for the economy as a whole.

We will have a much better sense of where AID and the Government
of Indonesia should place its emphasis two years from the point of

project initiation. As the real task before the government is the-
‘creation of not 50 to 100 jobs per year, but two million, this type

of pilot effort will provide useful lessons. The lower the cost of

~Job creation, the more people can be productively employed.

C. Social Justification: In addition to the economic distress and
potential political instability resulting from an inability of the -

nature of Indonesia's economic” aevelopment. “The benefits- resulting

Iﬁdoﬁesi&n«eeoﬂemywte—ebss:b—ever-imeasin,.mmhecs.oi_goh.seekens ‘

there are additional social problems that result from the uneven

from a rapid growth in manufacturing and commerce in recent years:

_have not been shared equally. Chinese and Indonesians of Chinese

descent continue to dominate commerce and industry.' Pribumi
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entrepreneurs lack access to capitai and resentment against Chinese
success has flared repeatedly in urban violence and attacks against
the Chinese population. ‘

At the same time, intensive and large-scale capital investment in
areas where minerals, timber, oil and gas have attracted foreign
companies creates a different sort of problem. Benefits have not
been shared between enclave and surrounding community, resulting not
only in resentment but in a real loss of opportunitiy.

The progect is designed to address these‘problems. It creates a
facilitating mechanism to attract proposals from Indonesian
entrepreneurs, to assist them in shaping their ideas into viable .
projects, and to help them seek out equity partners. It provides
entrepreneurs outside of major metropolitan centers and enclave
areas with a means of getting a hearing before potential investors.
And in assisting U.S. investors, it provides an opportunity for U.S.
- capital, technology and management skills to contribute to the
growth of Indonesia's private sector. In selecting projects and
assisting Indonesian entrepreneurs, the facilitating consultants
will concentrate on those projects likely to have the greatest
development impact. Their scope of work will outline criteria by
- which projects should be selected.

The management study program allows AID to act as a catalyst,
spending a minimum amount of money to encourage private companies to
provide short-term quality training to mid-level and top-level '
executives. A greater pool of trained managers in Indomesia should
not only permit a more efficient use of private capital but should
introduce new management techniques, including industrial relations
training that benefit workers directly. The aim of the project is
not only to produce more managers, greater efficiency and more jobs,
- but more responsible management and better workplace conditions as =
well. ‘ :

Participants in the project, once they have returned to Indonesia,
will be encouraged to join an alumni body. The alumni body will
provide a forum for workshops and discussion of management style and
approaches and will serve to tie past participants to an ongoing
business scholarship program. The hope is to build a community,of
executives interested in business training which will be supportive
of further efforts in participant training, a scholarship program
for study abroad and the establishment of a business training
institution in Indonesia.

The‘special‘studies provide the Government of Indonesia an .
- opportunity to review current pratices affecting private sector

T developmént and to lay theé ground Work for changes that will improve

_the efficiency of the. capital market in line with its own. e
development objectives._ .
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D. Environmental analysis: The project will have no adverse
environmental impact. The project is one of institution building,
technical assistance and training. The project provides no funds .
directly for construction. Neither the individual components of the
project nor their cumulative effect can be considered as being a
‘major action which will have a significant impact on the
environment. However, it i1s recognized that appropriate concern for
the environmental impact of an activity should be incorporated into
subproject design and implementation as part of overall analysis to
determine the real benefits and real costs of an activity.
Therefore, the technical assistance and training aspects of the ‘
project will give attention to improving Indonesian and U.S. company

. awareness of environmental concerns related to private-sector '
. development. ‘
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Part 1IV. Finaﬁcial Plan

A. Source of Funds

‘ The total project costs are estimated to be $5,300,000 of which
- the AID contribution of $3,500,000 is 66%. The GOI will contribute
$1,800,000 in local currency or in kind for 34% of total progect

costse.

B. Application of Funds L o o )

The following two tables provide breakdowns of project costs in
relation to outputs and identifies source, type and annual ‘
expenditures.r :

~gy
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Relationship between Project Outputs and Inputs

Financial. Plan
Table 1

! ($000)
Outputs S - ~ADD GoI TOTAL
lj 105 busines§ péople'trainen | S 500 | 1,300 (loan) 1,900 -
| : B o 100 (direct)
i 7 , (nosts)
| 2.?735 profiles for BKPM o 360 180 540
347 1;0 nrofilesrfor Indonesiaanntrepfenénps 900 - 900
4;§~1§o intronuctoiyrpnograns for U.S. fifms, 690 - 690
| 5;' Tiaining for BKPM Staff o - 50 20 70
6$ Vgnture Capital Study (AID/PRE responsibility) - - -
V 7Ji Enclave Minimization Study and .V ,
Co?sultant Services‘. ~ 300 125 74257
8{‘ Capltal Market- Study (AID/PRE responsibillty) - - -
2% Survey of U.S. firms _ , ' iO ' 5. 15
710;§'In§estmént Poliéy'Tnnr"", : B - o 25 . - 725
11.; Other Studies and consultancies N 665 70 7735,
TOT?LV - 3500 1800

5300

<7
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Financial Plan

Table 2
: Projected Annual Expenditures of the Project*
' ($000)
ACTIVITIES FY 83 FY 84 FY 85%% TOTAL
1. Managpment Training:
35 pa?ticipants/year , :
AD | 200 200 100 500
GOI loan‘fund 433 433 . 433 1,300
GOI direct costs 33 33 34 100
2. Fqcilltating new enterprisércreation:
AID 666 667 667 2,000
GOI 60 60 60 180
3. Special Studies : sL) :
Consulting Service 7
AID 160 420 420 1,000 | :37
GOI 66 66 67 200
 TOTAL
AID 1,026 1,287 1,187 3,500
GOI 633 653 644

* All -ATD Funds to be obligated in FY82.

The GOI funds will be budgeted over three years. '

k% Assuming the loan agreement is signed August 1982 with a PACD of September 1986.
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Part V.
- Implementation Plan

A.. Institutional Arrangement

;l. The Interministerial Committee ,

" The project will be implemented under the guidance of an -
.interministerial steering committee. The Director General of
_ Domestic Monetary Affairs will chair the Committee and make’

periodic reports to the Vice Chairman of BAPPENAS and USAID as
to progress and problems. Other members of the Committee will
include the Deputy Chairman of the BKPM, the Special Assistant
‘to the Minister of Agriculture, the Director General of
Miscellaneous Industry, and the Special Assistant to the’
Minister of Research and Technology. Representatives of the’
U.S. and Indonesian Chamber oif Commerce will provide advice to
this committee on a daily basis. The project will be . '
administrated on a daily basis by the Director of Financial
Institutions of the Ministry of Finance and the Deputy Chairman
of the BKPM. . ‘

2. The Role of the Ministry of Finance

The Ministry of Finance will administer two components of the
project; (a) The Advance and Middle-Management Training and (b)
the. Special Studies and Consultants services.‘

_ For the Advanced and Middle—Management Training component, the
" Director of Financial Institution, MOF will have. the '
responsibility for the final approval of the Indonesian:
"participants. A committee composed of executives from ‘
Indonesian and U.S. business organizations will identify, screen
and' propose the candidates. The administrative arrangements,
including the identification of appropriate programs,
universities, testing and placing of the participants will. be
handled by a USAID contract with an appropriate U S. entity. -

The approval authority for the. Special Studies and Consulting
- Services component of the project will also be the
responsibility of the Director of Financial Institutionms, MOF.nH
Any member of the interministerial project steering committee

“can’ propose ‘that an appropriate study be conducted or" request e et

consulting services that are in accordance with the project
purpose. For example, the Director General of Miscellaneous
" Industry may request two or three consultants to help local

umustrierincrease—their—capabﬂ:ity-to—tmdertane the

manufacturing of components for automobiles, TV's or

N ‘motorbikes. After the approval is received the GOI Department"'
concerned will have the" responsibility for execution of that
particular study or consultancy. SRR
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3. BKPM's Special Role

Because of its key role in guiding investment in Indonesia,
the BKPM is a major actor in the private sector project.  BKPM

. bears the responsibility for promoting private sector
- enterprise, both local and foreign. BKPM functions under the

guidance of BAPPENAS the state planning agency, and has eight
major duties:

- to prepare investment policies and plans;

—‘to.formulate investment priorities and to communicate
"~ them. to‘investors; ‘

- to develop promotion programs needed to attract required

investment;

- to formulate the range of incentives and. facilities
needed to attract the required investment,

- to review investment applications - to ensure- they meet
all requirements and to assess their feasibility;

- to grant incentives‘and facilities;\,(;"
- to issue permits ‘and licenceS‘

- to supervise and contrOi the implementation of projects,
‘including the handling of amendments to projects;

of critical importance to foreign and local investor alike is

'BKPM's responsibility to issue annually an Investment Priority .
‘List ‘(Daftar Skala Prioritas, DSP), which ranks individual
" industries by priority, specifying those to be most encouraged

and to receive a full range of ‘incentives, those to receive a

lesser range of incentives, those to receive no incentives, and
" those closed to foreign private sector investment altogether.

This list is available in both Indonesian and English and is
- meant to serve as a guide to 1link private sector activity to

Indonesia ] development objectives- E

Because of BKPM 's vital role in spurring economic growth ‘the

"7GO0ILs "seeking means to” strengthen it's capacitys  The  GOI and -
BKPM recently have focused particularly on technical assistance

- 1in the preparation of project’ profiles. ‘These .project profiles
vprovide potential investors with background to the DSP. 'They -

serve*as-an*:n:trai“gutde*to~a~potentiai—investof»Who—h&ﬂ——‘

expressed interest in a specific activity on the DSP.

Concurrently, they provide stimulus to an investor with ‘eapital, e
. who is interestod in Indonesia, but who has no specific project
~.in mind.

/.

—~
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.BKPM's responsibilities make it an integral part of the
.private sector project. . It is woven into the prOJect s several
component parts. BKPM personnel will receive special training.

See page 22 above.

Three facilitating institutions in Indonesia selected to
assist U.S. investors and identify Indonesian entrepreneurs and
projects will be principally responsible to BKPM, although as
facilitators they will continue to operate from their regular

- offices. BKPM will be a principal source of referral for the
potential investors, local and foreign.»

At this stage, one important and experimental aspect of and
rationale for, the private sector project is the pragmatic
marketing by BKPM of investment opportunities in Indonesia. In
concrete terms, local and foreign investors must be made aware
.of BKPM's project profiles as they become available. For ‘
certain investors project profiles will require explanation and
clarification. For investors who are about to. commit resources,
the project profiles will require tailoring to particular ‘
circumstances.  Further, and in most instances, custom tailoring

- will be required to match the potential entrepreneur and his
range of skills to a particular project. The very high failure
rate of new ventures worldwide, stems from an insufficient
appreciation of the total spectrum of a profitable enterprise.
For example, a highly skilled engineer with a well-designed
product for which there is a demand may pay insufficient heed to
~ distribution .channels or working capital. It is a well-known
" ‘business story that business often become a victim of its own
success. The facilitating institutions funded under the project
will help avoid this possibility by serving as a natural
extension to the BKPM, complementing its work with more detailed
studies of investment possibilities.:

. From the perspective of the foreign investor this is equally

the case. BKPM, no more than the Foreign Commercial Service of

the U.S., cannot serve as a permanent "handholder” to a
potential U.S. investor. BKPM will, of course, remain, the
“major point of contact both initially and at the time' the
project is approved. In the interim, during the decision-making
'stage and project-formulation stage, the U.S. investor needs:
~as~istance that. falls outside both the scope of BKPM and U.S.
- government sources. It 1is this gap which" the" facilitating T
.consultants are expected to address. ‘

“'Thus, this project attempts to extendvthe‘strength‘and

‘eapaeity~o£-the%BKPMvw4{t~&lso»attempt&—té»optimize-the~

technical assistance of other donors--particularly in the

"distribution ‘and” tailoring of” project profiles.’

" The flow of the project should be. viewed from two perspectives.
. For example, ‘the Indonesian businessman notices ball bearings are on
the BKPM priority list. He contacts one of -the facilitating firms
which assists him free of charge in preparing a project profile.
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He then feels confident in the firms investment promotion services .
and places it on retainer. . Together, they visit a local venture
‘capital firm with a draft proposal for preliminary discussions.
Tentative approval is given, subject to locating a joint-venture
partner. The consultant will assist in the search for a possible
U.S. partner. The possible U.S. partner will review the project and
visit Indonesia at his own expense. Together they meet with the
venture capital firm which provides equity to the Indonesia
entrepreneur. Together with the U.S. firm, probably using the

facilitating consultant, the joint venture goes through the : .
Indonesian approval process. ‘ '

Looking at the project from a different perspective, an American
investor expresses interest in setting up a joint venture in Aceh to
manufacture agricultural equipment--currently imported from
Singapore-—~for sale to Acehnese farmers. The Minister of .
Administrative Reform, travelling on a trade mission to the United
States, will distribute BKPM project profiles as prepared by the ‘
consultant and is able to interest a U.S. manufacturer of
agricultural equipment to come to Indonesia. Or an agricultural
equipment manufacturer may arrive in Jakarta on his own to explore
~ the market with the U.S. Embassy Commercial Section or AmCham . 1In

either case, the manufacturer is referred to the facilitating firms,
one of which provides the company with a profile of the agricultural
equipment market, suggests potential joint-venture partners in Aceh
and explains the procedures necessary to establish a joint-venture
-operation. The potential partner may be a state enterprise as well
as a private company. AID would finance this introduction to the
market in Indonesia; the company would have to make a decision on*
its own, following the introduction, as to whether it wished to
" ‘pursue the venture.

- AID will provide up to $225 000 per year per consulting firm.
The GOI will also provide assistance in kind. The costs will cover
introductory services for U.S. companies and project profiles for
Indcnesian entrepreneurs, and will provide some funds for travel by
firm representatives to the United States to follow up on possible
investors.

The GOI and AID will review the performance of the consulting
firms at the end of one year and evaluate their activities, looking ‘ .
specifically at the number of U.S. companies assisted, the number of"
projects submitted by Indonesian entrepreneurs, the number of
projects screened, packaged, and promoted, and, most importantly,
the status of any projects developed through the facilitation
‘excercise.

umwm~In¢itszequests—Eo.*P:oposals QRFPS} :o‘p:ospoctiuarcogsultiag~w—wmw~hw‘mwm«~ -----
firms for the project, BKPM and AID would specify the project's

~objectives and outline the- basiC'responsibilities it expects the o
facilitating firms to assume. It would leave to the individual

firms the explanation as to how they plan to carry out those

‘ responsibilities in a fashion that will fulfill the. project's
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objectives. Thus, the RFP will explain that the facilitating firm
is to (a) work with BKPM in the preparation of project profiles (b)
‘to identify Indonesian entrepreneurs and assist them prepare project
profiles, (c) to facilitate entry for U.S. companies interested in
investing in Indonesia and (d) to facilitate a link between the

two. It will be left to the facilitating firm to outline how it
proposes to solicit projects from Indonesians, the screening process
it will establish, the follow-up capabilities it has in the United
States, the knowledge, experience and expertise it has in Indonesia
which will allow it to facilitate introductions for American
investors. It is possible that in selecting three separate firms to
serve as facilitators, the project will also be testing three
different approaches to performing the same function.

Criteria: The review of the facilitating firms after the first
year must evaluate their performance in the terms of the scope of
work, but, above all, must evaluate the impact of the project
itself. The private sector project is an exploratory effort to
develop an approach toward assisting private sector development.

 The firms should be able to uncover a number of solid investment

opportunities by the end of the first year of the project. If they
have not, AID must be able and willing to make necessary changes in
the consultants contracts including termination. It may also
develop, for example, that the principal constraint on U.S.
investment is not a lack of U.S. company understanding of business‘
procedures or opportunities in Indonesia, but rather an inability of
U.S. companies to react quickly to opportunities that are
identified. In such a case, AID might wish to reorient the project
to focus on linking Indonesian entrepreneurs with indigeneous
sources of capital or on develop methods to improve. the
response~-time from U.S. companies.

In arriving at a decision to employ three firms to assist U.S.
companies in the early stages of their review of investment ,
opportunities in Indonesia and to help identify local opportunities
and entrepreneurs, AID considered alternative approaches to project
identification and linkages between American investors and
Indonesian entrepreneurs. Ultimately, it rejected the idea that AID
should help finance individual feasibility studies. There is
insufficient evidence that a lack of feasibility studies or
inability or unwillingness of American investors to conduct
feasibility studies on their own 1s an overriding constraint on
American investment in Indonesia. Finally, AID was concerned that
it would be difficult to assure adequate competition in the process
of selecting companies for participation in definitional missions or
for feasibility studies. Feasibility studies, once projects have
been identified, may be handled‘by TDP and OPIC.

AID considered suggesting the use  of a single facilitating firm to

’”f*perform the introductory services and to screen entrepreneurial

‘ideas, but decided that by using three firms, it could create a
competitive situation likely to increase the performance of
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individual firms. The project offers natural incentives to
participating firms. Each referral of an American company for .
initial assistance is a potential long-term client, each project: idea
presented to a firm from the Indonesia side is a potential invesment
opportunity which may be attractive to a new client. AID assumes
that a number of the proposals submitted by entrepreneurs for
consideration may be unrealistic, but expects that the facilitating
firms will be able to select several during the course of the year
which have solid investment potential and can assist the
entrepreneurs in packaging their ideas. At a minimum, entrepreneurs
will be assisted with advice on how to structure their ideas in a
business—~like fashion. . If successful, the project will facilitate

joint-venture possibilities between U.S. investors and Indonesian
entrepreneurs as well. ‘

Criteria for selection of facilitating institutions: The

‘normal evaluation criteria prescribed by USAID should be applied by

BKPM in the selection of consultants. USAID regulations should be

followed in terms of payments and reimbursements.

More specifically, the overiding factor in the selection procedure
should be a clearly demonstrated knowledge of the Indonesian
economic environment, particularly the rural econony,

~inter-governmental linkages, realistic gestation periods within the

economy, typica . constraints and bottle-necks. Further, it will be .
critical that the facilitator be able to demonstrate a proven
knowledge of the workings of the GOI regulatory and administrative
system, and that he provide a sound basis for judging that he has

the ability to work within the system to facilitate investments. and
to screen approved investment opportunities which have an economic
returne.

The facilitators will need to be able .to judge accurately potential
investments in Indonesian ventures and the ability and needs of

- Indonesian entrepreneurs. Unless an entrepreneur has a proven track

record, such judgments will be largely . subjective and should be
‘recognized as such. It is for this reason that a ceiling has been -

‘placed on the subsidized facilitating services both to Indonesian

and U.S. entrepreneurs.. Nevertheless, especially in a private’
sector oriented project the facilitators should be aware that a
determinant of contract extensions will depend upon performance,
which will be judged by BKPM with USAID assistance principally on .
‘the grounds of clients handled, projects compatible with the GOI
development objectives,; clients deciding to pay for further work by
the facilitators, and projects brought to fruition.

The facilitators' intimate knowledge of the Indonesian economic

--s¢ene-must-be-conplemented-by-a-demenstrated-knowledge-of-the-U ,s.mwmw«emm~e~e

economy, macro and micro, and ability to generate viable

“"joint-venture partners for local consideration.  The" facilitator'm””m”t”**"m T

will have the opportunity to "plug into" existing data bases in the

~U.S. and Indonesia, but he should also be'able‘to demonstrate a
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knowledge of what‘ ‘data bases” exist, how he would use them,‘che
contacts he has in the United States and the formal and informal
associations he has there.

The facilitator should also present a "marketing plan” of his
services in Indonesia and in the U.S. For instance, how would he,
employ U.S. trade associations? ‘How will he market his services to
"rural Indonesia? ‘

The facilitator should also demonstrate an ability to work with U.S..
entrepreneurs and corporate representatives. ' Identical screening .
criteria must be applied to potential U.S. investors. In this
context the facilitator should show how he would generate Indonesian .
joint-venture options and partners for U.S. investor consideration.

The facilitators should also show a demonstrated knowledge of the
Indonesian financial community and regulations. Rapid change is
occurring, and the facilitators should be able to 1vail their
clients of this change and development .

Criteria for selection of activities by facilitating
institutions:. The prime criteria for selection of activities
by the facilitating institutions emerge from the development
objectives of the Government of Indonesia.

To quote from the Third Plan (Repelita - III 1979/1980—1983/1984),
‘the objectives are:

"1. to‘enhance‘the standard of living, intelligence and more
even and just distribution of welfare for all people;

2. to lay a strong foundation for the succeeding development
stages. ,

"On the basis of the above principles and strongly adhering to.
the guidance given, in the Third Plan, development will be
continued based on’ the following aims of the Development
Trilogy ‘

"l. A more even spreading of development and its results that
will lead to the creation of social welfare for the entire
people' o

“2.‘ A'énffieiently'high economic gfowthj‘

3. A sound and dYnamicvnational stability.”

In screening activities from a micro-economic perspective, the

_.facilitating institutions .should keep-in mind-the principles stated—

in the Third Plan:

"l. " The even—distribution of the supply of basic. needs for the
people especially food, clothing and housing;
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2. The even—distribution of educational opportunities and
health services;

3. The even—distribution of income sharing;
4. ‘The even-distribution of employment opportunities;
5. The even-distribution of business opportunities;

6. The even—distribution of participation in development, in’
particular for the younger generation and women;

7. The even-distribution of the development to be spread all
~over Indonesia; ‘ ‘

8. The even—distribution of the opportunity to obtain
justice.

As a guide to investment opportunities emerging from these
principles, the facilitators should begin with the BKPM priority
list. The facilitators should cousider favorably as well

" expressions of interest in the service, construction, agriculture
and other fields which conform to the above principles.

From a micro-project perspective the facilitators should take'
the following factors into considerations:

1. The project if successful would make a significant
contribution to the GOI's development effort. Projects should
© increase employment opportunities and incomes. They should not
'be labor displacing. Projects which generate significant
employment in relation to resources invested, especially outside
Jakarta should be given priority. -

2. v ther micro criteria should include

~ a. _The project whould assist private»firms,"Indonesiankand_ -
U.8. ‘ ‘ ' B R

b Capital cost per job directly created should be in the
$5,000 to $2s, ooo range and no more than $60,000 in 1981
prices.’ L :

e+ " To the extent identifyable, numbers and costs of jobs
indirectly created, through linkages, should ‘be given weight.

d. Judgement should also be made as to the proportion of

xergy*costs~inmoperetin5.

Finally;"the”consulting’firm‘shouldWlook”for“such other ™
factors that would argue for BKPM—AID support for the proposed
activity. ‘ s
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3. Investment proposals should indicate the proposed source of

- follow-on financing plus the probability and conditions which
must be met in order to secure this financing. The likelihood"
of the commitment should be studied in detail.. ‘

4. The estimated lead time required for design and
implementation of a project should be a factor. in ranking
proposals. Lead times beyond three to five years should: be
seriously questioned.

For U.S. joint-ventures the facilitators should consider:

1. The experience of the U.S. firm operating in developing
'environments overseas or the demonstration of a strong potential
to move the project successfully in Indonesia should be a ma jor

- factor in the ranking.

Co2. The project‘should not produce a commodity for export which -
is likely to be in surplus on the world market or will cause
"substantial injury to U.S. producers or loss of U.S. jobs.

In selecting prOJects, the facilitator should be aware that his |
judgement in screening project applications and his success ‘ratio in
- terms of "deals closed” will be carefully monitored and evaluated;

follow-on work for the facilitator by the BKPM will depend on his

performance.

B. The Implementation Plan and Schedule

The implementation Plan is itemized in the following section and is
consistent with the components and agencies laid out in the section '
on institutional framework. : S o

‘Essentially, after AID Washington approves the project which is
estimated to be August 1, 1982 (authorization) the project agreement
_covering the grant/loan elements should be signed in Indonesia on-
August 30, 1982, since the Washington document will: represent ‘an
agreed—upon U, S AID-GOI position.

Request for Proposals (RFP's) for the two major consulting contracts
will be prepared and advertised as soon as Conditions Precedent to

’ Dispursement of the AID Funds are met which is estimated to be
December 1, 1982 (the technical assistance for facilitating joint =
~ venture cooperation and the management training assistance =
contracts. These contracts will be awarded in April 1983.

‘Implementation Schedule

1. 'ptojecc Authorized by AID/W L i : August1,1982 T

2. Project Agreement signed with GOI o - August‘ - 30, 1982

3. Conditions precedent met.“ ‘ EER ' December 1, 1982°
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10.
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12.

13
14.
15.
16.
17.
 18f

19.
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RFP's issued for facilitating firms
RFP's issued for an ‘assistance

institution to handle the management
training prograp :

roject Implementation Letter and Request
for DRA drawn up for special studies and

consulting services

‘Proposals received from facilitating
firms ‘

Proposals received for assistance
institution to handle management
training

Contractors Selected for BKPM .-
and MOF

Contracts with‘facilitating‘firms signed

-Contractors begin work

End of first special studies.
Review of venture capital,
poSsibilities ,

First review of facilitating firms
performance :

First Group of management trainees
tested '

Business committee and GOI selects first‘
trainees

First trainees to the United States

'End of first year of facilitating
firms. Review of performance‘

Final review of project
‘Project activity completion‘date'f

Conditions and Covenants

December

December

- December .

March

March

March

June

June

September -

July

August

September

‘June
. June .

E September '

1, 1982

1, 1982

1, 1982

1, 1983

1, 1983

21,1983

1, 1983

1, 1983

30, 1983

1, 1983

15, 1983

'l, 1983

1, 1983

1, 1984
1986

- 1986

,mlgi Initial Disbursement'h

Prior to initial disbursement under the Grant or Loan AID will

require the following:



- 43 -
‘(a) The legal opinion of the GOI Minister of Justice.

(b) A statement of the names of the people authorized to
represent the GOI and a specimen signature of each.

{(c) Evidence that the GOI will budget sufficient local
‘ currency to support the pro ject.

(d) Agreed upon activity selection criteria.

'(e) Evidence that the Supervisory Steering Committee has been
created and has met to discuss the project.

2. Disbursement for Technical Services

. Prior to disbursement for technical services, the GOI shali,
except as AID may otherwise agree in writing, furnish in form and
substance satisfactory to AID:

. = An executed contract with a technical‘services‘contractor
acceptable to AID.

3. Disbursement for management Training .
Prior to disbursement for mangement training, the GOI shall,
except as AID may otherwise agree in writing, furnish in form and .
‘ substance satisfactory to AID:

- Establishment of a loan‘fund and a selection committee.

Special Convenants
Project Evaluatiion

The Parties agree to establish an evaluation program as part
of the Project. Except as the Parties otherwise agree in o
writing, the program will include, during the implementation of
- the. project and at one or more poins thereafter: : :

(a) Evaluation of progress’ toward attainment of the objectives ‘
of the Project- ‘ : ‘

(b) Identification and‘e#aluation of problem areas or
- constraints which may inhibit such attainment;

() Assessment of how such information may‘be used toihelp »
overcome such problems; C

.

{d)— ueveiopmenr. impact-o

"ifoLQEvaluation Plan

The project is of a reasonably short duration. The most
) critical measure of success, in the short run, is the number of '
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‘project elements successfully completed and the number of

downstream, investments and/or increased trade which result. ' The
responsiveness of the GOI in providing inputs is also a critical
measure both in terms of priority assigned to the activity and
ability of the progect to be responsive.

Quarterly contractor reports and reconnaissance visits reports
will be the prime means of monitoring the progress of the project.
At the PACD a special evaluation team will organized, consisting of
representative of the JWG, the U.S. Private sector, and a high level
MOF, BKPM official. This team will evaluate the project against the
targets set forth in the logical framework (Annex A).

‘Recommendations involving from this evaluation (which should take

between 2 - 3 weeks) will provide guidelines regarding future such
activity. The evaluation will be made available to other donors for
their examination. - Any future U.S. inputs to a‘follow—oneproject
vill depend on the end of project findings of the evaluation.
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PROJECT DESIGHN SUMMARY

LOGICAL FRAMEWORK
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Aanex A
Page 1 of 4

Life of project:

From FY 1982 to FY 1986

Total U.5. Funding:-

" .§0.5 millfon grant
§3.0 willton loan

Date prepared: June, 1982

NARRATIVE SUMMARY

OBJECTIVELY VERIFIABLE INDICATORS

HEANS -OF
VERIFICATION

INPORTANT ASSUMPTIONS

G o A 1 3

Increased emplpyuent opportunities,
- income generaqlon and access to

resources for /Indonesians ln the

private sectov

Obj. Verif. Indicators:

1. An increase in number of us-
Indoneslan Joint ventutea.

2. Increased employnent
opportunities for Indonesians
in U.S. - Indoneslan joint
ventures. . ’

Conditions that will indicate that
the propose has been achleved:
End of project status.

1. Indonesia uill have a group of
~ entrepreneurs snd mid-career and

senfor executives ia the private
sector who have received business
training in the United States and have
a good understundlng of U.S. business.

2 That a number of lnvest-ent oppor-
tunities and Indonesian entrepreneurs
have been identiflied and assisted in
describing and packaglng theirc
proposala U

Heans of Verif.:

1. Bank Indonesia
Statistics.

2.Indonesis's
Investment
Coordinating
Board Statistics.

3. Bureau of
Central Statistics.

4. End of project
evaluation.

Heans of
Verification:

1. End of project
evaluation.

2. Contractors
final reports.

L ]
n
. i
-~ ‘
-~ I
Purpose:’
L] g ;
: To test methods of strengthening
[y ] the Indonesfan private sector
through trainfng and links to the
: . U.S. private gector, and to
~n provide -infortation to Indoneslian
declsfon-makers about opportunities
’ to develop thq Indonesian private
" gector | :
~ i
i
~
..
L. 2
" |
~.-~-——§w"—>~-- R 4-;;—“—7.‘-—'—-, o v

Assumptions for achieving goal:

1. Potentially profitable trade and
investment opportunltlea exist in
lndoneaia-

2. The trade and investment
environment in Indonesfa is

conducive to U.S. private

gector involvement and will .
faprove. '

3. Procedures and
bureaucratic processes
will improve and decision
making will be delegated
to more efficient levels.

4. Conditions of polittcal
stability will continue
for the foreseeable future.

Aasuhpt(ons for achleving

' the purpose:

-

b

G |
. -~ '
@ 0 00 0 0 o n

@

1. A desire to invest in Indonesia exists

within the US private sector.

2, U.S. Investment capital and technology

is desired by Indonesia and can be

.{.

attracted and transferred .through training

and the preparation of project profiles
and introductory assistance programs.

]

3. USAID assistance to the Indonesian and-
U.S. private sectors will make a differ-

ence and can constructively help new firms
get established.
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~ Annex A
page 2 of 4

NARRATIVE

SUNMARY

OBJECTIVELY V)ERIFIABLB INDICATORS ’ MZANSVOF
: ! - ) VERIFICATION

IMPORTANT ASSUMPTIONS

3. That Amecrican businessmen have been
informed of investment and other
opportunities in Indonesia and those
who have coae to Indonesia to
investigate. them have been assisted in

- getting established in Indaneaia.

4. That a number of joint U.S.-Indo-
nes{an ventures have been initlated.

5. That existing U.S. services to

. promote trade and investuwent have been

complemented and used more effectively

6. That investment opportunities and
technical assiatance needs in areas

. recelving large scale investment have

been ldentified and that the potential
for maximlzing the developmental
benefits of such investment have been
more clearly defined.

7. That the GOl has additfonal
tnformation on the constralats and
potential within its capital market,
and. that it has specific evidence of

the impact of wider mortgage, factorisg,
credit and futures markets on private
gector development. -

8. That the potential for venture

_ capital investment in enterprises with

a development impact 1is more clearly
defined.

9. That SKPH data bage on investment

" opportunities and potential iuvestors

and its ability to do feasibilicy

" studles and project profiles are
-'strengthened and that @ quantity of
- new Information 1s available for use

by both Indonesian and American business.

4. US technology is desired by Indonesia
and can be adapted and transferred through
demonatrations, tests etc. ©
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e a o

Y
7

.0

o

e C

‘@




t ¢
* Aunex A

Page 3 of 4

’ ‘NARRATIVE $UMMARY . OBJECTIVELY VERIFIABLE INDICATORS " HEANS OF IMPORTANT ASSUMPTIONS
P : P : VERIFICAT[ON ) .
* . i R ) R N B -
}' o : Outgutiz ‘Magnitude of Outputs: Heans of Verif.: Assumptions for achievinz outputst
_‘?Z C l A key group of Indoneslan” 1. The sending unﬂuslly of up to 1. The existence’ 1. The training of- Indonesisﬁ business
i Entrepreneutrs and private sector 35 mid-career and senior-level of reconnatasance people in V.5.° Business Schools will

- . executives who|have studied at

B . U.s. bualneaa

uchools.

. . 2. The BKPH will have a beEte;

Vi . tralned staff

for preparing

project profiles and work-
.. lng with foreipn investors to
- promote investpent in Indonesia.

" 3. Indoneslan

L o - ed {a packaginj their projects and
S ; -locating U.5S. partnecs.
. © . &, U.S. businejismen who can contri-

bute to Indonepia’s development-
‘receive 'hand-\oldlug‘ -

'Nf . _- . asslstance.

i

5. Speclal studies and con>

eI A 7 sulting: aervicns which lead -
: to purpose achilevement. See
4-8 under Hagnitude of Cutputs. o

-

'y

pntrepreneurs assist-.

144

- Indonesian executives to the

United States for business -
trainlng.

2. 150 profiles of investment

opportunities in Indonesia, -
identified from proposals submit-
ted by Indonesian entrepreneurs.

3. 150 introductory prograus for
American companies interested in

,lnvestlng in Indonesia.-

4. Studies of credit equity,
training and: investment needs and
opportunities in Aceh and in areas
likely to receive large scale for-

- .elgn fnveatment in the near future.

'5. A ‘study of venture capital in-

Indonesia and the possibility

. of eatablishing an Equity

Development ‘Fund. (AID/PRE)

6. A atudy of capltal narket

developsent in Indonesfa, Focus-.
*ing on the problems of an
Indonesian privately held firo
golng public as well as on

"nortgage lending, factoring and

futu:e market developmen:- (AID/PRE)

7. Sutveys teaults on problems

rfaclng U.S. investors- -

T 8' A.forelgn investment pollcy tourv
“of nthet countrlea. ’

9«-30 project proflles prepared'

" for the BKPH.

reportas, and
investaent
applications.

2. USAID/GOI
. verification that

completed work
(Studies and
services) fufilled
final payment
tequlrementa.

3. On site ;napec-

E tions.

4, Evaisations.

"S. Training reports

of returned. pattlc—
pauts.

strengthen the Indonesian private sector

_.and promote increased commercial llnkngeu

between the U.S. and lndanesla-

2. U.S5. firms will be willing to visit
Indonesia to explore and review the pro-
Ject profiles prepared under the project.

- 3. The USG can cﬁordinnterltu devel-
. opmental/commercial prograws in a

manner tht will assist the lndonealan

-and U.S. private ‘sectors.,

2

P i@ Q@ «@ - @

¢ & @ ®

]




: PR |
|
R
1 R
i . Je o "7 Annex A
b Page 4 of 4
- N .
) S .7 i NARRACIVE SUMMARY - ; "; OBJECTIVELY VERIFIABLE INDICATORS o MEANS OF . 7 IHPORTAL T ASSUHPTLONS
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Ioputs: - R . -1mplementation Target ) Heans of Verif.: Assumptiona for provldlng
’»‘ B 1 AR o ol (Type and Quantity): . . - lnguts: .
: o . X.|Managesent Training: © ... See budget table in the. - Budget submissions . 1. COI-and AID can make budget
R ’ - 4‘60.5 million grant to the . "financial anslysis of the Project . financial reports, © provision to support the project |
T A . ;an.'—ot Fin. to uork with KADIN © . Paper for a detailed breakdown of - contracts, in a timely fashion.
S e 'to‘estaallah a program fur mid~ . . -inputs. by quantlty, cost, and source : contractor reports,
D . ,cnreer and advanced management - 'of flnanclng. ) ) : 2tc. 7 ) :
l N . tra!nin; at U.S. buslneu schools , t . : : 2. Adequate consultant capability
Vo SR . ; o ' : ) ' is available for technical assistance
e T T - The MDF will es:abllsh a $1.5 :
e N s nl!llon loan fund to finance up :
B T . [to 75X pf the totul costs of - : [
L . - sending| the students to the U. 5. :
L B - 'l’he GOI} direct adaministrative
. Co costs afe estimated to be $100,000
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R Services: .. - I
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9 of: Finance to conduct special -
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Listed below are statutory
criteria applicable generally to

prOJects under the FAA and project

criteria applicable to individual
funding sources: Development
Assistance (with a subcategory for
criteria applicable only to

. loans), and Economic Support Funds.

A. GENERAL CRITERIA FOR PROJECT

1.

FY 1982 Apprdgpiation
Act; Sec. 523; FAA Sec.
634A; Sec. 653 (b). ‘

(a) Describe how
horLZLng and

‘aaproprkatlons ‘Committees -

ot Senate and House have

~been or will be notified -
,concernlng the project;

(b) is assistance within
(Operational Year Budget)
country or international
organization allocation

‘reported to Congress (or

not more than $1 million
over that amount)’ ‘

FAA Sec. 611(a)(1)

Prior to obligation in
excess of $100,000, will
there be (a) engineering,

‘financial other plans ‘
necessary .to carry out
the assistance and (b) a

reasonably firm estimate

“of the cost to the U.8.: - -

of the assistance?

" FAA Sec. 611(a)(2).

further legislative

“action is required w1th1n :
. recipient _country, what -
'is basis for reasonable'

expectation that such

" ‘action will be completed o
in time to permit orderly -~ -

L

Proj. 497-0329
Private Sector Development
Exploracory Project

~ ANNEX B, P. 1

A CongreSSLOnal Notification will
be prepared by AID/W ASIA/DP

before obligation of funds.

“Yes.-»

No further legislative action‘is"

requlred

;of the .assistance? .

FAA Sec. 611(b) FY. 1982
* Continuing Resolution :

.-accomplishment of purpose_ o

Sec. SUl. Ir Ior water

jor water-related land
 resource A

NoA'a‘ .



construction, has project

met the standards and
criteria as set forth in
the Principles and
Standards for Flanning

Water and Related Land
‘Resources, dated Gctober

/5 19737

FAA Sec. 611(e) I1f
project is capital
assitance (e.g.
constructlon), and all
U.S. assistance for it

" will exceed $1 million,

has Mission Director
certified and Regional
Assistant Administrator

"taken into consideration

the country's capability
effectively to maintain

~and utilize the project?

FAA Sec. 209. Is project

susceptible of execution
as part of regional or
multilateral project? If
so why i1s project not so

‘executed? Information

end conclusion whether

“assistance will encourage

regional development
programs.

' FAA Sec. 601(a).

Information and .
conclusions whether
project will encourage

- efforts of the country
to: .(a) increase the flow
of international trade;

(b) foster private

~initiative and

comvetltion, and (c)

" enecourage development- and

use of cooperatives, and
credit unions, and

'Sav1ngs and loan

AAvav s B '

D

N/A

No

- The loan shall dlrectly encourage

(a), (®), (C),_(d), and (e)

—associationss (d}
discourage monopolistic
practices; (e) improve

technical efficiency of:

~industry, agriculture and:f

commerce; and (f)

. strengthen free labor
- unions.




10.

11.

12.

FEA Sec. 60L(L).
Information and conclusions
on how ptniect will
encourage U.S. private
trade and investment abroad
antl ancourage private U.S. -
participation in foceign
assistance programs :
(including use of prlvate
trade channels and the
services of U.S. private
enterprise.). -

FAA Sec. £12(h) ,‘u’é(b).

FY 1982 Appropriation Act

‘Sec 507. Describe steps

talen to assure that, to-
the maximum extent
possible, the country is

‘contrlbutlng local

currencies to meet the cost
of contracctuval and other

~services, and foreign

currencies owned by the
U.S. are utilized in lieu
of dollars.

"FAA Sec. 612(d). Does the

U.S. own excess foreign
currency of the country
and, if so, what
arrangements have been made
for its release'

FAA Sec. 601(e).\ Will the

‘project utilize competitive

selection procedures for

-the awarding of contracts,

except where applicable
procurement rules allow

,otherw1se7

" FY 1982 Appropriatlon Act
Sec 521. Ii assistance is

for the production of any
conmodity for export,
the commodity likely to be

in surplus on world markets

}E;‘ o : 'ANNEX B 3

'The purpose of this project dllectly
addresses the concerns of Sectlon

601 (h).

Normal project disbursement

procedures assure this.-

No

Yes

" No - Sub-prOJect selection crlteria
'spec1f1ca11y preclude thls.'

at the time the resuliring

__productive capacity becomes.

operative, and is such

-assistance- llkely to cause

substantial injury to U S.

producers of the same,
similar or competlng

' commodity



b onennl i

14.

FaA 118(c) and (d).Does the

project taxke 1nto account
the impact on the
env1ronment and natural
esources? If the project
or program will
significantly affect the
global commons or the U.S.

~environment, has an

environmental impact
statement been prepared?
If the project or program
will significantly affect
the environment of a
foreign country, has an
environmental assessment
been prepared? Does the
project or program take
into consideration the
problem of the destruction
of tropical forests7

FAA 121(4). If a Sahel
project, has a

“determinatlon been made
.that the host government

has an adequate system for
accounting for and
controlllng receipt and
expenditure of project
funds (dollars or local
currency generated
therefrom) ?

'B. FUNDING CRITERIA FOR PROJECT

1.

Development Assistance
- Project Criteria ‘

‘a. FAA Sec. 102(b), 111,
113, 281 (a). Extent to

e -

which activity will (a)
effectively involve the
poor in development, by =

-extending access to economy
at local level, increasing

1abor-1nten51ve production

52

Yes. The initial Environmental
Examination made a negatlve
determlnatlon-

N.‘A.

This project is deSigned to focus on

[N

development of private enterprise
and stimulate U.S. foreign :
investments in order to stimulate
employment generation. ,

.and_the use of appropriate
,technology, spreading
~investment-out-from-cities . -

to small towns and rural
areas, and insuring wide
participation of the poor
1n the geneflts of
development on a sustained



basis, ublng the
approprlate u.S.
institutions; (b) help
develop cooperatives,
especially by technical

~assistance, to assist rural

and urban p001 to help
themselves toward bhetter
life, and otherwvise ‘
encourage democratic
private and locsal ‘
governmental institutions;
(c) support the self-help
efforts of developing

countries; (d) promote the

participation of women in
the national economies of
developlng countries and
the improvement of women's

status; and (e) utilize and
encourage ‘regional
cooparation by developlng
countries?

b. FAA Sec. 103, 1034,104,
105, T06. Does the project
fit the criteria for the
type of funds (functional
account) belng used’

- ¢. FAA Sec. 107 Is
emphaSLS on use of -
‘appropriate technology

‘v/(relatlvely smaller,

" _cost-saving, labor-using
technologies that are

. .generally most appropriate
" 'for the small farms, small

- buSLnesses, and small "
‘incomes of the poor)7

4. FAA Sec. 110(a). Will
the recipilent country

*“prov1de “at -laast 259" of" the:ﬁﬂphw_L&mm»Wmemgm;“hﬂM“wwpwwm_“;MHQ;QML;Q

"~ costs of the program, - .
_project, or activity with
respect to which the

S ey

Yes

Yés

Yes

BRASAY

s

Annex B 5

.aSbLdeULe‘La to—oe

furnished (or is the latter‘f

cost-sharing requirement
" being waived for a :
"relatively least’
developed” country)’




e. FA&A Sec. 110(b). Will
grant capital assistance be
disbursed for project over
more than 3 years? 1If so,
has justification
satisfactory to Congress
been macde, and efforts for
other financing, or is the
rec1p1ent country
"relatively 1east
developed'? ‘

f. FAA Sec. 12Z2(b). Does
the activity give
reasonable promise of
contributing to the
~developnment of economic
resourcés, or to the
increase of productlve
capacities and

self- sustalnlng economic
growth? ,

g. FAA Sec. 281 (b).
Describe extent to which
program recognizes the
particular needs,‘desires,
and capacities of the
people of the country,
utilizes the country's
intellectual resources to

~encourage institutional
development; and supports
eivil educatlon and -
training in skills requlred

for effective participation

in governmental processes
~essential to ' ‘
self-government.

2. Development Assistance
"Project Crlterla (Loans

Onlz) o ,
a. FaA Sec.' 122(b).

" Information -and capacity of

the country to repay the
‘loan, at a reasonable rate

St

“Annex B 6

No;

Yes | R o

Une of the maJor components of the

project will provide for management

training of Indonesians at U.S.
business schools and on- the-Job

“training in U.S. firms.

"Indonesia is able to repay this loan:-

‘of. interest.

b‘ FAA SGC. 620(d) lffgfm;“”’

_assistance 1is fFor any

productive enterprise which.

~will compete with U.S.
enterprises, is there an
agreement by the




reCLpLent country to
prevent export to the U. s.
of more than 20% of the
enterprise's annual

. production during the life.

of the loan‘7

c. ISDLA‘of.1981, Sec.
724(c) and (d). If for
Nicaragua, does the loan -
agreement require that the

~ funds be used to the
. maximum extent possible for

the private sector? Does
the project provide for
monitoring under FAA beﬂ

‘u6£4(g)7‘

Project Crlteria‘Solely for
Economlc Support Fund

a. FAA Sec. 531(a). Will
this assistance promote
economic or political

~ 'stability? To the extent

possible, does it reflect

.the policy directions of
FAA Sectlon 1027

"b. FAA Sec. 531(c).  Will
" assistance under thlS"

chapter be used for

"mllltarv, or paramllltary

.act::.v:i.t:z.es'7

c. FAA Sec.»534;t.WilleSFl‘
funds be used to finance
- the construction of the

operation or maintenance

. of, or the supplying of
-fuel for a nuclear :

facility? If so, has the

" President” certlfled ‘that’”
such use of funds is
 indispensable to
nonproliferation objectives7l‘

N.A.

N.A.

N.AL

Annex B

CONAL

'd. FAA Sec. 609. If

>ﬂ‘comm661t1es are to be

granted so that sale
proceeds will accrue to the.

. recipient country, have
* . Special Account = .
: (counterpart) arrangements .

lbeen made? ‘
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SUBIEGT: PRIVATE SECTOR DEVELOPHENT EXPLORATORY

PROJECT {437-0329) - PID REVIEU

1. APAC MET OCTCBER 16 7O REVIEW SUUJECT P10 WITH
REPRESENTATIVES FROM PRE, CPIC, TOP, COMMERCE AND -
STATE. ATTEIDANCE CF PROJECT OFFICER DAVID DEVIN VAS
VERY HELPFUL ANMO MUCH APPRECIATED, SUBSEQUENT TO

APAC REVIEY, BURSAU DECIOED TO RESERVE COMMENTS oM

P10 PENDING CEBRIEFING BY ED HARRELL, 0AA/PRE, OM RESULTS
Of RECENTLY COMPLETED PRE RECOUMAISSANCE TRIP TO INDO-
NESTA. THIS OEBRIEFING TOOK PLACE HOVEMBER 13, A
SUMMARY OF HARRELL MISS108 COMHENTS M THE PROPOSED
PROJECT 1S IN PARA 5 E.LOU

2. APAC 1S IMPRESSED BY CHALLENGE 70 DESIGN A PROJECT
WHICH WILL HAVE MAXIMUN.POTENTIAL 7O STIMULATE DEVELOP-
HENT THROUGH ASSISTANCE OF PRIVATE SECTOR ACTIVITIES.
THE P1D FOCUSES PRINCIPALLY QN THE FOREIGN (U.S.)
PRIVATE SECTOR WITH CBJECTIVES TO {A) INCREASE U, S
IHVESTMENT THROUGH. JOIMT JENTURES; !B} ASSIST AMD SEEK
PACKAGED FIMANCE FOR JNDONESIAN PUBLYC SECTOR PROJECTS
VHIGH WILL HELP U, 5. -EXPORTS; AMD - {C) NHERE FEASIBLE,
PROHOTE CHAMGES [N POLICIES AMD GOVERMMENT REGULATIONS
RFFECTING FOREIGN TRADE JND INVESTMENT, ~ THERE 1§ LESS
EMP ASIS N THE P1D ON-ACTIVITIES AIMED AT STRENGTHEMING
* THE JNMDONESEAN DONCSTIC PRIVATE 3ECTOR, SUCH A3 NMEASURES 10
IMPROVE BUSINESS HANAGTHENT TRALIING CR:PROMOTE £APLTAL

© UNCERTAI BUSIESS

UUIGUH
TEL GRAN

3644 057435 A103244

)
of State

STATE 3123648
T0 SUPPORT ITH THESE LIMITED. FUNDS MAY %OT YET BE
DETERNMINED, THE 4P2C HAS DECICED TO FOLLOV A STRGED
APPROACH TQ FROJECT APPROYAL.

A. FIRST, A PP 15 REQUZSTED FOR FY 32 FUNDIHG USED

ON P10 AND CRAFT PP ALREADY PREPARED AND HHICH ADORESSES
POINTS IN PRRA & BELOW. THE TOTAL AMCUNT RECUESTLO

IN THIS PP SHOULD HQGT EXCEED THE FY 32 QYB AnounT OF
DOLS 4.5 MILLION, WE BELIEVE THAT THIS CAN 8E DOWE BY

A LINEAR REDUCTION 1N THE VOLUNE OF ACTIVITY ({OUTPUTS)
PROPOSED {4 THE PID ANQ JY REDUCING SCCPE OF YORK CF
CONSULTANT CONTRACTS FROPOSED iN D AFT PP, ANMEX K, WE
BELIEVE THAT THE VOLUME OF ACTIVITY FUMDABLE WITH

DOLS 4.5 MILLIQN WILL UE CONSIDERAULE AND SUFFICIENT TO
CARRY THE PROJECT THROUGH AT LEAST 18-24 MONTHS OF
IMPLEMENTATICN, -~ HOWEVER, WE ARE PREPARED TO CONSIOER

AN INGAEASE OVER .DOLS 4.5 MILLION AND 4PPRECIATE EARLY
INFORMATION FROM HIS3ION O TOTAL 7O BE REQUESTED IN PP.

4. THE SECOND STAGE SHOULD REMAIN UMPLAMNED AT THIS
POINT, BUT 11 PRINCIPLE WE WILL RE ERVE AN ADDITICONAL
DOLS 5.U MILLION FOR FY 33 FUNDING FOR THIS STAGE.

THIS COULD TAKE THE FORM OF A SEPARATE PROJECT OR A

PP AMEMOMENT TO STAGE OHE. WE ANTICIPATE )
THAT STAGE TWO ACTIVITIES YOULD REQUIRE EITHER (A)
ADDITIONAL FUNDS FOR THE SAME MIX OF ACTIVITIES ALREADY
OUTLINED tN THE PP AND/OR (B) FUNDS TO CARRY QUT hEW
SETS OF ACTIVITIES NOT CURRENTLY FORESEEN,

C. WE PREFER THES MEANS OF RETAINING FLEXIBILITY RATHER
THAN AUTHORIZING AND QBLIGATING THE FULL 00LS 3.5

HILLIGN IN FY 32 FOR SEVERAL AEASQNS. FIRST, IT aLLovs
MORE FREEDOM FOR POTENTIAL SH!FTS‘IN'SUB-PROJECT EMPHASIS

~ THAN- WOULD BE THE CASE IF ALL FUDS WERE FULLY SUDGETED

HOM 1N LOAN/GR?NT A;REEMENTS. ~SECOND, IT Will aLlow
GREATER OPPORTUNITY FOR FEW STAFF QFFICERS, INCLUOING
USAID H1SSION DIRECTCR, TO PARTICIPATE 1N PREPARATION

OF THE STAGE TWO AMENWDMEHT. THIRD, 1T RECOGHIZES )

THE EXPERINENTAL AN EVOLUTIONARY WATURE OF THE  PROJECT
AND PROVIDES BEST ASSURANCE THAT FUNDS WILL UE SPENT
EFFECTIVELY.

4, GEHERAL COMMENTS: | '

A, PROJECT GGAL: APAC EHOORSES PID’'S ﬂATIONﬂLE THAT
U.S. AID PROGRAH SHOULD ATTEMPT TO USE U.S. PRIVATE
SECTOR RESHURCES TO GREATER EXTENT M PURSUIT OF CEVEL-

© OPHENT AS WELL AS STREMGTHENING .S, <INDONESIAN RELATIONS

THROUGH ,NCREASED TRADE AMD INMVESTHENT. MHOWEVER, CARE
SHOULD LE TAKEN TO STATE THAT THE ULTINATE GOAL iS THE
ECONOMIC ANO SOCIAL DEVELOPMEMT OF IMDONESIA, ACHIEVED
THROUGH 1HCREASED. U, S. PRIVATE SECTOR PARTICIPATION,
RATHER THAM INCREASED TRADE AND INVESTMENT PER SE.

ENVIRONUMENT: * THERE WAS HUCH DISCUSSlON OF
ENVIRONMENT CONDITIONS CREATED UY ™~
HUMEROUS AMD OFTEM UNCLEAR GO} REGULATIONS, BY UROAD
PONERS OF GO AGENCIES, 8Y WEAK JOINT VEMTURE PARTHERS
AND BY IHAPRROPRIATE POLICIES.  SEVERAL OTHER BARRIERS
TO PARTICIPATION OF U, 3. FIRNMS HNCLUDE: CHEAPER TRADE

AUD L‘“'E"tu:uf LREDLT Arernn 15 bt Y-S SYERNHENT ae

U. ' BUSINESS

FORMATION THROUGH VENMTURE CAPITAL FIRNS, HARRELL 413510,
AMONG OTHER COMMENTS, FELT CONCENMTRAT!ION Ot THE QOHMESTIC .

PRIVATE SECTOR VILL ALSO 8E lPPORTﬂNT AND HERIT* SUPPCRT
USING AID RESGURCES,

3. THO-3TAGED APPROACM: SIVEN FﬂCTvTMAf FORESEEADLE

ASIA BUREAU FUNDS FOR THIS PROJECT ARE NOT LIKELY

TO EXCEED CURRENTLY PLANNED LEVEL OF DOL3 9.5 WILLION AND
GIVEN GENERAL CONCLUSION THAT .THC BEST MIX OF ACTIVITIES |

UNCLASSIFIED

“THIS AREA TAKES EFFECT;
CFARMS 1N COMPARISON JAPAHESE AND OTHERS WiLLin; 70

TR Ut

OTHER MATICH3 D0ING BUSINESS 1 VHOONESIA; COMPARATIVE
DlSADVANIAGE/CF_U‘S.,FIRHSNIM”USIHG,TRQDING COMPANY o e
HETHCOS WHICH ARE ELY TO CCONTINUE BUT PERHAPS OECOME :
LESS SEVERE AFTER INE PW”POJED MEW U, S, LEGISLATION i

SHORT -RUN OUTLOOK-OF MAHY AN

ESTABLISH LONG-TERH POSITIONS; aND THE BIFFICULTY.
THE-U.5,G. FACLS 1N INTECRATING IT VARIOUS. € LNANCEL AND
GREDIT SUPPORT PROGRAHS. 1N SPITE OF THESE AND OTHER



LI

G u.s, PR[VATE‘SECTOR INVOLVEMENT:
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0BSTACIES, T WAS AGREED TYAT THERE APPCAR TO QE nanY
SOUHD SCONCMIC anD TECHMICLL UNMET CPPCRTUMITIES FOR
PARTICIPATICH OF 1.5, BUSILESS 1N ICQLESTAN DEVELQPEENT,
[ CXPORT\PROHCT!O“ YiA a31STRAICE 7O GOI PUBLIC SECTOR
PRCJECTS: APAC GAELD THAT PROMOTION &F U.3. ZxPORTS ‘
SHOULD BE CLIGIAE FOR ASIISTANCE UNDER THIS PROJECT £VEN
THOUGH THIS HEIGHTENS REQUIREMENTS OF USG FIManCIAL
COORDINATIQN, PARTICULAALY Y(TH EXIMHANK, .- OWEVER,
PROSPECTS OF PROVIDING SIGNIFICAMT a{0 FUNDING T3 QUOTE
SWEETEN UNQUOTE FINAHCIAL PRCKAGES 4RE NOT PROMISING
GIVEN (a). CONSTRAINTS OH AI0 FUNDS AVAILABILITY ANO

1 PROCEDURAL‘AHD TIME REQUIREMENTS 1N THE AID P10-PP

PROJECT APPROVAL PROCESS WHICH WOULD HAVE TO BE HORE
FLEXIBLE. ‘

0. JURISDICTICNAL THIS ?ROJECT WiLL 'REQUIRE CGORCINA-
TIQN WITH PRE, TOP, OPIC AND CONMMERCE 10 SNSURE
THAT PROJECT S COMPLENMENTARY TO THEIR PRCGRAMNS,

5. PRE COHMENTS CM PRCPO;ED PROJECT RESULTING FRCHM
HARRELL MISSI0N INCLUDE FOLLOWING POI%TS RELEVANT

TO PP PREPARATION:

A, FOCUS OH LIHIuED NUMBER GF KEY SECTCRS:  PRE CAUTIONS
AGATMST ALLOWLNG TOO HUCH FLEXIBILITY -IN PROJECT )
FINA CING CRITERIA WHICH MAY QILUTE LIMITED AvAILABLE
FUNDS AND BURDZHMING PROJECT MANAGEMENT WITH LARGE HUMUER
OF REQUESTS FOR FINANCING, PRE SUGGESTS SELECTION CF

FEW KEY SECTCRS FOR CONCENTRATION, SUCH AS MAGHINE TOOLS,
HETAL PROCEISING, FARM EQVIPMENT OF AGRIBUSINESS

CRITERIA FCR SECTOR SELECTION SHOULD EMPHASIZE EMPLOY-

 MENT GEMERATION POIEMTIAL AND MIGHT ALSO INCLUDE IH-

OCNESIAN PRIORITIES, U.S, PRIVATE SECTOR INTEREST, U5,
CCHPARATIVE ADVANTAGES i TECHIOLOGY, AND OPPORTUNITIES
FCR TRANSFER OF U.S. XNCWHOW TO 1MDSNESIA BE 1T Ift TECH-
HOLOGY, MARKETING OR MAMAGEHMENT.- aS1A BUREAU ano

© STATE/EA STRONGLY AGREE WITH AOVANTAGES OF CCNCENTRATION

OM SELECTED SECTCRS BUT LEAVE TO HISSION HOW THIS Will.

BE ACCOMPLISHED CVER LIFE OF PROJECT.

‘U, ECONOMETRIC MODEL: PRE FELT IMCLUSION OF THIS
ELEMENT IN PROJECT TO 8% 4 POOR USE OF CONCESSICHARY

FINACING, - ASIA UUREAU CONCURS,  SEE PARAGRAPH S_G,

‘BELOW.

: PRE STRONGLY ENDORSES
INCLUSION OF EPRESENTATIVE U.S. QUSIRESSHEN IN JAKARTA
IN'REVIEWING REQUESTS FGR PROJEGT FUNDS. ~ASIA BUREAU
CONCURS.. ’ :

0. HAHAGEMENT TRAINING: PRE RECONMENDS GREATER
ATTENTION BE GIVEN TO SENIOR EXECUTIVE aND MBA-LEVEL

© MANAGEHMENT AND ACCOUMTHNG.TRAIHING IM NDONESIA. ASIA

BUREAU AGREES-WITH QBJECTIVE AND SUGGESTS IT HIGHT uE
BEST ACCOMODATED i} WITHIN PRIVATE SECTOR COHPONENTS oF
FORTHCOM NG PROJECT PROPOSALS FOR GENERAL PARTICIPANT.
TRATMING AND |N-COUNTRY MANAGEMENT TRAINING CR {2) a$
POSSIBLE COMPONENT W1 THIN STAGE T40 PP AHENDENT.

T CRPTTAU MAREETST  PRE-TOSH T IFHE S SEan rﬁﬁﬁ'::fﬁﬁ'*“*""'“‘“‘““‘”M"’"’fﬁﬁﬂﬁﬁ+e rGREGﬁSf+HG~tn?i€+tvrfﬂﬂNkG—SE—SE'"‘

CAPITAL MARKET A5 A CONSTRAINT 7O CAPANOED PRIVATE 3ECICR . !

~AIMED AT EXPANSIO OF PUBL C OFFERIN;S

iTIES BE EXPLOREC: {1} POSTIULE AVD/PRE PARTICIPATION
TN AN INOONESIAN VENTURE CAPITAL FIRM THAT WOULD CFFER
HOT ONLY FINANCING BUT aLSo ADVICE CM MANAGEMENT anD.
TECHNOLO; Y TO IIDONESEIAN FIANS; () ALO/PRE AS31STANCE
CHl THE tHOONESIAN
STOCK EXCHAINIGE, - BOTH IDEAS. MERET INVESTIGATION, . ASIA

- BUREAU VILWS THEH AS COMPLEX UNDERTAKINGS WHICH HAY BE ~

DEVELOPHENT - AND—{NVESTHENT, —PRE-SUGGESTS-THO -0PPORTUN - — o Tl

s ‘! i!CUSSiF'lED“

" IMPOSED IN 1374 VHICH VORSENED INVESTMENT CLIMATE £ST4B-

Sl OUTGO 1
Y[ N[V O u‘ . ’ A ws
(:’./ Dleie  TEELEGRA

' STATE 2123643 ‘ ‘ 9644 252
WORTH CONSICERIN; 1N STAGE TWO. '

6. SUMMARY FOR PP GUEDANCE FOLLOWS

A, APnC VIEWS THAT REFORMS INSTITUTIONAL nMD POLICY
ENVIRONMENT SHCULD nOT

. UE UNDERTAKEN UNTIL EYPERIENCE WITH INDIVICUAL CRSES IS :

AC;U"UL‘HTEO PP SHOULD MAKE EXPLICIT THE EAPECTED

LINK BETUEEN CASEWCRN AND SYSTEM. IMPROVEMENTS.

B,  INVESTHENT CLIMATE: VCRLD BANK REPORT GF JILY 1S,
1980 ON - 1NDUSTRIAL DEVELOPMENT, AHNEX S, PAGE 17, TABLE §
SHUWS RAPID (MCREASE IN FOREIGH INVESTMENT IMPLEMEN- ‘
TATIO TO 1974 VITH SIGNIFICANT DECLIE THEREAFTER. THIS

"DECLINE COINGIDED WIT  RAPID GRGWTH OF ZCCHOMY, BANK

ATTRIUUTES DECLINE TO MEW AND STRINGENT REGULATIONS

LSHED UKDER SUHKRTO'S QUOTE OPEM DCCR UMQUOTE PQLICIES

1" 1968, AS NQTED PARA. 4, U.S§, FIANS MAY UE MORE HANDI-
CAPPED THAMN OTHER FIRNS CONTEMPLATING CPERATIQNS 1M
INDONESIA.  CONSEQUENTLY PP SHQULD EXPLAIN HCW PROPOSAL
10 REDUCE UP-FRONT COSTS AND PROVIDE BETTER INFCRMATION
A QUT "AVAILAULE QPPORTUNITIES CAH UE EXPECTED TO MAKE A
SIGNIFICANT DIFFERENCE IM THE WILLIN;NESS OF U, S, FIRMS .
TO OPERATE M INDONSSIA, M OTHER WORDS, 40W CA ME SE
SURE, EVEN IF YE CAN OVERCOHE THE CONSTRAINTS. 10 1. -
FORMATION A0 EHTREZ, THAT THE NMANY OTHER CGNSTRAINTS
WILL NOT REMAIN TO CEFEAT THE EFFORTY THE PP SHOULD

BE CLEAR IN DEFINING OV CONSTRAINTS EITHER WILL BE.
ADDRESSED THROQUGH THE PROJECT CR WILL HOT HAVE {MPACT

OR ACHIEVEMENT OF PROJECT 0BJECTIVES,

TR H STATEG PARA 4 A, ABOVE, M13SION WORKING GROUP

SHOULD REVIEW DEFIM TICN OF PROJ:CT GOAL, SO.THAT. GOAL
STATEHENT WILL CLEARLY LIK PROJECT PURPOSE I(GREATER
PARTICIPATION CF PRIVATE SEGTOR) TO GOAL OF ECONGMIC
DEVELOPHENT. CRITERIA FOR SELECTION OF SUCPRCIECTS

SHOULD ALSO INCLUDE REQUIREMENT GF A CLEAR COMTRIBUTION -

TO OVERALL OEVELOPMENT- CBJECTIVES.

D. PP SHOULD 'SXPLAIN HOW FOCUS ON KEY SECTORS WiLL
EMERGE OVER.LIFT OF PROJECT aMO WHAT CRITERIA WILL

UE USED TO JRING T 1S ABOUT, AL50, CRITERION N0. 4 CF
SUBPROJECT SELECTION CRITERIA (M ANNEX G OF ODRAFT P
SHOULD INCLUDE ASSESSHMENT OF AVALAWILITY OF DOWNSTREAM

" FINANCING. ‘ ‘
. E. PP SHOULD ELABORATE ON ROLE OF chSULrnnr EMP A~
Sizineg THEIR ROLE 'AS OPERATIONAL EXPEDITERS RATHER

T A SOLELY AS I0EA PACKAGERS AHD PROPOSAL SELECTO S.

. ) OTHER WORDS, CONSULTANTS SHOULD BE ABLE 10 GUIQE

fIRMS THROUGH MANY STEPS-FROM. EXPLORATION TO FIRST
PROFITABLE YEAR, ~

" F. PP IMPLEMENTATION PLAN SHOULD FULLY QUTLINE

" 'OF SUB-PROJECTS. ™ PP SHOULD ALSO SPECIFY W AT ROLE AID/V

FUNCTIONS AND RESPO SIBILITIES OF HISSION STAFF, I

THE SELECTION aS WELL AT IN MONITORIHG AND EVALUATION
IS EXPECTED TO PLAY, IF ANY, IN PROJECT IHPLEMENTATION

G. ECONOMETRIC MODEL: THIS DOES HOT APPEAR 10 BE
ANESSENTIAL PROJECT COMPONENT, A COMPUTERIZED .

I BAPPENAS OR MOF AND 1T PROBABLY WOULD BE INFERICR -

-T0-5ERVICE-PROVIDED-BY ORLD- CAUK-OR-PRIVATE-NEWSLETTER -

SERVICE, SHOULD THIS PROPOSED COMPONENT REMAIN N THE
PROJECT, 1T SHOULG BE FULLY JU;TIFIED-‘ 

ﬁ.~\€CONOH|C.ANALYSIS:‘ AL THOUGH ORAFT PP WAS HOY FORMAL
SUBJECT OF AHAC REVIEW, NE NOTE THAT ECONOMIC anaLYSIs

JIN FINAL PP VILL BE [MPORTANT 5INCE PROJECT 0 JECTIVE

15 (CONOHIC 11l HATURE,  CORMENTS 10 ORRFT ECONOHIC

UICLASSIFIED

15 AID§2L.
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SECTION ALLUDE TQ ECONGMIC UENEFITS, " FINAL VERSIQH
SHOULD EXPLALI HOW ECONOMIC aND FINANGIAL 2NALYSIS

CF TACH 1IVESTUENT PRCPOCAL WILL BE CONDUCTED. CRITERIA .

AMO NIETHODCLOGY CF ZCTHOMIC AMD FIHANGIAL ANALYSIS
SHOULD BE EXPLAINED. - THE 14 OUTPUTS LISTED IN DRAFT
PP SUGGEST A MEANS FOR PROVIDIN; ali ADEQUATE ZONQOMIC
ANALYSIS OF THE PROJECT. WHAT ET BENEFITS TO THE
IKDOUES] AN ECONCHY ARE EXPECTED TO FLOW FRQM SUCCESS-
FULLY ACHIEVING THE QUTPUT LEVELS IKDICATED? .00 THEY
JUSTIFY THE PROJECT'S COST? AT VHAT REASONASLE CUTPUT
LEVELS WOULD THE PROJECT BE JUSTIFIED? - ' :

1. PP SHOULD PROPOSE MINIMUNM LEVEL CF GRANT FUNDING,

. INDICATING CCHMPONET {3) OF PROJECT FOR WHICH GOI

WiLL DEFINITELY NOT ACCEPT LOAN FUNDS. 1N THIS REGﬂRd,

VE NOTE THAT, GIVEW THE HIGHLY CONCESSIOMARY NATURE OF
AID LOAN TERMS, LOQAN FINANGIM; IS QNE FIRM TEST OF

GOl COMMITHENT TO THE PROPOSED CGURSE OF ACTION, - USAlD .
SHOULD ALS0 KEEP CLEARLY Il MIND THE MEED FOR GRANT
FUNDING IN REST OF PORTFOLIO

J. CONTRACTING ISSUES: PP SHOULD OESCAIBE CONTRACTING
PROCEDURES. THAT WILL BE UED FOR ELECTIO OF CONTRACT-

ING FIRNS IDENTIFYING AND REQUESTING -APP OVAL FOR ANY
VAIVER OF AID COMPETITIVE PRCCEOURES THAT HIGHT BE
EQUIRED AS RESULT OF MATURE OF THiS PROJECT. IN

ACSITICN PP SHOULD QISCUSS WHETHER THERE VILL BE
ORGAMIZATION CONFLICTS OF ITEREST CREATED FOR COMTRACTCRS
PARTICIPATING IN THE PROJECT AND OW THESE WILL WE
ADORESSED. ' . ‘

'K, COUNTERPART. AGENCY: APAC AND STATE/ A BELIEVE THAT

IDENTIFICATION AND SELECTION OF COUNTERPART GOI AGENCY
IS CRITICAL TO 3UCCESS OF PROJECT. PP SHOULD THOROUGHLY
ADORESS [NSTITUTIONMAL ARRANGEMENTS,  HAIG
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SUBJECT: PRIVATE‘SECTOR BEVELOPMENT EXPLORAfORY
- PROJECT NQ. 497-8329

REF: STATE 274044

1. AS REQUESTED REFTEL, ADDITIONAL STATUORY CHECKLIST

POUCHED OCTGCEER 4, 1982 UNDER COVER 2-wAY MEMO.

2, FOLLOWING IS TEXT OF OFFICIAL GOI REQUEST FOR
ASSISTANCE RECEIVED FROM THE MINISTRY GCF FINANCE,
DIRECTORATE GENERAL OF -DOMESTIC MONETARY AFFARIS.
BEGIN QUOTE DEAR MR. -FULLER:

SUBJECT: PRIVATE SECTOR DEVELOPMENT PROJECT

THIS IS TO FORMALLY REQUEST AID FOR ITS ASSISTANCE IN’

THE IMPLEMENTATION OF THE ABOVE-MENTIONED PROJECT, THE

PURPQSE OF WHICH 1S TO TEST METHODS OF STRENGTHENING '

THE INDONESIAN PRIVATE SECTOR THROUGH TRAINING LINKS o ‘

TO THE U, S, PRIVATE SECTOR. AND TO PRQWINE TNFORMATTON ‘ ‘ : L
TO INDONESIAN DECISION~MAKERS ABQUT ORPPORTUNITIES TO . '
DEVELOP THE INDCNESIAN PRIVATE SECTOR. THE PROJECT WILL

BE CARRIED CUTOVER A PERIQD OF - FOUR YEARS.

AS DISCUSSED WITH THE UEAIO IN PLANNING THE PROJECT

- THE REQUESTED ASSISTANCE WILL TAKE THE FORM QOF AN AID

GRANT AMGOUNTING DCLS., S0Q, 930 AND A LOAN AMGUNTING TO
DOLS. 3 MILLION., THE GRANT WILL FINANCE THE TRAINING
OF INDCNESIAN ENTREPRENEURS AS WwELL AS MID-CAREER

AND SENIOR INDONESN 3USINESSMEN FOR SHORT-TERM:

MANAGEMENT TRAININGCOURSES AT U, S.- BUSINESS SCHOOLS o 3: - -

OR FOR ON=-THI .-JCB TRAININGAT U, S. CORPORATIONS.
THE LOAN WILL HAVE THREE COMPONENTS: A) FACILITATING

. PRIVATE INVESTMENT; B8) LHOK SEMUMAWE SMALL AND MEDIUM

ENTERPRISE DEVELOPMENT; Q) SPECIAL STUDIES‘AND
CONSULTING SERVICES.

YOUR -APPROVAL OF THIS REQUEST wILL BE APPRECIAT:&
YOURS SINCERELY,

OSKAR SURJAATMADJA
CN BEHALF OF MINISTER OF FINANCE

_ DIRECTCR GENERAL OF OCOMES]TIC ‘
MONETARY AFFARIS., END OF QUOTE. ' MONJ O

UNGLASSIFIED



