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August 1, 1962 

His Excellency
 
Dr. Sukarno
 
President of the Republic of Indonesia
 

Dear President Sukarno: 
On behalf of President Kennedy, I have the honor of transmitting

from the Government of the United States of America to the Republic of 
Indonesia a report of the U. S.Economic Survey Team entitled, Indonesia: 
Perspectivesand Proposalsfor UnitedStates EconomicAid. 

During the month of August 1961, the Team visited Indonesia at the 
request of President Kennedy for the primary purpose of reviewing the 
Eight-Year Plan and making specific recommendations regarding future 
economic assistance to ,our country. The nenibership of the Team in
cluded three professional economists, a professional historian, and two 
from the staff of the U. S. Agency for International Development. The 
members were independent of the U. S. Government, though their 
recommendations were made to President Kennedy, the Secretary of 
State, the Administrator of the Agency for International Development,
and heads of other government bodies concerned with the assistance pro
gram of the United States abroad. 

The Team's report is now under active review by the Secretary of

State, the Administrator of the Agency for International Development,

and senior officials of the U. S. Government. Some of the principles and
 
priorities recommended 
 by the Team have already been incorporated
into the proposed program of the Agency for International Development
for Indonesia which has been submitted to the U. S. Congress. 

While in this report there are specific dollar recommendations 
regarding the future A. I. D. programs, that fact does not commit the 
U. S.Government to provide the specified amounts. 

On behalf of my Government, I would suggest that your Govern
ment review the Team's report and evaluate the Team's recommendations. 
Then, in the common interest of advancing the economic development
of Indonesia, our governments can better cooperate in formulating a pro
gram which will be in the interest of both countries. 

Sincerely yours, 

HOWARD P. JONES 
Ambassador 
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FOREWORD
 
April 24, 1961, the day President Sukarno visited President Kennedy 

in Washington, marked a nev departure in the relations between Indonesia 
and the United States. After a full and frank discussion between the two 
Presidents of many problems bearing on these relations, President Kennedy
inquired about Indonesia's Eight-Year l)evelopment Plan. President 
Sukarno and his advisers sketched the highlights of the Plan. President 
Kennedy then offered to send a team of American economists to Indo
nesia to study the Plan and, in cooperation with the Indonesian Govern
ment, to make recommendations to the United States Government toas 
how it could best help Indonesian development. This offer, which was 
mentioned in the communique issued by the two Presidents the following 
day, was accepted. Early in July the Team was chosen, consisting of the 
foilowing members: 

l)on I). 1-lumplbrey 

Villiam L. Clayton Professor of International Economic 
Relations, Fletcher School of lawv and Diplomacy, 
Tufts University, Leader of the Team 

\\Walter S. Salant 
Senior Member, Econommic Research Staff, The Brook
ings Institution, Dcputv Leader of the Team 

l)avid S. Burgess 
Director, Office of Indonesian-urnma Affairs, Bureau 
for Far East, Agency for International Development 

Allan Al. Cartter 

Professor of Economics and )ean of the Graduate 
School of Arts and Sciences, l)uke Universit" 

Allan B. Cole 

Professor of East Asian Affairs, Fletcher School of 
Lav and Diplomacy, Tufts University 

Robert S. Smith 

Chief, Planning Division, Bureau for Far East, Agency 
for International Development 
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The Team was given the following general terms of reference: 
"1. to analyze the Eight-Year Development Plan of Indonesia; 
"2. to learn how the Indonesian Government hopes to put this Plan 

into effect, particularly in regard to its local resources and the contem
plated volume of economic support from abroad; 

"3. to determine the areas of the Indonesian econoliv in which U. S. 
aid should be concentrated; 

"4. to recommend the ways in which the United States could be of 
assistance to Indonesia, particula rlv in regard to the execution of its Eight-
Year Plan; 

5. to analhze in broad terms the general economic assistance pro
grain of the United States in Indonesia and, within tile context of tile 
Team's conclusions, to make recommendations about future U. S. aid 
programs in Indonesia." 

The Teamn assembled in \Vashington on JulyN 26 and was briefed for 
four dayvs 1)y officials of the departments and agencies of tile U. S. Govern
iicnt concerned with Indonesia. It arrived in Indonesia on August 6 and 
departed on August 30. )uring this period of 24 days it met with almost 
all the Ministers of the Inner Cabinet and with many" other Central Gov
ernment oflici,lIs, as well as with sonic members of the Universit" of 
Indonesia and the business commnity" and with some citizens of other 
countries. ( A list of Indonesian ofliciils with whomn the Team had formal 
official lecctings appears in Appendix A.) Some mneilibers of the Team 
visited Central and Northern Sumatra. Others visited Bandung, Bogor,
Bekasi, l)jatiluhur, Jogjakarta, Surabaja, and Gresik in Java. Unfortu
natelY, the time was too limited to permit other visits outside )jakarta. 

Upon the Team's return to the United States at the beginning of 
September, 1961, )r. Salant took over responsibility for the preparation
of its report. Although all members of the Team contributed drafts of 
sections, Dr. Smith, Mr. Burgess and particularly I)r. Salant, who devoted 
full time to the report for over five months, did most of the writing, and 
)r. Salant coordinated and edited all of the chapters. 

The report was submitted to the United States Government in Febru
ary, 1962. It was made available to the Government of Indonesia at the 
end of July, in the forin presented in this edition. Thus, statistics cited 
and analyzed include only such material as was available to the Team up
to the very beginning of 1962. No attempt has been made to bring this 
material up to date since that time. 

The report was transmitted to President Sukarno at the end of July,
1962, by Ambassador Jones on behalf of President Kennedy. The Am
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bassador informed President Sukarno that the Team's report underwas 
active review by the Secretary of State, the Administrator of the Agency
for International Development and senior officials of tile United States 
Government. He added that some of the principles and priorities recom
mended by tile Team had also been incorporated into the proposed pro
gram of A.I.D. for Indonesia which had been submitted to the United 
States Congress. He also pointed out that, although tile report contains 
specific dollar recommendations regarding the future A.I.D. programs,
that fact does not commit the United States Government to provide the 
specified amounts. 

Ambassador Jones concluded by suggesting to President Sukarno 
that his Government review the Team's report and evaluate the Team's 
recommendations so that, in the common interest of advancing the ceo
nomic development of Indonesia, the two Governments can better co
ordinate their efforts to forlulate a program which will be in the interest 
of both countries. 

PREFACE
 

by the
 
ECONOMIC SURVEY TEAM
 

In this Report, we present the analysis and conclusions which we 
reached as a result of our mission to Indonesia. Although our terms of 
reference refer only to economic problems, we have also devoted atten
tion in the Report to political and other questions that do not fall within 
a narrow definition of "economic." \Ve have done so because the stage
of a country's economic progress and the priorities of its economic (level
opnient cannot be accuratCl" analyzed or appraised without analysis of the 
polity and the society in which the economy operates. The distinction 
between "economic" and other matters does not exist in Nature. It is an 
artificial one that Man has devised to overcome the limitations of his 
intellectual grasp. 

We have also sought to supplement information about the current 
state of the Indonesian economy with whatever information we could 
gather that would help us evaluate its direction and rate of change. A 
motion picture that shows which way a country is moving is at least as 
important as a snapshot that shows where it is at one moment. The effort 
to evaluate change added greatly to our task, for change cannot be detected 
from only one observation; observations over a period of time are 
needed. The.' are available for some relevant facts in the form of statis
tics and we have, of course, used statistical data where they are available. 
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But, aside from the fact that some types of statistics available in other
countries are not available in Indonesia or are not regal ded as reliable, there 
is the difficulty that many factors for which change is most important to
appraise are not measurable, at least by any methods yet devised. The

lack of data bearing on these questions-one which we understand the new
 
Agency for International Development will 
 seek to make good-forced 
us to interrogate Indonesians and others, both inside and outside Indo
nesia, and to read as intensively 
as possible in an effort to supplement our 
observations of how things are nfow with the observations of others about
 
how the same things were several years ago.
 

The time we had for both direct observation and supplen,ntar" study

N~aa far too short to do full justice to Indonesia. \Ve were able to learn
 
a great deal more about the countr\ and its economV, hovever, than 
one 
might suppose vould be possible in so short a period. This we attribute
 
to the splendid cooperation given us by all ministries and individuals of the
 
(overnmcnt and )y others. 
 Vc found the Indonesian officials to be most
 
generous with their time, frank 
 in discussion, willing to be asked hard
 
questions, and generally wvilling to give candid answcrs. 
 In fact we found
 
them eager to hear our opinions and, where we had formulated opinions,
 
we in turn expressed them with equal candor. 
 Our efforts were also 
greatly aided by the assistance gcnerously but tactfully and unobtru
sively given us by Ambassador Howard Jones and the Embassy staff and 
by Director Ra\'nond Allen and tile staff of the United States Operations 
Aission. 

Ve can summarize our conclusions bricfly- b saving that we found 
Indonesia still in the early stages of economic dtcvclopmecnt but moving in 
the right direction. The native ability of her people and her rich natural 
resources make the outlook for progress in economic development
promising, once the pre-conditions of self-sustaining growth are devel
oped. In the metaphor that has become familiar in discussions of eco
nomic development, we conclude that Indonesia is not \'et ready for the 
take-off into self-sustained growth; the plane ha:s only been brought out
of the hangar. But this is tile necessary first step. \Ve predict that when 
the Indonesian economy does take off, it wvill fly high and fast. 

l)oN I). H YMIIRI.Y 
VALTER S. SAI.ANT 

DAVID S. BURGESS 

ALLAN M. CARITER 

ALLAN 13. CoLE 
Roima'r S. S.m, 'a 
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CHAPTER I 

SUMMARY 

The appointment of a six-iember Economic Survey Team to Indo
nesia grew out of discussions bct-wcn President Kennedy and President 
Sukarno in Washington last Spring, as indicated in the communique 
issued jointly on April 25, 1961. The Team was instructed: 

1. to analvze the new Eight-Year l)evelopment Plan of Indonesia; 
2. 	to learn how the Indonesian Government hopes to put this Plan 

into effect, particularly in regard to its local resources and the 
contemplated volume of economic support from abroad; 

3. 	to determine the areas of the Indonesian econony in which U. S. 
aid should be concentrated; 

4. 	 to recommend the ways in which the United States could be of 
assistance to Indonesia, particularly in regard to the execution of 
its Eight-Year Plan; 

5. 	to analyze in broad terms the general economic assistance program 
of the United States in Indonesia and, within the context of the 
Team's conclusions, to make recommendations about future U. S. 
aid programs in Indonesia. 

The Team was intensively briefed in Washington by officials of the 
departments and agencies of the U. S. Government concerned with 
Indonesia, spent four wccks in Indonesia, and has written its report in the 
months since its return. During the period in Indonesia we met with 
almost all of the Cabinet Ministers and members of their senior staffs, with 
many other Central Government officials and with officials in provinicial 
government officcs, with members of the university and business conmmu
nities (both Indonesian and foreign nationals), and with members of other 
Embassies. Members of the Team visited Central and Northern Sumatra, 
and travelled widely on the island of Java. The courtesies extended to 
us, the degree of cooperation from the Foreign Office and the various 
Ministries, the willingness of high government officials to talk frankly 
cf problems, weaknesses, plans and proposals, and the general warmth of 
our reception appeared to augur well for future United States-Indonesian 
relations. 

POLITICAL, SOCIAL AN) E"CONOMic BACKGROUND (CAIPER II) 

The transition from a colony to a nation invoved major costs, par
ticularly in the economic sphere. Nationhood was achieved only twelve 
years ago, preceded by seven years first of Japanese military occupation 
and then of struggle for independence from the Dutch. The expulsion 
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of Dutch nationals in 1957-58, the removal from village localities in 1959
60 of the Chinese who were not Indonesian citizens, and internal rebellion 
beginning in 1958 have taken their toll. The parallel might be drawn 
between Indonesia today and the young United States of America in its 
first decade of independence, particularly in terms of the revival of 
separatist tendencies when the war for independence had been won, and 
the conflict between the desires for strong regional and strong central 
nuthoritv. WVhen one also considers that Indonesia began its independent 
status with a populace much less experienced in political and economic 
affairs and less well-educated, a land mass far in excess of the original
thirteen American colonies, and a total population twenty-five times as 
greit, a dozen years does not seem excessive to find a workable method 
of government. 

The young nation of Indonesia bears the hopeful motto on its official 
crest: "Unity in I)iversity". l)iversity is seen in the persistence of 
strong regionalism, the cultural leavening of successive Buddhist, Hindu, 
Muslim and Christian influences, and the great variety of native languages 
and dialects. Unity is streng-hened by the ethnic predominance of tile 
Malayan stock, the rapid acceptance of Indonesian as a national language, 
and the shared experiences of the struggle for independence. 

Preliminary census returns indicate that Indonesia's population is 
approximately 97 million, making it the fifth largest nation in tile world 
(behind China, India, the U. S. S. R. and the U. S. A., and just ahead of 
Japan and Pakistan). From its administrative center in Java, one of the 
most densely populated islands in the world, the Government of Indonesia 
controls the activities of the other large islands of Sumatra, Kalimantan
(Borneo), and Sulawesi (Celebes), as well as of the thousands of smaller 
islands which make up the archipelago.
 

During the first nine years of independence, political instability
 
characterized the Indonesian Government. With 
 45 political parties, 
government was always by coalition, and twelve cabinets fell between 
1949 and 1958. Following the rebellion of provincial military groups, tile 
Constitution of 1945, with its more centralized form of government, was 
reinstated by decree and elections were suspended. The elected Parlia
ment was dissolved and replaced by a Parliament appointed by the 
President to include representation from regional and functional groups. 
Most of the political parties, including two of the major ones, were 
banned, and steps wvere taken to create a national front organization. 

The return to the 1945 Constitution has resulted in a measure of 
stability; with less turn-over in Cabinet posts, Ministers have had an oppor
tunity to gain greater experience in their jobs and to provide for more 
consistency in policy. 



Because of historical experience, many Indonesians tend to associate 
capitalism with social injustice, exploitation and colonialism. Their own 
conception of freedom however, leads them to reject repression and forced 
collectivization. They have sought to apply traditional village principles
of cooperation and mutual assistance national life in developingto their 
own pragmatic brand of socialism (or "guided economy"). 

Indonesia's attittude towards the \Vest has been deeply affected by tile 
failure to settle the issue of \Vest Irian (WVest New Guinea) with the 
Dutch. As a part of the former Netherlands East Indies, Vest Irian 
was claimed by Indonesia, upon the transfer of sovcrcignty, as an integral 
part of its territory. In their 1949 Round Table Agreements, the )utch
and the Indonesian Governmnents agreed to settle its future status by fur
tiler negotiation within a year. The failure to achieve agreement led to 
the nationalization of )utch interests in 1957 and finally to the break in 
diplomatic relations in 1960. Indonesia claims that its sovereignty is 
incomplete without West Irian. 

S06cialh" and ecCIomoically, Indonesia is still essentially a peasant agri
cultural economy. Concentration of land ownership in the hands of a 
small minority, however, is not the major in Indonesia that it is in curse 
much of Asia. Perhaps 70 percent of the population lives in rural areas 
and exhibits little concern for long range economic development or inte,
national crises. Literacy" has been raised from under 10 percent at the 
time of Independence to over 50 percent today. Perhaps the most re
markable achievement has been the fourfold increase in primary school 
enrollment and the fifteenfold expansion in secondary school attendance 
since 1950. University education has similarly expanded so that today
almost one out of one hundred persons of college age attends, as con
trastcd with only one out of 2,500 ten years ago. United States aid has 
been instrumental in expanding higher education, both bv providing
advisors and faculty members in Indonesia and by training Indonesians in
American universities; this expansion of higher education has been greatly
facilitated by the adoption of English as the second language for students 
in the secondary schools. The whole field of education and vocational 
training, and traininr in administrative and managerial responsibility, had 
been very mucli neglected by the l)utch. The substantial effort of Indo
nesia to remedy this situation since Independence is now beginning to pay
dividends in thle availability of young skilled artisans and professionally 
educated civil servants. 

Indonesia has always been relatively self-sufficient in food production,
although it has imported an average of approximately 8 percent of the rice 
it has consumed in the last five years. Large tracts of arable land, a 
tropical climate and year-round rainfall provide excellent conditions for 
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intensive agricultural cultivation. Ihe climate is tropical and lacks great
seasonal variations in temperature, makir'r rural housing needs minimal. 
In this sense Indonesia is a country which can afford to experiment, for 
the basic nece-sities of food, housing and clothing are not as difficult to 
obtain as in more rigorous climes. The roughly 2 !. pcrcent annual rate 
of increase in population, however, does create pressures, and efforts to 
encourage outward migration from Java and Madura (where there arc 
almost 1,200 persons per square mile) to the Outer Islands have had limited 
results. 

There is evidence of econonic progress in a number of areas, and 
signs of deterioration in others. Since before \\orld \Var I1, output of 
estate agrict ItUle has declined, mineral production (other than oil) has 
diminished, and Indonesia has I)ecn living on accumlated capital by fail
ing to maintain the tangible assets of some sectors of the econoiy. On 
the other hand, transportation has improved from the low point of 1957
58, internal security has Ieen restored in most regions, output of some 
manufacturing industries has risen, and new building and construction 
is in evidence in the larger cities. 

In summary, Indonesia is still in a very L. rly stage of economic devel
oplment, but there is a vr-winr awareness in high government circles of 
nceds and priorities and a growingr sense of coinmitillent to policies to 
promote development. eVbelieve that this fact, combined with the 
native ability of her people and the presence of rich natural resources, 
uma ke the outlook for economic progress promising in Indonesia. Certain 
prc-conditions of self-sustaining growth are only now in the process of 
development, so that in the familiar metaphor of growth we feel that 
Indonesia is not vet ready for the takc-off but has only rcccntly" left the 
hangar. However, location, climate, human and natural resources are 
such that when the plane does take-off it has the potential to fly high 
and fast. 

TImE CURRENT STATE 01: TlE lONOMLY (CHAPTER ill) 
The political decision to oust l)utch nationals in 1957 left Indonesia 

with a poorly staffed agricultural and industrial administration. Indo
nesians could take over some day-to-day operations, bat Nxere poorly 
prepared to take over others. W\;ith limited leadershir. provided by in
experienced and unstable ministries in Djakarta in 1958, with uncertain 
policies and ineffective administration increasing the difficulties in securing 
foreign exchange allocations for raw material and spare parts imports, 
and with the Rebellion unsettling the Government and the economies of 
the islands, production suffered. The experience gained in the last few 
years and the re-establishment of internal security give some hope for 
improvement in the period immediately ahead. 
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Rice production in 1960 was about 30 percent above the 1935-39 
average. This increase resulted from a rise in acreage rather than in 
yields. The recent increases of about 4 percent per year, however, are
well below the annual 9 percent increases implied by" the target set for 
tile Eight-Year Plan. The dcveopment of government-sponsored "paddy
centers" has not been altogcther successful so far, partly because of dis
tributional bottlenecks, and partly because of government price policies
and management difficulties. Rice ;.:port.; have cost the Government 
about $100 million a year, and the rice subsidy for nilitary and civil serv
ants has added considerably to the expense. 

Rubber production, normally accounting afor third to a half of 
export earnings, has suffered from insufficient replaniag, owing first to 
tile dislocations of the war years, then to post-war uncertainties, and more 
recently to administrative and planning defects. aAs result, Indonesia 
has been eating into her capital investmenr iii rubber. Today close to half 
of all rubber trees are over 35 ),ears of age, tle normal age for cutting
down and replanting. Consequently, production is bound to decliiie 
sharply ii the future, particularly on tile small holdings. World rubber 
prices have declined recently, and it is likely that they will decline further 
as stereo-regular synthetic rubbers increasingly enter the world market. 
Replanting with high-yielding stock is therefore urgently needed if Indo
nesian rubber is to continue to compete in world markets. 

Transportation facilities, other than air, have noticeably deteriorated 
since Independence. Paved roads in many areas have not been maintained,
despite the added demands on road travel for both persons and produce.
The railroads are in a serious state of disrepair. There was alwost no 
capital investment in this field from the early, 1930's until 1949, and today 
over half the locomotives and almost two thirds of the rolling stock are 
over 40 years old. 

Prior to 1958 two-thirds of the sea tonnage was foreign-owned, and 
the eviction of the Dutch in that y-ear deprived Indonesia of most of its 
fleet and merchant marine staff. Although the tonnage was replaced
within two years, the merchant marine has not regained its former level 
of efficiency. Inexperienced management and inadequate port facilities 
have haijipered inter-island and international sea transportation, to the 
detriment of the economy as a whole. 

Although air transportation has developed moderately well since the 
departure of KLM equipment and staff, Indonesia's commercial air fleet is 
inadequate for domestic needs and inter-island travel is also restricted by
inadequate ground fields and facilities. 

In mid-1961, manufacturing production, which depends greatly on 
imported materials, was at its highest level since 1957, largely because of 



the temporary casing of import restrictions. Raw naterial and capital 
goods imports in tile first half of 1961 were almost double the rate for the 
previous two years, and unused capacity in existing plants was noticeably 
diminished, although it remained substantial. The current i,:dance of 
payments crisis will probably reverse this gain. 

Mineral production other than petroleum has been disappointing in 
recent years. \Vartinie destruction, neglect of old mines, the shortage 
of skilled workers and managers, inadequate maintenance and shortages 
of spare parts, and antiquated machinery are the basic causes of reduced 
output. The production till, and is aboutof bauxite coal down one
third from its level of a decade ago, and quotas granted by the Interna
tional Tin Agreement have been unfilled. The new Elight-Year Plan 
calls for expanding mineral production. 

In all countries government policy plays a vital role in creating an 
appropriate atmosphere for economic development. Tile burden on gov
ernment is particularly great in a directed econoniN, such as Indonesia's, 
whcre much of industry is state-owned, and great reliance is placed on 
direct controls, such as those over internal prices and foreign trade. 
Unfortunately', tile role that prices can play in a planned econoriny has nor 
been fully exploited by the Indonesian Government. Many comuodities 
in short supply are undrpriced, while taxes are levied on exports. 

An experiment is r ow being made to encourage exports through the 
payment of "disparity" prices (i. e., higher than the foreign price con
verted to rupiah at the official rate of exchange) to private producers vho 
sell their goods to the government for export. Also, the products of 
Sonic state enterprises have been priced so as to obtain a surplus for rein
vestment in development projects. The extension of this principal to such 
sectors as railroads, busses, electric power, and the recognition that low 
prices encourage less urgent demands would promote economic develop
nient. Thus, there have been some tentative signs that more rational price 
policy is being learned by experience. 

Protected by a moderately favorable balance of paymlents in past 
vcars wvhen rubber prices were high, and failing to recognize that much 
of her capital stock was being consumed through insufficient replacement 
and maintenance, Indonesian officials have not regarded inflation as a 
serious barrier to economic development. They have not recognized the 
degree to which it has diverted production from exports to domestic con
sumption and has increased tile demand for imports. 

A "free list" for non-essential imported consumer goods at a high 
rate of exchange (200 rupiah to $1) wvas established in mid- 1960. This 
and other relaxations of import restrictions did halt the price spiral by 
increasing the flow of goods into the country, bringing hoarded goods 



onto the market, and "mopping up" considerable excess spending power.
Coining at the same time as a sharp fall in rubber prices, however, they
did so at the cost of seriously draining foreign exchange reserves. An 
export drive was begun in mid-1961, and a few months later, as the balance 
of payments situation became increasingly serious, a moratorium was
declared on new projects wvith heavv iniport requiremients, and restrictions 
on imports had to be tightened again. 

Concurrently with the easing of iniport restrictions in 1960, added 
pressures were applied to imiprove tax revenues. A substantial increasein revenues resulted, although some of the improvement-collection of
back taxes and tax penalties imposed on traders-was of a "one-time" 
nature.
 

\Vhile the Team does not think that the government should pursue
fiscal and monetary policies so stringent as to produce price stability at
the cost of seriously restricting production, it appears that the govern
ment has been too little concerned with the adverse effect on growth of a
rapid rate of inflation. There is now a growing recognition of the
problem, however, and the current balance of pay'ments crisis is illus
trating and high-lighting the difficulties. 

\\Vith a large part of the econonim- under direct or indirect govern
inent control, efficiency in making and in executing decisions is critically 
necessary. At present there is considerable duplication of function and
excessive complcxityv of organization in the government. This is particu
larly noticeable inthe area of economic planning, where the responsibil
ities for planning and exe.ution of tile Eight-Year Plan are not clearly
delineated. A numiber of proposals for simplifying the decision-making 
process have been submitted, and a choice among them is pending. 

The government bureaucracy is seriously underpaid, which accentu
ates the need for slupplcmenting incomes IN'one means or another. Some 
public employees hold two jobs to supplement earnings. In any economy
where goverrmincnt plays so vital a role as it does in Indonesia, the tenipta
tions for corruption are great. Corruption does not now appear to be 
serious enough to impede appreciablly the course of economic develop
ment, although in such an economy there is an ever-present danger that 
it may become an acute problem in the future. Its main impact at 
present is to sap the energy and disfigure the image of a government that
is undertaking tile serious task of development. Efforts are being made 
by the Government to reduce corruption, however. In addition to inten
sified anti-corruption activities on the part of the public prosescutors, a 
Committee on Governmient Operations, responsible only to the President,
has the power, when it finds real evidence of corruption, to bring pressure
for corrective action on administrators at any level. Although the Corn
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mittce has no power to prosecute, it has substantial influence and moral 
authority. 

In summary of current conditions, \we feel that while there are many 
deficiencies in the way the cconomy and the government operate, there is 
evidence of and promise for further economic development. The restora
tion of internal security, largely completed in the summer of 1961, is a 
propitious sign. If the \Vest Irian issue is soon settled, the great drain of 
military expenditures on the budget mayv be considerably reduced. We 
sensed a new willingness on the part of Indonesians to be self-critical and 
to examine their own shortcomings. There is an increasing tendency to 
seek pragmatic, rather than ideological solutions. 

Perhaps one of the most favorable signs is the presence of a growing 
number of well-trained personnel who show an awareness of the magni
tude of Inoonesia's economic problems and exhibit a desire for resolute 
action. 

THE INDONESIAN [IGIIT-YEAIt NATIONAL DEVELOPMIENT PLAN 
(CHAPTER IV) 

Indonesia's first attempt at planning, the Economic Urgency Program 
in 1951, was not very successful, chiefly because of inexperience. The 
1936 Five-Year Plan was a marked improvement. 

The new Eight-Year Plan is by far the most ambitious, having taken a 
year of preparation by the National Planning Council in cooperation 
with various government ministries. In general outline, the Plan is 
divided into two separate parts. "A" projects, of which there are 335 
costing 240 billion rupiah (plus 39 provisional additions), are intended 
to contribute directly to national economic development. "B" projects, 
classified in eight major categories, are designed to earn sufficient rupiah 
and foreign exchange to finance the A projects. 

The distribution of A projects by category is as follows: 
Inbillions As percent 
of rupiah o total 

Cultural 1.6 0.6 
Educational 16.3 6.8 
Research 2.6 1.1 
Public Welfare 6.2 2.6 
Government 3.6 1.5 
Food 25.1 10.5 
Clothing 28.9 12.0 
Industry 52.0 21.7 
Health 2.2 0.9 
Transport and Communications 60.2 25.1 
Finance and Tourism 11.3 4.7 
Special Project (Military) 30.0 12.5 

Total 240.0 100.0 



O the 240 billion rupiah expenditure, 133 billion are planned expendi
tures of rupiah and 77 billion ($1.7 billion) are in foreign exchange. 
(The distribution between local and foreign currencies of the remaining 
30 billion, representing the "Special Project" for tile military, is unknown.) 
If it is assumed that three-qu-,rters of the Special Project is in foreign
exchange, total foreign exchange requirements are $2.2 billion. 

''hc strategy of lie Plan is to concentrate during the first three years 
on achieving self-sufficiencv in food, a substintial measure of self-'suffi
ciencv in textile production, making prepa rations for later major capital
projects, and refining the Plan. In the latter live v ears, emphasis shifts 
to industrial plants-e.g. steel, alumniinumi, and petro-chernicals. Tihe 
Plan also includes an expainsion of educational facilities at tie secondary 
and highLer levels, and a number of cultural projects. 

The H projects are expectedC to produce nearly 120 billion rupiah in 
doriestic currenc and ncrlv $2.5 billion in foreign exchange (compared 
Vith the $2.2 biliiol :is.1rLned foreign e:change requirements of A proj
ects). Of tle $2.5 billion expected foreign exchange revenues, over $1.9 
billion is expected to come from cxport of oil and the portion of new oil 
company investment that is spent in Indonesia. These B project revenues 
are gross revenues, however. Since it is not known what expenses will be 
required to earn them, the net revenue froim B projects is unknown. 
On the least favorable assurmptions as to these expenses, the planned gross
foreign exchange revenue would yield a net revenue that falls short of 
planned requirements )v over $1.1 billion (an average of about $140 
million a y'ear). On the most favorable assumptions as to expenses, how
ever, the net foreign exchange yield would exceed the foreign exchange 
costs f the A projects. 

The inclusion of cultural projects in the Plan, the emphasis on con
sumption in its early \-Cars. and the reluctance to increase taxation are 
sometimes regarded as inconsistent with a serious eiforc at economic devel
opment. We note that the Plan is intended to piromote "overall," not 
merely economic dcvelopment. We thid!:. moreover, that a sense of 
nati:mhoom and lo'altv to and faith in th institutions of a new country,
-whichthese features (If the Plan are intended to promote, may be essential 
to attaining political and social pre-conditions even of economic devel
opnlent. 

The best use of a nation's resources depends partly on its objectives, 
about which economics has nothing to say. To carry out these objec
tives, however, requires using economic resources and making rational 
choices, wk'hich do involve econonlic questions. Our principal concern 
about the Plan arises from doubt that tle true economic costs of the 
projects have been correctly assessed and that the priorities implied in the 
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time scheduling of projects are rational. An effort has been made to
evaluate the capital costs of projects but apparentl, none has been madc
to evaluate their future operating and naintenance costs, the alternative 
uses to which the resources might have been put and the possibilities ofaccomplishing their purposes with use of fewer resources. The goal ofself-sufficienc, in rice and clothing, and, more specifically, the proposalfor a verticallY integrated rayon complex, illustrate some of the economic 
issues involved in correctly evaluating costs and allocating resources. 

Indonesia's capacity to absorb capital for new projects is severely
limited, mainly b) lack of adequate skilled personnel-managers and super
visors, technicians, and skilled labor. To its credit, the Government
recognizes the need to improve technical and managerial skills and is
acting to remed them. Officials agreed or suggested that United States
aid in financing capital projects should Ile accompanied by technical per
sonnel that will supervise operations and maintenance and will stay long
enough to teach these functions to Indonesians. 

The fact that Indonesia's capacity to absorb capital is limited implies
that activities which increase it deserve highest priority. It also implies
that investment, rather than being kept vithin the limits of present absorp
tive capacity, should be pressed to or slightly beyond its limits for only
in that way can the experience necessary to expand absorptive c lacyt"be acquirec'. 

Another problem is the timing of proposed expenditures for allprojects combined. A well scheduled plan should contemplate a growth
in the aggregate of domestic expenditure to correspond with the expected
growth in total resources and in capacity to absorb capital. The Indo
nesian Government has not made a time schedule of expenditures for the
A projects in the Plan, beyond President Sukarno's decree that, in thefirst \,car, expenditures on the.se projects should be one-eighth of the
planned eight year total. The Team has estimated the time schedule

implied by the proposed dates of initiation and completion of projects,
 
however. These dates 
 iply a sharp absolute decline of both domestic
 

nh foreign expenditures between the first four and the last four years
of the Plan, mainly" because of the concentration in the first four years
of expenditures on projects in the Food, Clothing and Finance categories.
This pattern of decline is not consistent with good scheduling. If the
first half of the Plan is feasible, the second half is not sufficiently ambitious,
and if the second half is of the appropriate order, the first half is tin
;ittainablc. 

The time scheduling of B projects, well asas that of A projects,
appears to deserve attention, for much of the net foreign exchange revenue
from B projects will be required to finance A projects before they can 
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be earned. In any revision of the Plan, the timing of B projects should 
also be reviewed. 

Another timing problem is raised by the decree that all A projects 
should be completed by the end of the eight-year period. Such a policy 
implies, however, that no work on A projects would be in progress when 
the Plan ends. This is undesirable; there should be no break in develop
ment expenditures merely because the present Plan gives way to its suc
cessor. Such a policy also interferes with rational scheduling of projects 
within the eight-year period. It requires that all projects requiring nore 
than a year to complete be initiated before the end of the seventh year,
that all requiring more than two years be initiated before the end of the 
sixth year, and so on. This alone may limit the possibilities of rational 
scheduling. Furthermore, it may introduce a positive bias toward sched
uling in the reverse of a rationaT order, because the projects that take long 
to construct have longer periods during which they yield no return. 
Thev are therefore more costly in the first part of their lives than projects 
that can be completed more quickly, so that it is preferable, other things
being equal, to start them later, when the economy, can better afford 
their high early cost. 

Fortunately, however, there is time to reconsider questions of sched
uling, and it is a good sign that officials realize that the Plan needs con
tinual review and perhaps substantial revision. 

The Plan is optimistic, both about what can be cxecuted in the 
eight-year period and about the financial resources that can be obtained. 
The rice production target for 1968 calls for production increases aver
aging about 9 percent a year. With recent annual increases of only 2 to 
4 percent and the paddy center program working unsatisfactorily, this 
target appears unattainable. Expectations of foreign exchange revenue 
from B projects, especially of $750 million from the portion of foreign 
oil company investments that the companies convert into rupiah and of 
$1,18() million from tile Government's share of increases in oil exports, also 
secei overoptimistic. Some foreign exchange resources that would be 
made available by the Plan, however, apparently have not been taken into 
account. An\ shortfall oif revenues from B projects will probably be 
matched or exceeded bv a shortfall in the rate of which A projects can 
be initiated, so financing would probably keep pace vith execution, even 
if both fall short of what is proposed. 

In appraising the demands that the Plan will miake on Indonesia's 
economic resources, the planners appear to have taken into account only 
the capital costs of the projects. They have apparently left out of 
account the imports and domestic resources required to operate the 
projects, both those that the projects require for their own use and those 
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that are required l% other domestic enterprises that supply tile projects,directly and indirectlY-. The have also left out of account rhe demandson foreign and doiCstic rcs(OIrces that will arisc from the increases indemand for consumer and invcstment goods that 'will be generated bythe capital expenditures made under the Plan. Ali expanding economy,requires growing invecntorics, especially inventories of goods i proccss.These additions to inventories use economic resources and have to befinanced out of current savilif, ist as do other forms of investment. ThercsoLlrces required for this purpose may constitute a substantial fractionof domestic saving. l'ailIurc to talle this use of resources into account,"1hich is a conn1111l one in pl:nin1 , leads to underestimation of inflation
ary presssure and pressure on the ha:rance of paylents.


[hese defects in the planninlg process could 
 be remedied b, anincrease of ecoonilic sophistication in the planning process.
Indonesian officials, with a few exceptions, feel that efforts to preventinflation would conflict with development and that development is anobjective of higher priority. They also feel that the problem of inflation wvill be less severe than in the past because the Development Planwill increase output and thereby help keep prices down, and because,now that the Rebellion has cnd'ed, rilitarv expenditures can I)e stabil

ized.
 
The Team thinks that this view underestimates tile adverse effect ofinflation on developtmlent. Although its adverse domestic effects are notas serious as in morc monetized econoiies, inflation ias diverted resourcesfrom production for exports to production fir doniestic consuIllption, hasdiverted goods froin producing to hoarding, has expanded the demand for
the imports, and create
will difficulties in meeting the rupiah costs ofprojects. The effort to deal with it bY direct controls, moreover, absorbs
much of the energies of skilled administrators and policy makers, diverts
fo:eign exchange 
to the black market, thereby depriving the Governmentof -ontrol of a scarce resource, and increases the incentives for and
 

rewards of graft and corruption.
 
The Team also believes that Indonesian oflicials are overestimating

the price-restraining effects of output increases. Becauseare acconipanied b) equal increases of such increases mone -vincome, which cause in
creases of demand, they do not cut excess demand bN" the amount of theincreases in output but i)v only a fraction of that aniou'nt. 

Indonesia has been living on its capital bY failing to maintain inventories, to keep capital equipment in repair, and to replace overage rubbertrees, oil-and cocomut pahlms. The highest priority should be given tobrilnging utilization of existing plant and equipment to its full potentialca1pacity. The Team believes that Indonesia wvould progress faster by 
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postponing new capital projects that do( not serve this cnd directly or 
indirectly. 

Maintenance of capital and cfficient operation in gcneral is not nerelv 
a matter of improving technical and managerial skills in individual plants,
:ineed which is well recognized. It also requires improved general
planning and especially management of foreign exchange to assure suffi
cient allocations for spare parts and materials. It must be rccognizcd that 
any eco'ioiny, irrespective of its social organization, is limited b" ccrtain 
co lstraints. Capital must ile maintained; inventory expansion absorbs 
resources; increases of current output give rise to othier indirect demands
for imports and currcnt production; and inflation increases the demand for
imports and diverts resources from exports to domestic uses, and from 
production to hoarding. 

\\c consider the Fight-Year Plan a big step forward. It is more than 
a mere list of desired projects. An effort was made to inat-!h expendi
tures and the means of financing them. The need for review and reap
praisal is recognized. Its most iniportant aspect, one that outweighs its 
deficiencies, is that it was formulated, and has behind it the full authority
of the Government. President Sukarno's assumption of personal respon
sibilitv for the Plan is a new element in the situation. The attention of 
officials has been focused Oin development. The*" have been doing serious 
thinking about thcir problens and that is an important first step toward 
solving them. According to observers of the Indonesian scene, there has 
not been before such concern for econonmic progress. 

OiJi.:c'rivi:s AND CRIT:RIA oF UN'iT'.:i STAv.:s Ain (Cx'r: V) 

The above description and analYsis lead us to certain conclusions 
about the objectives and character of aid to Indonesia that need to be 
stated before we present our recommendations for aid. The Team be
lieves that the primary objectives of United States policy toward Indo
nesia should be (I) to help Indonesia gain the strength to maintain its 
independence; (2) to help it become a politically viable nation; and (3)
to assist Indonesia in developing an expanding and self-supporting 
CconoIIIV.
 

These objectives, 
and the belief that aid can help attain them, rest 
on a number of premises. The first is that Indonesia'sability and waVilling
ness to maintain her nationalindependence is of great present and future 
ilm/portanLce to the United States. With a large population, occupying a 
vast archipelago, with its wvestern islands in sight of the Southeast Asia 
mainland, its northernmost point only a few hundred miles from the 
Philippines, and its southeastern islands close to Australia, the future of 
Indonesia will certainly have a major influence on all of Southeast Asia 
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and the South Pacific. Her economic potential-over an extended time 
horizon-can be translated into greater actual strength than that of other 
countries with poor resources. 

The second premise of our recommendations is that Indonesia has 
not only the willingness but a strong desire to maintain her national 
independence. 

In the third place, wc bclievc that the potentiality for strengthening
Indonesia's ability to maintainher independence through foreign assistance 
is substantial. This ability will depend on her internal strength onand 
the loyalty of the pcople to their government and institutions. The 
Government is trying hard to build up a national idcntity, both through 
economic development and through other less tangible means; it is signi
ficant that the Fiiht-Year Plan is called "T[he National Over-All )evelop
mient Plan," and not simply a plan for economic development. Aid of 
the appropriate kind can help develop this internal strength. 

This leads in turn to our fourth premise; that aid should be designed 
to give effective long-term support to Indonesia'sdevelopment. It takes 
time to develop internal strcntgh. 

In terms of the "self-help" criteria of foreign aid, the identification 
of high priority development objectives, the recognition of the need to 
mobilize resources, and the formulation of the new Eight-Year Plan are 
evidence of progress. The extension of primary, secondarv and technical 
education and the concern with improving transportation are also evi
dences of the attempt to mobilize the resources of the whole population. 
In fact, the great effort in the field of education over the last ten years is 
strongly favorable evidence of the desire to improve the level of skills 
of the people and of effective performance. We interpret the criterion of 
reducing dependence on external resources as strengthening the ability to 
service foreign loans and equity investment, since development generally 
calls for increasing, not reducing, the use of foreign Over theresources. 
'ears Indonesia has not managed its foreign resources well. However, it 

realizes the need to manage them better. It also has a program to increase 
its exports, and its )evelopment Plan emphasizes reduced dependence 
on imports of foods and textiles. 

Efforts to tap the energies of the people are being made by a number 
of means. The energies of private enterprise have not been sufficiently 
tapped, but private enterprise continues to exist alongside State enterprises 
in manufacturing and the distributive trades. Legislation to establish a 
new Development Bank for Private Enterprise is pending, and certain 
limited portions of the Eight-Year Plan are designated for private enter
prise. 
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Our analysis suggests some of the characteristics of desirable United 
'States aid. First, since long-run influence of aid is likely to be greater
the more fundamentally it is related to the promotion of Indonesian 
national objectives, we should be willing to support these objectives.
Our aid nrograms, therefore, should place major emphasis helpingon 

Indonesia build a strong and independent nation.
 

Second, the United 
 States should accept the Indonesian view that 
her over-all national development requires some increase in consumption 
in the first three ,ears of the Plan. 

Third, since the most severe limitation on Indonesia's capacity to 
absorb capital is deficiency in skills and experience, our aid for any given
projec . should include all necessary training of personnel and should 
otherwise he comprehensive enough to assure that the project can be 
successfull, operated by Indonesian personnel after it is completed. We 
should encourage investment to or slightly beyond the limits of existing
al)sorptive capacity, recognizing that mistakes may be made but that 
they are an inevitable accompaniment of the increased experience neces
sary to expand !ndoncsia's economic capabilities. 

Finally, w,%cshould not support projects that are so technically ad
vanced that they cannot be run with even reasonable efficiency and do 
not contribute to Indonesia's coral national development. 

Our recommendations are designed to carry out these principles. 

RECOMME.N DED Nrw Ali) PloGlMs (CHAPTER VI) 
The new aid programs we recommend involve total foreign exchange

costs which we estimate at between $325 and $390 million. In most cases,
these costs cover a five-.year period. Of the total, we recommend that 
programs involving $125 to $155 million be financed nmultinationall,. 
The remainder, ranging from nearly $200 million to nearly $235 million,
would be financed by, the United States through the grants and loans that 
are described below. (The costs of tile twelve recommended new pro
grams are summarized in Table I-I ). 
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Table I-I
 

PROPOSALS OF ECONOMIC SURVY TEAM FOR NEW U. S. DOLLAR
 

EXPENDITURES IN INDONESIA
 

Rccommen- Duration 
dation of program Amount

Number Proposed Program (,ears) (Million Dollars) 
Grants 

I Education 30 to 40 
Fellowships for graduate study" 5 10 
Anicrican faculty for Indonesian 

universities 5 9 to 12 
Technical and vocational training, 

including Army program 5 5 to 7 
Research institutes of Council of 

Sciences 5 4 to 8 
Smaller educational projects 5 2 to 3 

2 Transportation 6.6 
Roads 5 0.9 
Railroads 5 2.0 
Sea 5 2.7 
Air 5 1.0 

6, 9 
& 10 

Resource surveys, including 
tin and coal 3 2.1 to 3.1 

7 Food production and distribution 3 3 
II Statistical services a 
12 Regional Research Center 8 Job 

Total grants 51.7 to 62.7 

aProposed for U.N. financing at total cost of $1 million. 
b U. S. share of proposed multinational financing. See Chapter VI. 
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Table 1-1 

PRoPos.A.s OF ECONOMIC SURVEY TEAM FOR NEW U. S. DOLLAR
 

EXPENDITURES IN INDONESIA
 

Recommen- Duration 
dation of program Amount 

Number Proposed Program (years) (Million Dollars) 

Loans 
2 Transportation 40.2 

Roads 5 6.2 
Railroads 5 19.0 
Sea 5 5.0 
Air 5 10.0 

3 Spare parts and machine shops 3 25 to 30e 
4 Inventory replenishment 1 '2 to 2 20f 
5 Acceleration of rubber replanting 8 9 
6 Tin 3 12.5 
8 Capital for light industry 3 30 to 50 
9 Energy 18.0 

Electric power 4 15.0 
Coal 2 3.0 

Total loans 145.7 to 170.7 
Total grants 51.7 to 62.7 
Total grants and loans 197.4 to 233.4 

e U.S. share of proposed multinational financing. See Chapter VI. 
fU.S. share of proposed multinational financing, excluding sales of surplus com

modities. 
sProposed for financing by International Bank for Reconstruction and Develop

ment. Cost roughly estimated at $45 million. 
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These programs arc recommended as additions to the existing grant
programs of about $17 million for the fiscal ycar 1962 that we recon
mend be continued. (See Chapter VII for our recommendations regard
ing existing grant programs). The average annual cost of the programs
financed by the United States wculd be $56 to $63 million in the first
live years, excluding aid under P. L. 480 and assuming that All) grants
wVould be continued at the rate we have recommended for the fiscal year
1962. This is approximately three times the $20 million ann'.ml average
of economic aid in the past five years, again cxctling aid under P. IL.480. 

1. Ialducation and Traiuing-$30to $40 million (grants). 
No expenditutrc in an underdeveloped economy pa's larger dividends

than investment in humian capital. Aid to education and training is also one of the activities which the United Stares can provide most success
fully, particularl. aid to higher education. \c recommend in expansion
of fellowship aid for graduate study in the United States, estimated at
310 million over five years. Continued aid inl providing American
professors to newsupport or strengthened university faculties is recom
imended, costing $9 to $12 million.VocatiOIn:Il trainin Tihe great need for technical andis recognized by the Indonesian Government, and 
its i)evelOpicnt Pl:"r calls for a large expansion in facilities. Aid of $5 
to $7 million, chiefl' for technical equipment and teacher training, is
recColllllendcd to suppo,-t both the Alinistrv of lducation and the Army's
program of traiiling soldiers for return to civilian life. $4 to $8 million 
is recommended to aid the Council of Sciences in creating seven new
scientific institutes. Ai additional $2 to 53 million is envisaged for smaller
primariy and secmld:,r' v school projects, particularly the further develop
ieit of English lanuage training, including aid for pulblication of
English language textbooks.
 

2.Transprtation-46.8million (56.6 million grants, $40.2 million loans).
One of the basic prerequisites for economic development is improve

ment of transportation; this is particularly necessary in a country like
Indonesia, with its thousands of islands. American survey teams have
recentlyv co' mpleted studies of both hind and sea transportation (including 
port facilities). Our recommendations take account of their proposals,with due allowance for the fact that some types of equipment and aid arc.
best provided 1* other countries. Our recommended aid is dividel
approximately as follows: Roads, $7 million; Railroads, $21 million; Sea,
$8 nilllion; and Air, $11 million. 
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3. 	Spare Partsand Alachine Shops-S50 to S60 million (loans), one-half to 
be the U. S. contrilution. 

In Indonesia, as in most developing economics, excess industrial 
capacity coexists wtih great shortages of industrial products. Two of 
the critical reasons are the shortare of skillcd maintenance and repair 
personnel and the inladequate supplies of spare parts. These problems 
cannot bc s.lvcd overnight, and we are aware of the difliculties to be sur
iiiountcd in successfull, attacking them. However, improvements vill 
yield the greatest immediate return of any investment in Indonesia, and 
thus make a major effort \o.rtl the cost and energy cxpcndcd. Wc pro
pose the cstahlishmcnt of spare parts depots under trained Anl rican 
technical supervision, beginning with a few sclected industries. Attached 
to these central depots \vould he machine shops (some mobile units) for 
making unavailable parts, and performing the vital function of training 
skilled machinists alnd lmechanics. We believe the successful operation 
of 	a few i anMajor dcpots would have important beneficial effect on atti
tudes toward maintenance and on the development of improved main
tenance services throughout industry, and would focus attention on the 
critical need to provide for adc(]uatc prO ct ren lcnt of spare parts. 

4. 	Replenishment of Inventories-$75 to $100 million (loan), U.S. con
tribution to be $20 million, excluding sales of surplus commodities. 

Another critical factor limiting output from existing industrial plants
is the chronic shortage of raw, materials. Insuflicient financial reserves 
on the part of both public and some private enterprises, the inability of 
any' large group of private importers and middlemen willing and able to 
maintain adequate inventories to function effectively, and the erratic 
management of foreign exchal ge., all contrilbute to this prlblem. The 
shortcomings of sea, port and land transportation facilities further aggra
vate the problem of getting Orders to factorics With much regularity.
We recommend unmultinational financing by many of the suppliers of 
Indonesia's raw materials to finance the building and maintenance of 
adequate inventories )f vital material imports. Training in the manage-
Mient of inventorCies and appopriate controls in order to maintain them 
will be essential to mininize the harmful effect on production oif varia
tions in the balance of payments and foreign currency reserves and to 
attain the basic objectives ,Of this pr,,gram. The marked improvement in 
production during the brief period in 1960-61 when import restrictions 
were eased is evidence of the high yield of such an inventory program. 
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5. Acceleration of Rubber Rephating--: 5 million (loan), recommendcd 
for financing through 1BI3). 

Indonesia depends on rul)ber for approximately one-third to one-half
of export earnings, and the decline in her compctitivc position in the 
world rubber market ,hakes the maintenance of rubber production critical.
Successive problems have left Indonesia with a dangerously high propor
tion of overage trees and declining output. Rcplanting and new planting
have been insufficient to Maintain the number of trees, much less to make 
up for two decades of undcr-planting. A vigorous program of cutting
down ovcraged trees and replting i new high-vielding stock is re
quired. Replanting, however, invholvs an immediate loss as the old, lowyielding trees are replaced with new ones, which produce nothing for
five to seven years. We recommend, therefore, that Indonesia be helped
in securing a long-term loan to compensate for the ternporary loss of 
approximately $39 million of rubber earnings during the period of acceler
ated replanting, and to purchase necessary equipment and materials,
supplemented by some technical assistance. We estimate that export
earnings wvill decrease by approximately $39 million due to this program 
over an eight-year period. Ve feel that this is aIproductive loan, and 
should be "hankable". \Ve suggest that it be financed by the Interna
tional Bank for Reconstruction and Development. 

6. Increase of Tin Production-Up to $I00,000 rrant and p to $12.5 
million 	loan.
 

\Ve recommend 
 aid for surveys (if certain existing tin mines with a
view toward rehabilitation, and of another site that offers mining possi
bilities, financing such surveys by development grants. Indonesia has 
been unable to fill her international tin quota in recent years, and has 
thus failed to realize a significant amount of potential export earnings.
If the survey warrants it, a loan is recommended for the reopening and 
improvement of existing tin mines and the opening of others in Bangka 
and Belitung. 

7. Improvement of FoodProductionand Distribution-$3million (grant). 
Indonesia now spends approximately $100 million a year on rice 

imports, and her population is growing at a rate of about 2.5 percent
annuall'. Thus, increasing rice production is of paramount importance.

Ve recommend the continuation of United States aid to agriculture,
concentrating on technical assistance to improve high-yield seed produc
tion and distribution, fertilizer distribution, and control of pests and plant
diseases. This, wc believe, is an adequate program for United States 
participation, supplementing our continuing agricultural education pro
gram. Support of additional facilities for fertilizer production would be 
useful, but should be postponed. (See page 22.) 
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. Capitalfor Light Industry-S30 to $50 million (loan). 
Shortages of fixed capital have restricted the growth of light industry, 

partly because such projects are not as dramatic as heavy industry projects 
and 	 therefore do not always get sufficient government attention, and 
partly because about 85 percent of this sector is privately owned and 
operated. Ve recommend that a loan of $30 to $50 million be made to 
provide foreign capital for light industries. Part of this sum should be 
lent to the State )evelopment Bank; the use of the remainder should await 
tile establlishment of the proposed Private Developmcnt Bank. The United 
States and Indonesian (overnments should work out procedures to 
ensure the best use of funds to speed the development of private and 
public enterprises in light industry. )irect foreign aid (public or private)
to 	private industry is not favored 1)y the Indonesian Government; how
ever, foreign funds lent through one of the Indonesian Development Banks, 
we 	have been assured, would be welcome. Since the aid is institution
building, this would seem to be an appropriate means of United States 
assistance. 

9. 	 Eiu'rgy-$18 million (loan). 
Indonesia is expanding her electric power facilities, a prerequisite for 

further industrial growth. The Team believes the United States can be of 
most assistance in improving the long-term efficiency of distribution of 
power. "*e recommend $15 million to aid in developing interconnect
ing 	regional grids on Java in order to make better use of the existing and 
proposed additional power capacity. 

In order to help the Indonesian Government develop the Bukit Asam 
coal 	mine, the Team recommends a grant to finance a survey of this 
mine. If the survey confirms that the output of this mine can be effec
tively expanded, the Team recommends a loan of up to $3 million to 
finance technical services and equipment. 

10. 	 OtherResource Surveys-S2 to $3 million (grant).
 
In addition to tin and coal, above, other mineral and forest 
resource 

surveys are esential to adequate planning for development. We recom
mend that favorable consideration be given to requests where United 
States participation is appropriate. 

11. 	 StatisticalServices-$I million (grant) recommended for financing by 
the United Nations. 
Economic planning is severely restricted by the absence of adequate 

data oi population, manpower, produL".on, trade, national income, etc. 
$1 million has been requested from the United Nations Special Fund for 
training personnel and improving data collection in economic and social 
statistics. If the United Nations does not act favorably on Indonesia's 
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request, the United States should initiate other multinational support 
for it. 

12. 	 Regional Center for Technological Rescarch-$10 million (grant) as 
United States share of multinational financing. 
Students of economic development have become increasingly aware 

of the need for research to develop technical methods that are more 
appropriate to developing nations, where labor is plentiful and capital 
scarce. The techniques of the Vestern nations are appropriate to their 
own environment, where the relative proportions of labor and capital are 
very different, and Western technicians find it difficult to think in terms 
of any other environment. 

We recommend the cstablishment of a research center, preferably in 
Bandung (already a scientific center, and unusually blessed with temperate
climate and a certain symbolic significance in Asia), with an international 
staff of technicians. In such a center, technicians from developing coun
tries could learn frmin each other as well as from technicians accustomed 
to the wlys of the more technologically advanced countries. Such a 
center in indonesia could service a wide region, or might be one of a 
number of related centers in various countries in Asia. We feel such a 
project could be one of the most successful demonstrations of American 
friendship and interest. not considered aid toIt should be Indonesia 
specifically, however, since it is designed benefit other countriesto as 
well. 

DeferredProposalsfor Assistance 
The Team has considered many other proposed projects but refraqi.;

from recommending them on the ground that they seem either prematw.i! 
or of questionable desirability. 

Expansion of fertilizer productionis highly desirable, but three large
projects (one U. S.-supported) are under way and further expansion
should await the successful operation of these facilities and solution of dis
tributional problems. 

Aid to provide additional ships for the maritime fleet is not now 
recommended because existing ships are not now being fully utilized, and 
trained masters and crews are lacking. 

Indonesia's transinigrationprogram for moving people from Java to 
other islands has not worked with much success. Although such move
ment is highly desirable, we believe that improvements in transportation
and in economic conditions in the other islands will, over the ccurse of 
time, stimulate spontaneous movement. In any event, the program is 
largely dependent upon internal financing and organization, and should 
not receive a high priority in our foreign aid. 

22 



An American firm is now making preliminary surveys and plans for 
an integrated rayon complex. We have misgivings about this project,
first because experts regard the present proposal as not suited to Indo
nesia's resources, and the cost of alternative proposals is not known; second,
because the manufacture of rayon from timber to yarn is too complex a 
process to be a good next step in the present state of Indonesia's industrial 
skills; and third, because an integrated project involves high capital costs
and would be a poor use of scarce capital, compared to alternative uses.
A revised proposal, however, will deserve careful consideration and study. 

Indonesia desires aid in constructionof petro-chemicalplants, but we
feel that plans are too vague at this time to permit us to judge its need 
and practicality. 

We see no strong reasons for suggesting United States participation
in areas where other nations are better suited or where satisfactorv arra-igements are already in prospect. We believe that our goal should be to 
encourage economic development, even if it is financed from a variety
of sources, in the belief that a prosperous and developing nation will 
have the best chance of maintaining independence. 

Tiiw PRESENT UNITED STATES TECHNICAL AID PROGRAM (CHAPTER VII) 
The Team was requested to review the present program of the United

States Operations Mission (UiSOM), which administers the AID portion 
of our aid. 

CONCLUDING REMARKS (CHAPTER VIII)
 
We reconmend a of aid to
program Indonesia designed to help


develop the pre-conditions for self-sn.stained growth in the light of the
long time perspective that we regard as appropriate to Indonesia's develop
ment problem. Although we have not recommended any large capital

projects at this time, continuing review 
 may bring to light industrial
projects which the United States should consider for support. As Indo
nesia makes further headway the United States should be prepared toexpand its initial commitments. There hopeful signs of rising comare 

petence in government agencies, and United States support at this time
 
may be a means of strengthening this trend. 

We recognize however that, at best, management of the economy
can improve only slowly. At the beginning of Indonesi..'s Eight-YearDevelopment Plan, is the time for the United States to decide to use
possible means of strengthening Indonesia's economy. 

all 
The Team is

strongly of the opinion that an expanded program in Indonesia is wellworth undertaking in the interest of America's long-run goal of a free 
world. 
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CHAPTER II
 

THE EMERGING NATION: POLITICAL, SOCIAL AND
 
ECONOMIC CONDITIONS
 

Upon arrival in Indonesia, one finds many conditions which mark a 
young, developing natio;1. Ihere arc man signs of activity and hustle, 
hut also of eas-goin g traditional lbeha,ior. Contrasts and paradoxes are 
many. One sces at first hand that Java is responding to modernity, though 
with an ahread" dense popula tion, and that Sumatra is rich in partly devel
opcd natural resources and is sparsely settled. The standard of living is 
rclativcl\ low; but Nature is kind in Itndoncsia, and povcrtv is not as dire 
as, for example, in parts of the Indo-lalostan subcontinent. The sur
viving dcgree of rural econiomic and institutional autononi' limitF the com
petence of central administration, but has enabled this nation, which is 
rather well endowed, to weather a series of criscs with resilience. 

A Walk in a crowded retail :ection of the capital, or an evening of 
dances and gamelan orchestras, impresses one with the cultural and lin
guitic complexity of this archipelago. Such pluralism presents imany 
problems for administration and nation-building. No wonder that the 
national crest hears the hopeful motto: "Unity in l)iversity'." l)iversit\y 
is apparent in such facts as the resistance of regionalism, tile cultural leaven 
of succcssive aninist, Buddhist, Hindu, Muslim and Christian influences, 
the ninety or more native languages or dialects. 

Unity is strengthened by tile facts that 95 percent of the people are 
of Malavan stock and that Indonesian has become a national language, 
by the sihared experiences of Japanese occupation and the revolution, and 
by antipathy to the Netherlands. 

National self-determination is obviously generating new energies and 
motivations. Vhile wanting to avail themselves of many of the material 
and institutional features of more developed countries, indoncsians wish 
to modernizc in accordance with their own identity. In rejecting liberal 
parliamentarianisi and promoting "guided democracv" since 1956, Presi
dent Sukarno has sought justification not on1lN in tile need for greater 
political stability but also in the desire to preserve and extend traditional 
communal values and practices. There are, of course, opportunities for 
individualism, but much official emphasis is givcn to the quest for new 
modes of collcctivc organization and action. Foreigners note the marked 
nationalism and the ideological content of many state pronouncements. 

In reaction to their colonial experience, Indonesians are inclined to 
identify individualism with selfishness, and capitalism with acquisitive in
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justicc and imperialism. Their own conception of freedom and voluntar
ism leads them to reject repression and forced collectivization, thus 
producing their own brand of socialism. 

Appropriation of 3.25 billion rupiah for structures for the 1962 Asian 
Galies, the proposed building of almassive national monument which will 
displace 17 usable buildings in Mclerdcka Square, and the construction of 
()nc of the world's lrgst moSqlueS, are significant symbolic acts for the 
Indonesians in their effort tol build a nation. Whiie usual!\- modest in 
personal behavior, people in mobilized groups and persons of special status, 
such is national oufccrs. are often proud and sensitive about national issues. 
In contrast to the Japanese, %ho rcadilY hired expert advisors during their 
,leiii pei'od of modernization and wtio had n,, ,cl ,olial 4.pyeicnce 

against which to react, silnc Indonesians have been less willing to accept 
fhreit'il assistance. This reluctance appears to lie changing, however, as 
the' gain more experience with "turnke'v-plus" capital proiects, and 
simlilar t~vpcs of coClperativc dC\'clopicnts. 

PoiiI'IC.\I.[CALCI.sF ,Ni (ANDxlNrIONS 

\ hen (ole11iects an Indonesian official of, sa*v, thirty two \-ears of 

•g, it is pr, hable that liefought in his c'ountry's \\ar fo r independence 
when lie \\-:Is lgCd tifrccn to nineteen. If he is older, he maV have parti
cipated in liationa list imoicinclts before and during tile Japanese occupa
rion. Although lie las been a citizen of an independent country foir the 
past 12 years. his present attitudes are still affected byv the years o colonial 
rlel and the struggle for national self-detcrnination. Nationalism and 
resentment have led to the elimnination of the Chinese fri'lli andretail 
ionmey lending rI-cs in rural areas. The large sector of state enterprises 
has placed hea'vy hurdcns cln public administration. Thus, attitudes caln 
produce pOlitical and economlic facts. While still reacting tim their colo
nial past. lndmicsians arC seeking a respected place in the constellation of 
nations. l:cc monllic development is seen not only as a means to improve 
livelilool, consulmption and cultural advantages; it is also considercd 
nccessar* fora place of impMItance among the ,ations of the world. 

In clcinial da*'s and through 1957, tile existence of a dominant IDutch 
capitalism, in the eves of most Indonesians, prevented tile cnmergence COf 
the nation's true identity. This fact, therefore, lent force to One of 
L.nin's central theses, iinliibed decades ago b" local nationalists. that 
capitalism and foreign imperialism are one. Man" Indonesian citizens tom
da" recognize that foreign oppression can take man\y forms, and that the 
tvpe tile\- combatted is a waning phenomenon; but publicly they continue 
to denounce \'CstiizCS if tile old system. 
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The avowed domestic policy of Indonesia is to proceed by stages to 
a socialist economy in the interest of social welfare and justice. Indo.
nesian leaders argue that scarce capital must be channeled by the state and
that the weak must be protected. Those who control policies have been
prejudiced against the functions of a market mechanism, not fully recog
nizing that, as, for example, in Yugoslavia, it can serve as incentive and
regulator in both public and private sectors. Modification of this view
is becoming apparent, and more people realize that state enterprises pro
ducing certain domestic, as well as export, commodities can use private
interests to provide a sizcable surplus to facilitate morc rapid capital
formation in the public sector. Actually, the Indonesian economy is at 
present a blend of public, cooperative and private enterprises, with the
first sector occupying a dominant position. Private businesses are mostly
modest in scale, and many form part of associations in which the Mini':try
of People's Industries has an interest; access to credit from state banks
also entails controls. But many an underpaid official holds a second job, 
or supplements his salar 
 b private trading or investment in manufac
turing. Some consider the latter an assurance that private business interests will continue to he tolerated. Moreover, Chinese who are Indonesian
citizens continue to be active as merchants and petty entrepreneurs in cities 
and sizeable towns. 

Indonesian leaders are ideologically selective. They have rejected
such Communist doctrines as the inevitalbilitv of class struggle, dictatorship
of the proletariat, denial of God, and international Communist disciplines.
They conceive of a developing social harmony fostered by a distinctlv 
Indonesian variant of socialism.
 

Another 
 paradox in Indonesian politics and administration is the
sometimes tense, though usually tacit, coexistence of centralism and

regionalism. The present leadership is opposed 
 to f2deralismn, since that
 
system was connected with Dutch schemes and the 
 Round-Fable settle
ment in 1949. \Vithin a decade or so the archipelago will doubtless be
 
more complctcl*N integrated b, lines of transportation and communication.
 

Interpersonal relationship among Indonesian strike the Westerner as
particularly- good. One sees relativey little evidence of emotional stress 
an, strain family and societal relations. A sense of egalitarianism is 
strong; the village hleadman's house is not much larger, nor more ornate,
than those of his fellow villagers; there are no great extremes of poverty
and wealth within a village. 

So, too, the traditional village decision-making process emphasizes 
a shared and cooperative endeavor. Gotong-Royong, or mutualiy of 
assistance, Alusjn'ara, or discussion, and Mufakat, or consensus, are the 
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expressions of this process. It involves a joint endeavor in which all 
issues are put forth and thoroughly discussed, and agreement is reached 
without vote, on the lowest common denominator. It is in concept
almost like the Quaker meeting. In recent years these traditional village 
terms have crept into the phraseology of Indonesia's leaders when they
describe the objectives and methods of "socialism a ]a Indonesia", and their 
expression strikes a responsive chord in the ways of thought of the Indo
nesians. 

The pattern and influence of traditional values are inevitably chang
ing, but much time will be required for the many subtle adjustments to a 
new technology, new institutions, and the policy-making requirements of 
an independent-and interdependent-nation. During this era of transition 
there are bound ro be many disruptions in interpersonal relationships which 
will in turn affect Indonesian policies. The United States must under
stand the causes for such disruptions and adjust to them, at least in part,
if it is to maintain satisfactory relations with Indonesia. 

IN)ONESIA's FOREIGN POLICY 

As the y(ung nation has sought domestic institutions which would 
suit and express its ethos, composition, and aspirations, so in foreign affairs 
it has sought recognition of its dignity and status. Since Independence,
Indonesian foreign policies have been developed to achieve objectives
which can be summarized under six headings as follows: 

1. The rapid and complete elimination of lVestern colonialism in 
Asia and Africa. In his speech on Independence Day in 1960, when Presi
dent Sukarno broke diplomatic relations with the Netherlands, he declared: 

"We continue to hold fast to the basic spirit of the Revolution, that 
is, to gather tip all national and international forces to fight against 
and finally to wipe out imperialism and colonialism, wherever they 
are, and in whatever form they may be". 

So, for example, Indonesia has supported the strivings of Algerians and 
Angolans for independence. Reacting, as they naturally do, to their own 
colonial past under a European, capitalist, imperial autlhoritv, Indonesians 
have not always been ready to recognize imperialism in other forms, 
particularly\ in revolutionary guise. 

2. Incorporationof Vest Irian (JVest New Guinea) into the Repub
lic of Indonesia. Indonesia's attitude toward virtually all international 
issues has been deeply colored by the Vest Irian question. Since the 
transfer of sovereignty in 1949, there has been no settlement of rival Dutch 
and Indonesian claims to this sparsely peopled wilderness. Indonesia 
asserts that its sovereignty is incomplete without West Irian. When 
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repeated negotiations with the Dutch failed and appeals to the United 
Nations brought no satisfactory results, Indonesia shifted in 1957 from 
a policy of what Sukarno called "friendly persuasion" to one of "con
frontation of all our national forces with those of the Dutch". All
remaining l)utch interests in the archipelago were nationalized late that 
year. When, in mid-1960, the Dutch sent a naval squadron, including 
an aircraft carrier, to Vest Irian and added military reinforcements, Indo
nesia broke diplomatic relations with the Netherlan'ds. 

lndhnesi: has continued to seek world sympathy for her side in this
dispute. Her claims have becn fully supported by the Sino-Soviet Bloc,
and the USRR has offered munitions and equipment which could he used
for an attempt at forcible annexation. Indonesian leaders have felt that,
b\" contrast, the United States could exert more influence on the Nether
lands and in the United Nations to achieve a formula for peacealle transfer
of this insular possession. Since the issue was again not resolved by the 
United Nations at the 1961 session of the General Assembly, Indonesia 
has intensified its campaign. 

3. Freeing the Indonesian econowyI, from domillation bI, foreigjl
interests particilarl Dutch and Overseas Chinese. As alreadyV noted. 
Dutch interests were taken over beginning in l)ccember, 1957. Pressure 
was then placed on the Overseas Chinese (those w\ho are not natriralized 
Indoncsians) in late 1960, as1959 anld a result of which Chinese traders 
are no longer permitted to function in communities smaller than thekablupaten (sub-district) level; many Chinese ldeparte,! for Singapore and 
Communist China, and activities of Chinese-o\vned banks were sharplk
curtailed. This pressure led to a series of tense diplomatic incidents witi 
the Chinese Communists. 

This concern with foreign domination is strongly reflected in Indo
nesia's policy toward foreign aid. Apart from the residual-although ,-'rv

iniportant-investment in oil and rubber 1)"certain United States and other
 
private companies, the Government has refused to accept further direct 
foreign investment in Indonesia in an\" form which entails control. 
Although it recognized the importance of foreign capital for its economic 
development, the Indonesian Government prefers to receive it in the form 
of loans; it will accept foreign licensing of Indonesian colmipanies, "pro
duction-sharing" agreements, and "turnkev" construction arrangements.
Indonesia continues to accept aid, without strings, from any"and all sources. 

4. An "active and independent" position in respect to the Cold W'ar. 
Indonesia has made it a point to avoid adherence to any of the alliances 
and groupings of either the Free XVorld or the Sino-Soviet Bloc. It has
claimed to examine issues on their merits without prior commitment, and 
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President Sukarno has insisted that the ,ation is "non-aligned" rather than 
neutral or passive, without principles, or without a standpoint. In neu
tralist assemblies and in the United Nations, Indonesia has advocated dis
armament, hoping that it would not only relax tensions, but also make 
niore funds available for economic aid. Indonesia has been outspoken in 
its critlci:im of the United States' role in Cuba, seeing this as a colonial 
issue. It has also critcized other Western actions, usually for their fail
ure to conf;rin to Indoitesia's conception of its own interests. 

As i corollary of non-alirnmcnt, Indonesia did not join S-ATO. 
Although Indonesia is a member of the Colombo Plan, it has declined 
to participate in the newly created Association of Southeast Asia (ASA), 
-which has more recently been initiated b" the Philippines. Thailamd and 
Mlayka. 

5. The active promotion of solidarityand mutua! cooperation among 
all Afro-A siaj nations. President Sukarno's MANIPOIL speech of 1959, 
and many' others, have referred to friendlN' relations with all nations, but 
most particularly w-ith those of Africa and Asia. The Bandung Conference 
of 1955 was a high point in Indowiesia's search for status among the newly 
emerging nations, and President Sukarno seeks to capitalize on and even 
recreate the "Bandung spirit" whenever he can. There was a suggestion 
at the Belgradc Conference that the next mecting of neutral nations should 
be in Bandung. President Sukarno has been particularly interested in 
Africa in the past two or three s'ear!:: 

"Africa is ablaze like a burning fire!" he said on Independence Day, 
1960. "The ammunition has exploded, fused by the spirit of Bandung 

Continue your srruggle, oh Brothers and Sisters in Africa, 
your victory will certainly come!" 

6. Support for the United Nations. Indonesia has supported the 
United Nations. For rile most part, the voices of Indonesian delegates 
have been !-eard in the world forum on issues which reflect the nation's 
foreign policy objectives, such as revision of the United Nations Charter 
to give a greater voice to Asians and Africans; the seating of Communist 
China; transfer of the ieadquarters from New York-because it is in the 
major nation of one of the two blocs-to Africa, Asia or Geneva; and 
support for the anti-colonial struggle. 

SOCIAL. CONDrIONS 

As in most economically underdeveloped societies, the population 
Of Indonesia is "young" in terms of its distribution among age groups. 
Increasing by probably betveen 2.3 and 2.6 percent annually and con
centrated as it is on densely populated Java and Madura, there is concern 
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about the "population explosion" in these islands. As public health andother services are restored and further improved, life expectancy at birth
(now about 32 years) will continue to increase and the rate of population
growth must be expected to rise. Unemployment and underemployment
have increased. This situation, as ,vell as the nature of Indonesian cul
ture and socialism, help to explain the initial emphasis on food and textiles 
in the Eight-Year Plan. 

In contrast to Java and Madura, which have nearly 1,200 persons persquare ieilc, the Outer Islands, sonic of which are cvcn richer in resources
than Java, are sparsely populated. Sumatra and Kalimantan especially,
with 80 and 18 persons per square mile, afford ample land frontiers.
Craft skills and agricultural products have been fairly well developed in some outlying islands, but better economic and political integration would
both encourage, and be encouraged by, improved transportation and
trade. File government's program of "transmigration" has lagged for anumber of reasons, among which are the attachment of Javanese andMadurese to their locales and tile reluctance of Outer Islanders to accept
the movement of whole communities from the more densely peopled
regions. Migration will require expensive preparations to clear land,
build roads, construct housing, provide health facilities, schools and
other services, ensure law and order, and help to mobilize capital forproductive enterprises. One indicator of when Indonesia has reached tile"take-off" stage may be the acceleration of what must some day be a 
great movement of peoples to the Outer Islands. 

According to a recent survey, approximately 36 million people (40percent of Indonesia's population of 96 million) are members of the
general work force; 22 million persons are engaged directly in agriculture
and 14 million in non-agricultural occupations. Of this last number,
about 2 million are employed b, the Government.
 

There are 
no exact figures for the volume of unemployment, exceptfor the islands of Java and Madura during 1956. Of the city residents 
on the two islands, 7percent were totally unemployed; of the rural popu
lation, 38 percent werc "under-employed". With the steady flow ofworkers from rural to urban areas each year, urban unemployment is 
likely to become an increasing problem. 

Despite the abundance of total manpower, there is a severe scarcitV
of skilled workers. This scarcit\, is another serious limitation on produc
tion. 

Three and a half centuries of foreign rule contributed to the crystal
lization, and in some respects, to the atrophy of ancient Javanese culture.
Nationalism, urbanization, and other modern forces are quickening the
decline of such traditional Indonesian cultures and are intensifying transi
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tions to new patterns of institutional life, with their changed systems of
values and motivations. Education and careers in government, in the
services, in the professions, in politics and in business, all contribute to
this change. In this context, change and instability should rather be 
expected than evoke surprise. 

Religion, and with it, traditionalism, continue to play a large role in
the lives of the villagers, the vast rural population. Almost 95 percent of
the people are Muslims, with small numbers of HindLus (primarily in Bali),
Christians (in Sulawesi and North Sumatra) and adherents of other faiths.
As a result of the variety of influences to which it has been exposed,
Islam in Indonesia differs from what it is in the Middle East: local natural 
medicine vies with prayer and Vestern medicine; offerings to good spirits
and protection from evil spirits often mean more than the mulah's blessing;
and the status of women is much higher than it is in the Middle East. 

Education 
One of the most impressive accomplishments of Indonesia since

Independence has been the rapid expansion of education at all levels.
When Indonesia declared its independence in 1945, it had only a handful
of men trained in economics, about 200 engineers (all in the field of civil
engineering, but including such national leaders as President Sukarno and
First Minister DjuanJa), less than 400 physicians, and a scattering of per
sons with advanced training in history, the classics and philosophy
roughly a thousand college graduates in all. In 1950, the year after
independence was won, the literacy rate was less than 10 percent and less
than 20 percent of children of primary school age attended school. In 
1960, by contrast, literac, was up to al)out 55 percent, 49 percent of the
primary school age children were enrolled, secondary school enrollments 
were up from 0.3 to almost 4 percent of the 12-17 year age grkap, ".nd
college enrollments had risen from .04 percent to 0.8 percent of the 
college age group. 

Vhile there has been some deterioration in quality of teaching at
the upper levels as contrasted with the pre-war periodls, Indonesia has
been surprisingly successful in filling the vacuum left by the departure
of the Dutch colonial government in 1949, and the subsequent departure
of most private )utch nationals in 1957-58. In purely quantitative terms,
Indonesia's achievement of the last decade is impressive and is probably
comparable to that of India and tile Philippines. Its accomplishment in
the task of raising the educational level of the population is perhaps best
illustrated by Table II-1, which brings together data from a number of 
sources. 
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Table II-! 

SCHOOLS AND SCHOOL ENROLLMENT IN INDONESIA 

Year Year Year 
1950-51 1958-59 1959-60

Elementary Schools: 
Number 24,775 34,124 37,336 
Enrollment 4,977,304 7,380,767 8,552,476 

Secondary Schools: 
Number 953 4,817 7,007 
Enrollment 139,353 719,526 1,071,341 

Higher Educational Institutions: 
Number 77 228 278 
lEnrollment 1,164 46,495 49,773 

As remarkable as this achievement appears, the problem of training 
an adequate supply of manpower in a variety of skills is far from resolved. 
Man\v schools arc ill-equipped and faculties are inadequately trained and 
poorly paid. Akhough teachers have high social status, the financial 
inducemncnts in this profession are so low as to discourage better trained 
personnel from continuing in education, or to force them to teach only 
part-tinie while earning a living primarily in other work. The Central
Government's 1961 budget for education is only about 4 percent of total 
government expenditures (6 percent of non-defensc expenditures), and is 
equivalent to less than I percent of estimated national income. Vocational 
education has, until vcry recently, lagged behind general education at the 
secondary level, and the needs at the university level in the areas of science, 
engineering, and the various administrative and management skills have 
hardly begun to be met. Attrition rates are very high at the college 
level, and the average student who completes his studies takes about twice 
the minimum prescribed time. 

Despite these recognized weaknesses, the gains made since Independ
ence have been very great. Fourteen universities have been established 
since 1949, the oldest being Gadjah Mada. Because of past privations and 
expanding professional opportunities, education and vocational skills are 
avidly sought. Admission to one of the better universities is a great
honor; to become one of approximately 2,500 university students now 
studying abroad is a much desired goal. During this period of university 
growth, faculties have been strengthened by the use of foreign professors; 
roughly 250 are currently serving in posts in Indonesia, about half from 
the United States, and most of the rest from other non-Bloc nations. The 
early emphasis upon medicine, law and economics has shifted in the last 
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two years; now about 70 percent of higher education expenditures are in 
science, engineering, business and public administration. 

Social JVelfare and Health 
Some advances have also been made since Independence in the area 

of social welfare andi health. Indonesia has paid special attention to 
eradication of malaria and prevcntion of tulerculosis and yaws. The 
campaign against malaria has been waged in Java, Madura, Bali, and South 
Sumatra bv the MinistrY of Health cooperating with USOM and the 
\\'orld Health ()r anizatiOln, and it is hoped that the campaign will be 
completcd by 1967. Alrcady several tens of millions of people have been 
protected by preventive action. 

The number of hospitals and available hospital beds has barely kept 
pace with the growth of population, howcver, and the number of doctors 
has increased onl\ from 1,504 in 1954 to 1,612 in 1960. Important gains
have been made in increasing the number of orphanages, work centers,
and rehabilitation institutes for cripples. New programs have been 
initiated since 1950 for rehabilitation of prostitutes. Some of these gains
in the past decade are indicated by the following figures, taken from 
Minister Yamin's speech in August 1961, presenting the National Planning
Council': draft of the 8-Ycar Overall National l)evelopment Plan: 

Social Welfare: 1950 1960 

Cadres trained for social work
 
in villages 
 250 70,000 

Village social institutes - 13,847 
Cultural centers for isolated areas - 15 
Orphanages 147 238 
Work centers 54 145 
Rehabilitation centers for cripples 1 11 
Institutions for destitute women 4 24 
Pilot projects for rehabilitation of 

the homeless  6 
Rehabilitation centers for prostitutes - 16 

Health:
 
Hospitals 664 
 768 
Hospital oeds 63,080 70,624
Polyclinics 3,020 4,326 
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GNERAL ECONOMIC CONDITIONS 
Indonesia is richly endowed wtih a diversity of natural resources. 

Soils which-though not all fertile-respond to the use of fertilizers, a
tropical climate, and adequate rainfall provide conditions for intensive
agricultural cultivation, particularly on the island of Java. The islands
also have a wide variety of mineral resources-some well developed, such 
as petroleum in Sumatra and Kalimantan, and tin in islands near Sumatra;
others in less developed and under-explored reserves, such as manganese 
on Java, iron ore in Sumatra, Kalimantan and Sulawesi, bauxite in and 
near Sumatra, nickel in Sulawesi and coal in south Sumatra. 

Jndonesia was formerly nearly self-sufficient in food, although rice
imports have risen to an average of about 8 percent of consumption during
the last five years. Since the earliest days of Dutch settlement, Indonesia
has produced a large surplus of exportable vegetable products, notably
rubber, tea, coffee, copra, palm oil, and pepper. With a modest invest
ment in terracing for water retention, rice will grow in most parts of the
islands, and bananas, pineapple and papaya will thrive with a minimum
of attention. A majority of Indonesia's rural population is largely self
sufficient, consuming most of their locally grown products, perhaps bar
ftring or selling up to 20 or 25 percent of their farm production. Rural
housing needs are minimal. A tight roof and a dry floor give adequate
protection; woven matting normally sezves as walls and dividers. 

A tradition-bound agricultural peasantry, accustomed to the village's
subsistence econom, has been both an obstacle to economic development
and a partial safeguard against crises. A typical view is that "Indonesia
 
is a country which can afford to make mistakes; the worst that can happen

if we make too many is that we 
may have to reduce food consumption by
5to 10 percent". At least half of the population exists in a non-monetized 
sector of economic life where the exchange of a few pounds of rice for
labor services, or a piece of batik for a few chickens, is of more import
ance than the international terms of trade or movements in the cost of
living, although many smallhoiders produce rubber, copra, and other
products that are affected by international price fluctuations. The ex
panding demand for imported textiles, the rising level of rural education,
the growth of farmers' cooperatives, the development of paddy centers,
and similar changes are beginning to bring about a greater involvement
of the roughly 70 percent of Indonesia's population in non-estate agri
culture with the affairs of the national economy. 

Landlord-tenant problems have not been the major problem in rural 
Indonesia that they have been in much of arable Asia. After 1870, the
Dutch legally prevented alienation of lands, though long-term leases of 
estates to foreigners were permitted. Most cultivated lands have belonged 
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to communal entities or hereditarily to individuals who could dispose of 
properties only after approval by local governments. But where cul
tivable land is scarce and population has grown dense, Java andas on 
Madura, an estimated 60 percent of the agrarian population is landless. 
Since 1945 there has been a mild trend toward concentration of land
ownership in some parts of Java and some of the Outer Islands, including
Bali. On the latter island, between one-quarter and one-half of the arable 
land is cultivated by tenants. In 1960, the Government enacted a new 
Agrarian Law (plus two supplementary measures) providing for minimum 
and maximum limits on land holdings-depending on type of land and
density of regional populations. Excess amounts are to be purchased by
the State and resold to landless farmers, but there has been a lag in execu
tion of this program. The laws also prescribe narrowly for the use of 
lands by foreign agencies and foreign finns incorporated in Indonesia. 

During the last thirty years of Dutch control, approximately 20 to
25 percent of Indonesia's national income consisted of production of agri
cultural and mineral exports. Just prior to and following Independence, 
export earnings were divided into three approximately equal categories,
one-third from minerals (mainly petroleum and tin), one-third from estate 
crops (chiefly rubber and tea), and one-third from smallholder agriculture
(rubber, copra, tobacco, etc.). Since Independence, two major trends can 
be noted: (1) Although the quantity of petroleum exports has risen 
greatly over the past decade, that of rubber, tin, copra and some other
products has fallen, and export earnings have declined as a percentage of 
rising total national output; (2) Estate production has been falling abso
lutelv since 1940 (and smallholders' output rising) and now accounts for 
less than 25 percent of export earnings, as contrasted with 30 percent in 
1955-56, and 40 percent in 1938-39. (See Table 11-2 for recent production 
and export data for selected commodities). 
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Table 11-2 

PRODUCTION AND EXPORTS OF SELECTED COMMODITIES 

(in thousands of metric tons) 

1956 1957 1958 1959 1960
 
Rubber: 

Production 698 696 678 705 640 
a) Estate 266 258 243 226 214
 
b) Smallholders 432 438 435 479 426
 
Exports 
 679 677 660 689 587 
Ratio of exports to production 97, 970, 97/o 98% 920' 

PetroleumIandits Products: 
Prodution 12,730 15,468 16,110 18,800 20,800 
Exports 10,527 14,314 14,788 16,568 18,000 
Ratio of exports to production 83"' 920/ 92% 82% 86// 

Tin (in concentrates): 
Production 30.5 28.2 23.6 22.0 23.0p 
Exports 31.7 28.0 18.4 18.7 25.3p
Ratio of exports to production 104% 99 78% 85% 110% 

Copraand its Products: 
Production 1,100 1,093 1,048 1,086 1,077p
 
lxports 398 441 246 253 2 78 p 
Ratio of exports to production 36% 40% 22% 23% 2 6 /p 

Sugar (total): 
Production n.a. 1,101 1,061 1,120 9 78 p 
Exports a n.a. 267 191 210 208p 
Ratio of exports to production n.a. 24/o 18% 19% 21 % 

Sugar (centrifugalonly): 
Production 786 828 769 856 675 
Exports 175 143 87 59 35 
Ratio of exports to production 22% 17% 11% 5% 5% 

Source: Tin data from Statistical Bulletin, International Tin Council, 
November 1961. Data for centrifugal sugar from Statistical 
Bulletin, International Sugar Council. Rubber data from Rubber 
StatisticalBulletin, International Rubber Study Group, December 
1961. Other data from International Monetary Fund and Statis
tical Pocketbook of Indonesia, 1960, except for 1960 petroleum 
figures, which were obtained from industry sources. 

a Includes manufactured sugar, residues, and molasses.
 
p Provisional data.
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With a very sinall, although expanding, manufacturing sector, Indo
nesia depends heavily on its export earnings to Iy imports of non
agricultural consumer goods, raw materials (particuiarly fertilizers and 
other chemical products, cunstruction materials :ud textiles), and capital
goods. Vith the rapidly growing population steadily increasing the 
demand for imported consumer goods, and additional foreign exchange
needed to finance economic development and to service past and present 
development loans from abroad, Indonesia needs expanding export earn
ings. 

Amnong the various islands, Sumatra is dhc main source of export
earnings. \\ith mnih about 15 percent of the total population, it accounts 
for about two-thirds of Indonesia's expo.t earnings, as may Ic seen from 
the figures below. Its contribution to the total tonnage of c::ports, which 
is significant ir, connection with the need for transportation facilities, is 
even greater. Java, with about two-thirds of the total population; con
tributes only about 15 percent of thc value of export earnings. 

SouRcE 	oF ExPoRT's, iiy ISLANDS 

(Average percentage, 1955-1960) 

Java and Madura 
By value 

14.9 
By gross weight 

5.6 
Sumatra 68.0 79.4 
Kalimantan 13.9 13.9 
Other 3.2 1.1 

Total 	 100.0 100.0 

Source: 	 Based on data for exports by ports, front StatisticalPocket
book of Indonesia,1960. 

The failure of export-earning industries, other than petroleum, to 
expand or, in some cases, even to maintain output over the last ten years 
can be attributed to a number of factors. Most of the export commodities 
were produced by foreign-owned (principally Dutch) companies or 
estates before 1958. From Independence until 1957, their position was 
increa!,inglv uncertain, and re-investment programs sharply diminished. 
The Government has been reluctant to remiiove squatters from plantations 
and has not undertaken vigorous program of rubber, cocmut and oil 
palm replanting .]nd of industrial rehabilitation. 

Perhaps of equal importance to the relative decline of export indus
tries has been the chronic difficulty in developing adequate management 
and administration. When the Dutch departed they did not leave well
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trained and experienced Indonesian staffs to carry on management of 
foreign-owned companies and estates. Rapid "Indonesianization" after 
1949 meant that, on many estates, former low-level supervisors or students 
fresh from agricultural schools suddenly had to be put in charge of opera
tions; in many manufacturing and trading companies, junior clerks or 
army officers inexperienced in these fields of activitv became managers 
overnight. It is to their credit that the economy did not grind to a stand
still but continued with only modest diminution of output. 

It is clear that Indonesia has a highly developed traditional culture, 
but one which will be compelled to change andidcvelop in many ways
not just economically-to cope with the nccds of a modern national 
society. Prcsident Sukarno, \wiile constantly evoking memories of 
colonialism, is aware that the political pioblcms of the present and the 
future go beyond its eradication. As rccentlh as Septcmber 1961, he said 
to the Belgrade Confcrence of non-aligned nations: 

Yes, Mr. Chairman, let us continue our struggle against colomialismi 
and imperialism relentlessl'! If \c do this, if wc speed up the 
eradication of colonialism and help to hait the colonial wars now 
raging, we shall have done something indeed. l)cliberatelv, I use 
the word "something" because I am full\' conscious that, having 
achieved this, we will not vct have achieved all our aims. In Indo
nesia, I have repeatedly told the people that independence is only a 
bridge, though a precious golden bridge, a bridge for nation-building, 
a bridge for national construction, a bridge for winning better living 
conditions, a bridge for the establishment of social justice. 

He was right in recognizing that Indonesia has much to do before it 
reaches the next stage of development. Flow much will become clear 
as we examine its economy more closely. 
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CHAPTER III 

THE STATE AND PROGRESS OF THE ECONOMY 

Before any conclusions can be reached as to the desirable amount am 
forms of U. S. aid to Indonesian developmlent, it is necessary to assess it 
greater detail both the present level of its development and the directiot 
of changc that is occurring. Wc emphasize the direction of change a 
well as the state of dcvclopment because if two countries appear to be it 
the same state, but one is standing still or regressing and the other i! 
making progress, their abilities to use aid probablY differ and the form!
of aid that are iippr priatc prcsuniabl v also di ffer. 

In making soci an appraisal of Indonesia, we have been hampered by
the gaps in reliable statistics. For example, Indonesia lacks any reliablc 
estiniates of national income and its composition, whether considered froir 
the point of view of investment, saving, andtL consumption, or the indus
tries in which income originates, or the distribution of personal income 
by size. Iven reliable data on the size of population, the rate of growth,
its composition b*y age and the characteristics of the labor force were 
lacking when we wcrc there, although the census of population now being
conducted will supply much of the needed information. The best data 
available seemed to be those on production in individual sectors, some 
elements of the balance of payments, and retail prices in Djakarta. Data 
for production of major commodities give a good indication of general
trends and areas of special difficulty, but we are handicapped by not 
knowing much about the trends of production in the less highly organ
ized sectors of tile econoiiiy and the relative importance of the different 
sectors. These and other statistical limitations should be borne in mind 
in weighing our judgments. 

Our effort to penetrate beneath the surface, however, is less handi
capped by lack of statistics. Any such effort must go beyond evidence 
which statistical data can provide. Our judgments of subsurface trends 
are based largel- on the currents of thought that we observed in talking 
to Indonesian officials and to other Indonesians who appeared to be import
ant in the formation of opinion and decision-making, and in talking to 
foreign observers as well. Despite our inability to spend a great deal 
of time outside of )jakarta, the intensity of our discussions, the willing
ness of Indonesians to spend much time talking with us, and the frankness 
with which many of them did so, give us confidence in our conclusions. 
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Fool) PRODUCION 

Though nature has made Indonesia a land (if potcntial agricultural 
plenty, the production of food in recent vcars is not keeping pace with 
population growth. Although bv 1960 ricc production had risen 30 per
cent since 1935-39, compared with an estimated 33 percent growth in 
population from 1940 to 1960, total food protduction had risen onh" 22.5 
percent. Cassava and sweet potato production \v.cre far aiove pr-war 
levels, but production of sugar, tea, coffee and tobacco were below pre
war levcls, and that of sugar and tea was actually less than the already 
reduced level of 1957. Sugar production, like that of other crops, is 
plagued by increased pest and plant disease, obsolete equipment and short
age of skilled labor. 

Since about three-quartcrs of the Indonesian people, occupying, an 
average of one-half acre per capita, arc engaged in agriculture, and since 
oal, 12 percent of the land area is regarded as arable, the Government 
reaiizes that the main thrust for greater agricultural production in all 
major foods, such as corn, cassava, sweet potatoes, soybeans, peanuts and 
rice, must come from higher yields. 

Rice 
B\v far the most important product is rice-which is th2 basic staple 

of the Indonesian diet and the common man's measurement of abundance. 
Most of it is grown in Java. In response to popular demand, the Indo
nesian Government has imported rice in recent years; it has subsidized the 
price of domestic and foreign rice, and it has inaugurated a rice-g-owving 
program aiming for self-sufficiency by the end of 1962. 

'he Indonesian Government reports milled rice production in recent 
years as follows: 

Production Annual 
(Thousands Percentage 
metric tons) Increase 

1935-39 6,230 
1957 7,338 
1958 7,672 4 V2 
1959 7,795 1 
1960 8,100 4 

Production goals are 8.7 million tons in 1961, 10.2 million in 1962 and 
15.8 million in 1968. The 1968 target is more than 90 percent above 
1960 production and its attainment requires an average percentage increase 
of nearly 9 percent a y'ear. The Government justifies these ambitious 
targets, which are part of the Sandang-Pgan (Clothing-Food) program 
of the Eight-Year )evelopment Program. on the basis of four national 
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objectives: to increase national securityN, to eliminate the need for rice 
imports (e.g., 960,000 toils costing 100 million dollars in 1960), to meet 
the increased rice demand resulting from the expected growth of popula
tion, and to permit an increase of about 15 percent in the average per 
capita consumption of rice. 

In the meantime, the ( overnmint is pursuing a policy of supplying 
rice to certain categories (f citizens at a price well below cost. In 1961 it 
supplied rice to civil servants, cimplo.\ees in state enterprises, and members 
of the Armed Forces at a lixed price of Rp. 4 per liter, even though it pays 
Rp. 5.5 per liter foir rice from Burma and Tl'hailand, and Rp. 7 per liter 
for American PI. 480 rice. According to one estimate, which tile Team 
members could not verifv. the annual cost of the rice subsidy to the 
Government is Rp. 3 to4 ibillion. This assumes, however, that no subsidy
is involved in the official exchange rate of Rp 45 per $1 charged to the 
rice importing agency. Because this exchange rate is unrealistic, sale of 
imported rice involves an additional sul)sidV. Assuming that the tourist 
rate of 90 rupiah to the dollar (which is still lower than the reported 
August 1961 black market rate of Rp. 165-175 to the dollar) is near the 
equilibrium rate, the hidden exchange subsidy alone accounts for half 
the real cost of importing rice. 

The Ministr\" of Agriculture has launched a number (If projects to 
improve the rice \yicld. \With the help (,f the Institute of Rice Research 
at Bogor, three or four varieties of high-yielding seed have been produced. 
These seeds have been transferred to the village seed gardens, where the\
arc planted under the guidance of Agricultural Extension Service officials. 
There is also a special institute at Bogor devoted to research on plant 
diseases and pests. 

Paddy Center Irogra/m 
Following the successful experience of the Philippines, the Ministry 

of Agriculture has undertaken to establish 500 rural centers for the dis
tribution of high-.yield rice seed, fertilizer, insecticides, and farm tools, 
as well as information on how to make best use of these commodities. 
By"the end If 1960, 150 oif these "paddy centers" were reported to exist, 
and by August the reported umuber had risen to 469. If a paddy center 
functions according to plIn, it is expected to make available on credit 
the necessar" seed, fertilizer, and insecticides to individual farmers. TheN
are sold at cost plus a charge of 25 percent. ('This compares with the free 
market interest rate of 36 to 48 percent per annum.) 

To obtain the rice for sale to government employees at concession 
prices, the Govenment attempts to obtain a certain quantity of rice-10 
percent of the crop in 1960-at the height of the harvest season. Its valua
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tion of the rice is competitive with the open market price at this season, 
but is lower than the price the village rice broker and the farmer can get 
on the open market at other times. Brokers and farmers are therefore 
disinclined to sell part of Ole crop to the Government, preferring to hold 
it,
and sell on the open market later when the price has risen. 

Evaluationof Rice Program 
For a number of reasons, the program to raise domestic rice produc

tion has been only partially successful. Some of them are organizational 
and administrative. For one thing, tile Government's budgetary provision 
for training sccd growers and extending seed farms has been inadequate. 
For another, there is a good deal of evidcnce that logistic planning has 
been inadequate to get the required amount of fertilizer delivered at the 
right time, and little indication that the Ministr\ has vet taken account 
of differences in soil conditions in determining wlhat types of fertilizer 
should go to what places. Storage facilities for the fertilizer are also 
in:dequate. There has also been some evidence of resistance to the use 
of urca as a fertilizer because farmers are unfamiliar with its special char
acteristics and because they are often unwilling to believe that the small 
amount required will do the job. 

The research on plant pests and diseases at i!.gor is reported not to 
be reaching the field. At the same time, the Research Institute lacks the 
funds to disseminate the results of research that iscompleted. 

Most reports indicate that tile paddy center program has not worked 
well. Most of these centers are manned bY young officials or retired 
estate workers who have had little experience of this sort and who receive 
few directives as t,,what is expected of them. The'y distribute the fertil
izer but often do not have the technical competence to advise on how it 
should be used. The agricultural extension workers, who are supposed to 
advise on use, do not cooperate well with the personnel of tile paddy 
centers. Both are government officials, are regarded as outsiders, and 
must deal with the village headmen who exercise great control over the 
villagers. Not having been very successful in dealing with these headmen, 
they have been unable to make much progress in modifying traditional 
farming habits. 

Although the Minister of Agriculture and several of his top aides 
told the Team that the paddy center program was in operation, it soon 
became evident that they were aware of at least some of the difficulties. 
For example, the Minister recognized that the problem of getting rice 
growers to repay government loans has yet to be solved. These loans 
•were originally supposed to have been repaid in rice at valuations that 
were often below market prices. Since it proved difficult to get repay

42 



ment in kind, rcpavient in cash is now required. Although this has not 
solved the problem, it is evidence of willingness to revise programs that 
do not work. 

The whole paddy center program is in process of being studied and 
revised. There were evcn some reports that an effort would be made to 
transfer it to the cooperatives at the village level. Sonic agricultural 
specialists exprcssed the vicw that this would he a change for the better, 
but others advised the l'cam that, by and large, agricultural cooperatives 
have been unsuccessful in Indonesia. They were encouraged by the 
government to replace the functions of local storekeeper and money
lender, formerl" hadlCd h\" Chinese merchants who are no ¢'confined 
to the large cities; the\ arc also manned b' unskilled young officials and 
retired agricultural extension workers and" are regarded by the villagers 
as "government organizations to keep control.' An observer sees the 
cooperative as incffective because its effort to get high returns is contrary 
to the non-competitive Gotong-Royong (mutual assistance) tradition of 
the village. It therefore appears unlikely that the cooperatives will suc
cced in increasing food production within the term of the Eight-Year 
Plan. 

h,
Hiugh the bount*y of nature probably makes self-sufficiency in rice,at present or even higher levels of per capita consumption, an attainable 

goal in Indoncsia, the Team believes that domestic agricultural resources 
would be used to better advantage if corn and tapioca were allowed to 
continue to serve as rice sulstitutes, as they have in the past. That other 
cereals are used instead of rice is indicated by the wvide variation in per 
capita consumption of rice among the provinces. In East Java, for 
example, people eat less rice hut more corn and cassava than do people in 
northern Sumatra. If the goal were one of self-sufficiency for foodstuffs 
as a whole. Indonesia could export corn and import rice if this proved as 
profitable as seems likely. Moreover, such a goal would still allow Indo
nesia to substitute rice for inferior foods as incomes rise, and would still 
leave Indonesia self-sufficient in foodstuffs if, in an international crisis, 
shipping were cut off. Vith higher rice prices, the people of sonic 
important regions have, in the past, substituted competitive foods, though 
these werc regarded as inferior. 

Given the target of self-sufficiency in rice alone, an obvious built-in 
obstacle to achieving it is that rice consumption is stimulated by govern
menit distribution of domestic and imported rice at prices well below the 
market price. This makes consumption, and hence production, targets 
higher than would he dictated by normal market criteria. At the same 
time, the low price paid by the government to the peasant for his rice 
creates no incentive for him to increase his output. Moreover, it reduces 
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the amount of rice which he will be willing to sell to the government. 
even if non-price measures succeed in encouraging him to increase his 
production. As long as the government has difficulty in obtaining a 
domestic market surplus for subsidized distribution, it will be forced to 
make purchases abroad. On the other hand, if the government pays a 
higher price for rice to the peasant and continues selling it to civil 
servants and others at a loss, the subsidy for each kilogram of rice will rise, 
more persons will be dcmanding that tley', like the civil servants, benefit 
from concessionary prices, further increasing subsid\ costs, and inflation 
will be accelerated. 

We would not expect that price, bN" itself, would provide sufficient 
stimulus to change the traditional practice of peasant agriculture drastic
ally. WVhat is requi.ed is :. _,m1bination of measures that provide fertil
izer and seed, and the education and credit requisite for their use. But a 
higher price for rice is likely to be an important part of the combination. 

If this combination is provided, however, the harvesting of a bumper 
crop could temporarily deprcss market prices to unprofitable levels for 
growers who are forced to sell in order to pay their debts. Storage 
facilities, transport and marketing organization must therefore be ade
quate to handle a large increase of market supply, lest a couple of bumper 
crops resulting from much larger inputs of fertilizer and improved seed, 
plus good weather, set the program back several 'ears. 

Ve doubt that grovers can bc induced to assume the risk of large 
fertilizer costs unless they have reason, backed up by experience rather 
than promises, to expect that the use of fertilizer will increase their in
comes. Moreover, if growers are to be induced to increase their money 
incomes, the supply of consumer goods available in local markets will 
need to be larger than in the past. In other vords, the rice program calls 
for a system of exchange, with terms of trade sufficiently favorable to 
the grower to encourage production of a much larger surplus above his 
home consumption than that to which he is accustomed. 

In Chapter VI, we shall deal with our recommendations for aid con
cerning food. 

RUBBER PRODUCTION 

Rubber production and rubber exports are of major importance to the 
Indonesian economy. In the past thirty years rubber has contributed 
between 30 to 50 percent of the total value of its exports and during the 
past decade it has brought dollar earnings fluctuating between $260 million 
and $430 million per year (except in 1951, when the Korean War caused 
a sharp rise in the world price and increased Indonesian exports to about 
$650 million). 
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Indonesia continued after World \Var If to be the world's largest 
producer of natural rubber, contributing 35 to 45 percent of world naturalrubber production and approximatelr 20 to 30 percent of total (natural
and synthetic) world rubber production, but since 1959 Malava has out
produced Indonesia anRd now seems to be wcll established as the largest
producer. Indonesia's production dropped about 10 percent )etween
1950 and 1960, while Mala 'a was succcssfullY devclOping and planting 
new high-Yielding trees, w\'hich produce two four tines rubto as much 
bcr per hectare. At the sawe time, s'ynthctic rubber has becomc almost 
fully substitutable for natural rubber.' WVhereas in 1950, synthetic rubber 
represented a little over 20 percent of world rubber output, hv 1960 it 
amounted to almost 50 percent. Between 1950 and 1960, svntletic pro
duction soared from 0.5 million metric tons per \,car to 1.9 million, while 
natural rubber production increased only front i.9 million to 2.0 million. 

The latest s'ntletics are currently selling in the United States for 
25 to 30 cents per pound, depending on type, while high grade natural 
rubber sells for about 30 cents per pound, with the lower grades a few 
cents cheaper. 1Eperts expect prices for high grade r-*ber to drop to 
a little over 20 cents per pound (luring the 1960s, as competition betveen 
natural rubber and the various srnthctic rubbers intensifies. 

Nevertheless, the total world demand for rubber continues to increase. 
As more and more nations industrialize, mechanize their transportation,
and provide consumer goods for their people, it is bound to grow even 
further. It is generally believed that natural rubber can continue to com
pete with synthetics, provided production is shifted to high-yielding 
trees. This conclusion is supported by the experience of Malaya and, 
even more convincingly, b1- the decisions of private American companies 
to replant on their Indonesian estates. Among these companies is Good
year, which has made one of the largest investments in producing syn
thetic rubber and is on the frontier of rubber technology. 

Estatesand Smallholders 
Rubber is produced in Indonesia bv 700 to 750 estates on a total of 

less than 500,000 hectares, and bv about one million smallholders on a 
total of 1,300,000 hectares. Most of Indonesia's estates are in Sumatra,
principally on the northeast coast, while smallholders production occurs 
both in Sumatra (about 65 percent) and Kalimantan (about 30 percent). 

The past two years have witnessed the development of commercial productionat competitive prices of two forms of stereo-regular s'nthctic rubl "r which is theso-called "synthetic natural rubber". One, cis-polyisolrcne, is molcularlv identical
with natural rubber, and is almost completely substitutable for it. The 'other, cis
polybutadiene, when mixed with equal quantities of natural rubber, yields a product
which for many, uses is superior to natural rubber alone. 
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Economically, the distinction between estates and snallholders is primarily 
that the estate labor force is "'permanent" whereas tile labor force of the 
smallholder normally consists of his own family, assisted perhaps by a few 
casual laborers or "share tappers". 

Despite having more than 70 percent of the area devoted to rubber, 
the smallholders produce only about 60 percent of the rubber and the 
estates the remaining 40 percent. The reasons for their lower share in 
production lie in the fact that smallholders, without an standard system 
of exploitation, tap their trees with the primary objective of obtaining 
the maximum yield and give little consideration to the wcll-being of the 
trees. F-urthenore, smallholders consider their rubber as secondarv to 
their rice or other crops, so that they often stop tapping during the months 
when rice or other food crops are being planted or harvested. What is 
more, they plant rubber trees in lowland areas, which are flooded in the 
rainy season, thus causing damage to rul)ber trees and preventing their 
tapping. 

Vhereas between 1952 and 1959 dry rubber output of smallholders 
varied between 320 and 395 kilograms per hectare with no clear trends, 
average yields on estates declined from 755 to 538 kilograms per hectare 
This marked decline in recorded yields of estates %vasprobably due to 
several factors: more or less widespread stealing of estate rubber for 
smuggling; the inability of most estates to undertake a normal replanting 
program in the face of uncertainties as to their future land tenure, their 
status as foreign investors, the political and security situation, and the 
generally unsettled post-independence conditions; tie resultant slow 
decrease in vield per hectare as existing trees became older and were not 
replaced; the lower day-to-day efficiency of managment and technology 
of the former l)utch estates since they were nationalized in 1958, coupled 
with the rebel movement in Sumatra which caused labor to flee from the 
disturbed areas, and a shortage of chemicals for processing, deterioration 
of processing equipment, a shortage of spare parts, and even destruction 
of rubber factories by the rebels. In contrast, smallholders increased 
production; responding to higher prices by using methods which threaten 
tihe long-run future of the trees and by cultivating additional land. Un
fortunately, their new planting has been with low-,'eld seedlings. 

Aging, Replantingand New, Planting 

Thirty-five years is considered to be the average econonically 
productive life oi a rubber tree. This includes the five to seven years 
required for a tree to mature sufficiently before tapping begins. It is 
estimated that about 30 percent of the estate area planted in rubber is of 
trees more than 35 years old. What is more, another 25 percent of L-hat 
area is estimated to be planted in trees 31 to 35 years old and anothei 11 
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percent in trees 26 to 30 years old, there having been n'o replanting tospuak of between 1941 and 1949, and relatively little since then (see text 
table below). Since 1952 there has been orlyr negligible change in the 
total area planted in rubber (which is lower than before pre-World War 
li).
 

Specific data on the age distribution of smallholder rubber trees are 
not available, although a study-based on an intensive field survey estimated 
that from 50 to 60 percent of snallholder plantings is no longer produc
licye, or produces so little as to be uneconomic except wv'hen rubber prices 
are high. 

Against this aging estate and sniallholder acreage one must set the 
replanted acreage. During the past ten years, according to the Ministry
of Agriculture, replanting of rubber trees has been accomplished in the 
following areas (measured in hectares):
 

Year Estate Smallholder
 
1951 4,900 n.a.
 
1952 5,300 n.a.
 
1953 6,100 
 n.a. 
1954 7,300 n.a. 
1955 6,400 1,571 
1956 8,900 2,935 
1957 9,100 14,182
1958 10,700 6,294 
1959 11,000 10,638 
1960 12,000 6,000 

From the reporting in the past six years, and data for the immature 
area in 1958, which take account of new planting as well as replanting, 
we estimate that immature estate areas that will come into production in 
the next six years are less than 12 percent of the total estate area. For
smallholders, the corresponding figure is probably no more than 3 percent. 

These data on recent rcplan,'g arid the age of trees lead to the con
clusion that nothing can prcvent a further decline in Indonesia's rubber 
production during the next several years, and that vigorous planting,using high-yielding planting material, is needed if the decline is not to 
continue indefinitely. Indonesia has been living off prc-war capital inl
rubber. It is now in the vulnerable position where, on the one hand, it 
must do much planting to restore ics capital, but where, on the other 
hand, the feasible new planting is not sufficient and the replanting needed 
to supplement it in sufficient volunc involves a further loss of exports 
for several years in the future. 

Future goals call for replanting 18,000 hectares per year for ten years 
on the estates and 24,000 hectares per year by smallholders. To help 
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finance this program a new uniformi tax of 79 rupiah per 100 kilograms 
(il estate rulbber production and on sinallholder rubber exports was 
introduced in January 1961, and is intended to yield annually about 400 
million rupiah to a central fund. Out of this fund will come bounties to 
be paid to estates and smallholders that rcplant or undertake new plantings. 
A start is being made at replanting on the estates this year, but there is a 
delay in starting an organized campaign among smallholders. 

If replanting can be raised as proposed, it would increase the rate on 
estates from about 21,, percent per year to about 3 !, percent. The aver
age rate of replanting by smallholdcrs has been about !_, to I percent; 
tile proposed increase would bring this to about 2 percent. Since 25 
percent of the estate area will become overage and about 10 percent will 
come into production in the next five \,ears, there will be a net 
reduction in producing acreage of estates over the five years of about 
15 percent, or of about 3 percent per year. A 3 V percent goal would 
offset this, but would contribute only about 11[, to 1 percent of acreage 
per year to replacing the 30 percent that is already overage. This target 
is clearl inadequate. Moreover, much of the replanting that has been 
done over the past ten years is not of high-yield seedlings. In view of 
the competition from Malaya and the much more serious competition 
fron synthetics, the new targets are clearly not anbitious enough. 

Since most of the estates are operated 1 " the Government, there 
appears to be no reason wvh', with good planning and management, a 
higher rate of replanting could not bc ach,ved. Technical knowledge 
and lhigh-yield seedlings arc available to the Government for replanting 
purposes so that a yield as high as that of Malaan rubber trees appears 
feasible. Nevertheless, up to now, the level of replanting has been low, 
due to poor organization and a shortage of manpower on the estates. 

A much greater problem is that of tile smallholders. The Govern
miient of Indonesia has been aware of its responsibilities in this respect, and 
in 1950 established a Snmallholders Rubber Office in the Ministry of Agri
culture, the objectives of which were to stimulate replanting with high
'ield seedlings, approved tapping practices, etc. In 1957, 10 million 

rupial. \\ rc allocated from counterpart funds for planting and replanting 
of smallholdcr rubber. By' the end of 1957, that sum had been nearly 
exhaustcd and the Government never allocated any more money for this 
purpose, prestimably bccaus, of more pressing needs in relation to ousting
the )utch and the Rebellion, so the intensive replanting activity rapidly 
fell off. (See table above.) The Government subsequently financed 
several seed gardens, but failed to establish an adequate distribution system. 

Another problem, important for both estates and smallholders, is 
price policy. Rubber exporters are paid in rupiah at the official rate of 
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45 rupiah per dollar's worth of export proceeds, whereas domestic prices 
reflect a much IoVer rupiah value. Thus, while the producer's rupiah 
price friom rul)ber exports has borne a fixed relation to world prices, 
production costs have risen in relation to them. The fall in world rubber 
prices has aggravated tile situation. If domestic prices continue to rise 
while tile exchange rate applicable to rubber exports remains unchanged, 
cstates and smallholders who export legally will, in a relativelv short 
time, lack the rupiah \with which to do even the present replanting, and 
the (ovcrnuicnt \\ill face a substantial loss in tax revenue from rubber 
exports. 

In order to bc successful, the program forn small holders must do a 
g1rreat deal. \While the short-term objective is to increase the amount and 
quality of rl ler produced, there is also a need to improve marketing 
arrangements and providc adequate supplies of tapping equipment and 
other materials for production on a continuing basis. More also needs 
to be done to reduce smuggling: it has been estimated that in previous 
years as much as 25 to 5O percent of the foreign exchange revenue from 
smallholder rubber production has beecen lost to tile Government through 
illegal trade. The long-term objective is clearly that of planting new 
high-yield rubber planting material. This will require adequate price 
incentives and technical supervision and a suitable training program, 
accompanied by an education and information campaign among tile 
smallholders to shake them loose from their traditional production mehods. 

There is no doubt, however, that adequate land is available for an 
intensive planting and replanting program. An ICA survey of smallholder 
rubber productiom in 19561', showed that much ,,Id land could be restored 
to efficient production and new land could be developed, with the help of 
heavy machinery to eradicate grass pest and prepare land for planting and 
a regrouping of smallholdings to obtain more efficient use of transport, 
milling, and marketing facilities. There is also need for long-term, low 
interest credit to stimulate replanting, with repayment beginning wv'hen 
planting comes into production. In Kalimantan, the emphasis would be 
on new planting, both for regrouping and 0toget away from low, wet 
areas. New planting also appears possible in Northern and Central 
Sumatra, particularly since activities of the Rebellion have come to an 
eliO. 

Apparentlv the basic organization of tile Smallholders Rubber Office, 
including a series of staffed field offices, has been established. Sources of 
high-yield seeds and other planting material have been set up, but the 
Office lacks funds for financing substantial production of high-yield seed 

Ia Beery. L.awrcncc A. Ir.. Small.oldr Ru/bbe r inldoteia, Intcrnarinal Cooper
ation Admin istration, )jakarta, 1956. 
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material and an adequate distribution sN'stem throughout Sumatra and 
Kalimantan. 

To remed\" the serious conditions that exist in Indonesia's rul)ber
industry, we make several recommendations in Chapter VI, Section 5. 

PIRESENT STATE OF TRANSPOIT.,VHON 

A well developed transportation sy'stem is one of the prerequisites to,
successful economic growth. In a vast island chain like Indonesia, sea 
and air transport have an important role to play. While the main roads 
of Java serve the countr" well, the roid network is an old one and fre
quent repairs are needed because of lack of proper drainage. As a result 
of heavier traffic, bridges need to be strengthened. Better roads are 
needed in Sumatra and, to a lesser extent, in Kalimantan and Sulawesi, to 
move export commodities to the ports. Java needs large scale rehabili
tation of her railroads. For all these reasons, investment in transport holds 
a high priority and foreign assistance should play a major role in this 
tield. 

Athliough the light-Year Plan allocates 25 percent of planned invest
ment to transportation and communication, it is doubtful whether even this 
will be adequate, since much needs to be done to rehabilitate the existing 
transport system, to say nothing of developing it further. In this respect, 
as in others, lack of investment in the depression years of the 1930's, war's 
devastation, postwar political uncertainties, and inadequate planning of 
resources since Independence have resulted in Indonesia's living off capital.
As a result, transportation will have to absorb a relatively large part of 
planned investment in the early, stage of Indonesia's economic develop-
Inent. 

Roads-
In the twenty years from 1939 to 1959, the number of trucks has 

increased almost four-fold, motor busses and passenger cars increased 
substantially and the number of motorcycles increased six-fold. (See 
Table 111-I.) In the same period, the kilometers of asphalted highways 
are reported to have declined about 20 percent. (Although official statis
tics presented in Table Ill-I also show a large increase in kilometers of 
roads of all types, some or all of the reported increase may be due to a 
change in the method of reporting, suggested by the absence of a figure 
for the "unspecified" category, in 1939.) 

' With ICA assistance, the Government of Indonesia contracted for a survey of 
road and rail transport with the United States engineering firm of DeLeuw, Cather
and Company. The survey was completed in the summer of 1961. Members of the
U.S. Economic Survey leam had the opportunity to niet the director of the
DeLeuw, Cather Team and to study his preliminary findings before writing this report.. 
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Table III-] 

MOTOR VEI-CiUs AND ROADS 

1939 1959 
All Indonesia All Indonesia Java and MaduraMotor Vehicles (units) 

Passengar cars 53,090 74,819 58,995 
Motor Busses 7,216 9,882 4,115 
Trucks 9,655 46,552 26,164 
Motorcyles 13,239 113,339 91,592 

Total 83,200 244,592 180,866 

Roads (kilometers) 
Asphalted Road 12,269 10,047 5,827 
Non-asphalted roads 40,521 22,910 3,780 
Unspecified - 46,400 20,250 

Total 52,790 79,357 29,857 

The dense population of Java provides adequate numbers of unskilled 
workmen for road maintenance gangs, so that Java's highways arc reason
ably well maintained, and capable of handling the increasing traffic load. 

The transport system of Sumatra is less developed than that of Java, 
and, while it is not necessary to have two fully developed net-works, one 
of roads and another of rails, to cover the island, some connecting links 
between existing systems are needed. For although Sumatra is relatively 
sparsely populated (i.e., 80 persons compared with nearly 1,200 persons 
per square mile in Java), an adequate transportation system is essential 
because Sumatra produces the great bulk of Indonesia's exports. The less 
developed road system of Sumatra has not been maintained and, in addi
tion, was damaged by the Rebellion. 

The largest of the islands, Kalimantan (Borneo), has more than one
third of the nation's land area, but only, about 5 percent of its population 
and roads. Since the island is laced vith rivers and swanips and over
grown with jungle, the cost of roads would be excessive except as justified 
by the marketing of exports. Presumably, the potential supply of exports 
would justify constructing bridges in the port areas of Pontianak, Band
jermasin and Balikpapan. (The Minister of Land Transportation is think
ing of using hovercraft, hydrofoils and light sea planes, as well as ferries, 
for much of the Kalimantan traffic.) 

Sulawesi (Celebes) has a road network at its southern tip, around 
Makassar, but has few roads elsewhere. The consensus is that, apart from 
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roads near the major ports, most transport for this long, narrow island 
can be handled bI sea. 

Ferries arc inadequate to link the road and rail lines of Java with 
Sumatra, Bali and Madura: Existing fcrrics to Sumatra do not carry rail 
cars or motor vehicles; the motor vehicles ferry, to Bali holds too few 
cars and lacks sufficient power; and there is no railwa\ or automobile
ferry t,,Madura. l raffliC among these islands justifies improved cross
channel links. 

Little has been doc to locatc iaad-bilingalthoughtltcrials, 
opinion is that supplies arC atkquate. A surve' is necded to locate 
sources of aggregite gravel and sand for road constrictiol and mainten
ance within an economic distance of the construction sites. 

Indonesia has been importing about half its asphalt fromof the 
Middlc East. Alost of its indigenous supplY has come from ldeposits, left 
b\ the processing of one type of crude oil, which are running out. A 
major deposit of asphalt rock in southeast Sulawcsi near Buntung has. 
been used locally. This deposit has not been fully exploited. 

Some road construction and rehabilitation is already in process.
According to the Minister oof Public \\'orks, 3,000 kilometers of roads 
were being relabilitated by his Alinistry in 1961. 

Indonesia has received substantial foreign assistancc for road con
struction and rehabilitation. '[he United States has provided P1. 480 
funds to cover local costs for the rehabilitation of 1,700 kilometers or 
roads and has also provided participant training in the United States and 
advisory services to the Department of Hlighwavs. A loan oi $8 milliol 
was also granted for construction of thel)jakarta By-Pass. 

Soviet credits of S35 million arc available for road building in Kali
mantan between Sampit md Alaratcwc. A 1959 Czech survey'y in western
 
Kalimantan may lead to a loan 
for road construction. Japanese repara
tions have provided S7 million for road-building equipment. Under the 
Colombo Plan, Australia surveyed 1,700 kilometers of roads in the Lesser 
Sunda Islands in 1959 and has a survey underway in northern Sulawesi. 

Railroads 
Indonesian railroads suffer from a generation of neglect. The rail 

system has deteriorated, as there was virtually no investment in the period
1931 to 1949 and little since that time. The following figures attest both 
to che deterioration and to the added strain on facilities caused bv the 
great increase of passenger traffic. 
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RAILROADS, PASSENGERS AND FREIGHT 

Length 
of route Loco- Passenger Passengers Freight Freight 

open (kin) motives cars (millions) cars (thous. tons) 

1939 7,324 1,263 3,553 68.4 27,201 10,797 
1959 6,640 1,209 3,027 192.7 22,956 6,110 

More serious still, in its implication for future investment needs, is 
the excessive age of locomotives and rolling stock. Over half of the 
locomotives and two-thirds of the rolling stock are more than 40 years 
of age. (Our source does not indicate how many of these older cars are 
actually in use today.) In the United States the average life of a freight 
car is regarded as about 30 years. Compared with other Asian countries, 
however, railroad specialists describe the state of Indonesia's railroads as 
"fair." 

Eighty-five percent of the railway route is located in Java and 
Madura, and is said to be in good shape. The rail system in Sumatra is in 
poorer condition and justifies being improved as coal production is 
expanded.
 

Maintenance of rolling stock suffers from lack of tools and spare 
parts and, more important, from lack of qualified foremen in the shops. 
Although about 100 supervisory personnel have been trained by the United 
States, West Germany, and Colombo Plan countries, these trained men 
are often rewarded with administrative posts several stages removed from 
supervision of repair and maintenance. 

Adequate maintenance policies are also impeded by the low level of 
rates, which are set by the Ministry of Distribution. We were informed 
that freight costs are only approximately I to 2 percent of the value of 
goods. Profits from railroads go to the Central Government and are not 
automatically available to the railroads for reinvestment. 

Capital for the railroads has been available from abroad. An Export-
Import Bank loan of 1951 included about $23 million for railroads, of 
which $3.5 million went for track and the remainder for locomotives, shop 
equipment, etc. A loan by the DLF in 1959 provided $3 million for re
habilitation of 167 kilometers of track between the coal mine at Tandjung 
Enim and the port of Kertapati in Sumatra, covering both equipment and 
a team to direct the operation. 

Assistance from other sources includes loans for purchase of railway 
cars from Czechoslovakia, Poland and West Germany, and of rails from 
West Germany, and training in Vest Germany, France, Japan and 
Colombo Plan countries. 
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The railway communication and signal system, a type that was out
moded in Europe after the First World War, is also inadequate. Sweden 
is assisting in the replacement of part of the system. 

Sea Transport" 
That Indonesia needs an adequate shipping fleet with supporting shore 

facilities is evident from her geographical position and the great distances 
between her many islands. 

Before renmoval of the I)utch in 1958, about two-thirds of the Indo
nesian fleet was foreign-owned. In addition, a majority of the nationally 
owned companies wvere managed by foreign personnel. Withdrawal of 
the Dutch fleet and personnel, representing 85 per cent of the fleet and 
85 to 90 per cent of the administrators and technicians, confronted the 
newly-crcated Ministry of Sea Communications with overwhelming 
probiems. 

By purchase and charter, Indonesia has acquired a national fleet of 
over 600,000 tons, more than double the tonnage at the time of the Dutch 
departure. More than half of the present tonnage is owned and oper
ated b' PIIFLNI (the initials of the government inter-island shipping 
company). Two other government companies own and operate ocean
going vessels. The remainder of the Indonesian fleet is owned by over 
100 companies. The Light-Year Plan calls for 1,200,000 tons of additional 
shipping, to be divided equally between inter-coastal and ocean-going 
vessels. The latter would enable Indonesia to carry an estimated 10 to 
20 per ceot of its own international trade. The 1961 budget allocates 
foreign exchange for 80,000 tons of secondhand vessels, most of which 
will be purchased from Italy, West Germany, Yugoslavia, Poland and 
Japan. 

The larger fleet is not well managed. Despite the increase in the 
number and tonnage of ships, the volume of freight and the number of 
passengers carried is far less than bef,)re 1958. Although the Maritime 
Services Review Team says there is now "insufficient shipping capacity, 
even if efficiently used," nothing in that Team's recommendations (re
ferred to in wh'iat follows) is inconsistent with our view that other 
measures to improve the efficiency of shipping have a prior claim on 
resources. 

CargoHandlingand Clearance 
Incredible delays in moving cargo between ship and shore make the 

real cost of shipping unnecessarily high. A U. S. advisor estimated that 
I In studying sea transportation in Indonesia, the Team had access to a variety of 

sources including detailed reports by the Maritime Services Review Team (MSR)
which had been provided under an ICA contract late in 1960. 
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turn-around time in ports is three to four times greater than standard 
practice. To remedy this situation requires not one, but a series of im
provements in nanagement, in equipment, and in other facilities. 

Stevedores and dock workers are paid the wages of unskilled workers.
Instead of working two shifts of less than 38 hours per week, stevedore 
gangs should work around-the-clock, as is the universal practice of mari
time nations. Because of the high cost of holding ships idle, pay scales
should be adequate to get good performance. Inefficiency in the use of
labor is aggravated by the fact that few Indonesian ship operators under
stand the importance of storing cargo with a view to the unloading of the
ship. As a result, cargo has to be shifted in the hold and much time and 
labor are wasted in unloading. 

As in other fields of transportation, little has been done to maintain 
and improve shipping facilities since 1940. Both dock-side cranes and 
floating cranes are said to be inadequate for the task of handling increas
ingly heavy cargo. Heavy goods pile up on the pier for want of fork
lifts and tow-motor trucks to move cargo to the warehouse. Clearly, the 
work force should be managed so as to hold the need for mechanical equip
ment to a minimum, but investment in some loading and handling equip
ment may be justified to avoid excessive delays in the turn-around time of
vessels in port. The danger is in attempting to substitute mechanical
equipment for good management. Training in the repair and maintenance 
of equipment and provision for spare parts are also essential. 

French government loans have made it possible to expand sheds and
warehouses at Djakarta's port of Tandjung Priok and Medan's port of 
Belawan. More are needed. 

Because of port congestion, ships are typically required to wait in
the harbor (or even in the roads) for long periods. Wharf space could
be economized by greater use of tugs and barges for unloading. Indo
nesia has facilities to build barges, but needs to train a labor force to oper
ate the facilities.
 

To realize the full benefit of the measures already outlined requires 
a radical overhaul of customs procedures. Although about 60 percent of
imports clear through the port of Tandjung Priok, this port employs less
than 20 percent of the customs inspectors. Even so, the staff would 
probably be adequate if properly organized and given authority to make 
some decisions. Moreover, the customs force works shorter hours than
stevedore gangs, so that a day may be lost between unloading and clearing
customs. As is common throughout the government service, customs 
inspectors are underpaid in relation to their responsibility. 

The long delays are partly due to the complexity of tariff schedules, 
compounded by multiple exchange rates and price differentials adminis
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tered by an undertrained customs service. Even after documentation is 
in order, the inspector must open every package, and goods cannot be 
cleared until all supplementary charges are paid. According to the Chief 
of Customs, 80 percent of the freight forwarders are "unreliable" and 
cannot handle or do not know the regulations. Not only individuals but 
Ministries frequently do not have the funds to clear imports from customs, 
and as a result, government as well as privately owned goods are held in 
custody. 

Vhat can be done when charges are settled after the goods are cleared 
and when labor is put on a three-shift basis was made clear in April, 1961, 
when the Army had to take over the transfer of equipment and supplies 
for construction of the Asian Games complex in order to move com
modities out of the clogged transit sheds at the port. (The Customs, 
however, still frets because duties on these goods remain unpaid.) An
other example is the clearance of insecticides used in the program to eradi
cate malaria-again with the help of the Army and with payment of 
customs after clearance. Obviously, reform is needed at many levels to 
introduce some rationality into customs clearance, including calculation 
of the cost of delays to the government. 

Inland storage facilities are also inadequate. The old go-downs, built 
a hundred or more years ago, arc too small and are located in the wrong 
place, owing to changes in the traffic pattern. To make matters worse, 
most exporting and importing is now carried on by State Trading Cor
porations, which cannot utilize the many small storage facilities formerly 
used by private traders. The General Management Board of the State 
Trading Corporations submitted a list of warehouse requirements to the 
Team for the storage of rubber and copra at or near ports prior to export. 
For rubber, this amounted to 86 warehouses at eight export harbors of 
Java, Sumatra and Kalimantan. For copra, it represented 31 warehouses 
at three Javanese ports. Lacking these, transit sheds at the ports are 
used for storage space by government enterprises, leaving a great deal of 
cargo in the open, unguarded and unprotected from the elements for long 
periods of time, even after customs clearance. 

Finally, shipping, cargo handling and clearance are still furthtr com
plicated because they involve a multiplicity of government agcicies 
which do not necessarily work easily together: The Ministry of Sa 
Communications, the Ministry of the Navy, the Ministry of Finance, the 
Ministry of Land Transport, and many state enterprises. 

Harbors 
It is generally recognized that harbors are inadequate for present 

traffic and that the problem is growing more acute. Few of the 260 
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vessels sunk in Indonesian harbors during World War II have been 
salvaged. About 100 wrecks, some of which are hazards to navigation, 
ar!e still in the harbor at Sarabaja. 

A great deal of work needs to be done in dredging harbors, but 
dredges remain out of cperation because of a lack of spare parts and 
trained crews. 'Fhe government already has contracts with a Fench 
firm, CITRA, for the extension of wharves in Tandjung Priok and Bela
wan. It also ob:ained a loan of $6 million from DLF in 1959 for develop
ment and rehaibilitation of 14 ports outside Java, including anchorages, 
wharf and shed construction, cargo handling equipment, salvage opera
tion within harbor areas, improvement of fresh water supply to harbors 
(in order to provision ships and thereby reduce the supply of fresh water 
that they, have to carry), and surveys of currents in order to reduce siltage. 

Ship Repair ant Maintenance 

For the inter-island fleet, the average ship-time in commission is 
below the standard of maritime nations. Little is done to make repairs 
while ships are underway and officers furnish only a poor description of 
what is needed when they make requests for repair in port. Lack of 
parts, plhining failures, and the diversity of marine engines used by the 
PI".INI fleet further complicate the maintenance problem. 

The Maritime Services Re.iew Team indicates that, although dry
docks and slipwavs should be adequate to meet current needs, they are used 
only to about half of capacity because of single shift work schedules, 
poor planning, and the deterioration of drydocks. It is reported that 
XVest Germany has contracts for three new drydocks which will meet 
part of the future needs. 

Other Mlaritime Services 
Aids to navigation ar, all more than 30 years old and, in the words 

of the MSR 'ream,"coip!etely inadequate". Only 10 of the 97 light
houses are electrified, although 10 additional sets of equipment have re
mained in storage for 10 years. Lighted buoys are underserviced and 
some remain without light for as long as a year. The reasons are famil
iar-lack of parts, inefficient procedures and lack of trained personnel. 

Because of inadequate equipment and bad management, messages 
frequently do not reach their destination, radio stations are inoperative, 
vessels are utable to contact harbor masters, and ship sailings are delayed. 

Australia has made a grant for procurement of 11 new transmitters 
and plans are ,mderway to reorganize the radio service system which is 
now split between the Ministries of Land and Sea Transport. 
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Hydrographic charts are out of date and little is done to collect 
data from masters of inter-island ships. This is a serious matter for a 
nation with almost half a nillion square miles of coastal waters, subject 
to almost constant change because of coral bottoms and the volcanic 
nature of the archipelago. 

Air Transport 
Garuda Indonesian Airways holds a monopoly of domestic air 

transport in the commercial sphere. Its route covers almost 10,000 miles, 
linking 30 island stops and also extending to Singapore, Hong Kong,
Manila, Kuala. Lumpur and Bangkok. The fleet now includes three new 
Electras, 19 Convairs and 19 Dakotas. 

In 1058, Garuda flew about half the distancc it flew in 1957, when 
it had cle technical assistance of Royal Dutch Airlines, (KLM formerl
provided almost 50 percent of the technical staff, including 40 percent of 
the pilots.) By 1959, however, the number of kiloneters flown was only
about 40 percent lcss that, 1957; in 1960 it was only about 35 percent less. 

The International Civil Aviation Organization has given considerable 
assistance to Indonesia since the Dutch were rcmoved, including technical 
assistance to and advice the Ministry ofthe Tjiurug Academy to Air 
Communications. An Export-Imrport Bank loan financed the purchase
of the three Electras and Australia provided communications equipment.
AID has a technical assistance program with the Ministry of Air Com
munications and is assisting with VOR system (very high frequency
omnidirectional range, for short range landings), and also provides tech
nical assistance through a Lockheed contract. 

To enable provincial air fields to handle more traffic, there is a real 
need to improve facilities of at least six of the most important ones. The 
Djakarta airfield is limited to four jet landings per week and some inter
national lines would like to make greater use of the port, both as ter
minal and as a transit point to Australia and Southeast Asia. 

Indonesia would like to convert its air fleet to jet and turbo jet air
craft at least for its international operations. The Team believes that this 
is premature, in view of many other more pressing requirements for 
economic development. In the field of aviation, we believe that improve
ment in air navigation and communication are more urgent. 

MANUFACTURING PRODUCTION 
Manufacturing production in mid-1961 was at its highest level since 

1957; mid-1961, however, is not typical of the last three years, nor is it 
likely to be representative of the immediate future. The period from 
October 1960 to the middle of 1961 was an interlude of rising production 
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following the easing of import restrictions in August, 1960, and preceding 
the balance of payments crisis which became apparent by June 1961. 
During this interlude, both raw material and spare parts shortages were 
eased, permitting increased production of textiles, leather goods, electric 
lamps, rubber tires, and cocoanut oil processing. Illustrative of the 
casing of import restrictions are comparative figures for the first four 
months of the most recent three years: 

IMPORTS OF RAW MATERIALS AN) CAPITAL GOODS, JANUARY-APRIL, 1961
 
(Million dollars)
 

Raw materials
 
Year and auxiliary goods Capital Goods 
1959 60 24 
1960 63 29 
1961 108 55 

Production of high priority, goods and materials has remained high;
the Gresik cement plant, for example, has a high priority on the importa
tion of both raw materials and spare parts, and has been able to operate 
at full capacity since its completion. Textiles, on the other hand, despite 
the stress on the Sandang-Panganprogram during the first three years of 
the Eight-Year Plan and the recent increase in output, are still operating 
far below capacity. The Minister of Peoples' (Light) Industries, Dr. 
Suharto, gave figures of approximately 170 million meters produced in 
knitting and weaving mills in 1958; the target for 1961 (claimed to have 
been more than half reached by mid-1961) is 350 million meters with a 
total plant capacity of 550 million. Capacity, it should be noted, is based 
on maximum production with a two seven-hour shift system; thus the 
1961 target assumes production at 64 percent of capacity (so rated), as 
contrasted with reports of about 50 percent during the preceding year. 
The current tightening of import controls, however, may again reduce 
textile production when current stocks of raw materials are depleted 
near the end of the year. 

In early August (1961), Minister Suharto announced rates of planned
production "based ol available raw materials," which would utilize plant
capacity at the following rates in light industry: foodstuffs, 40 percent; 
non-textile clothing, 84 percent; transport manufacturing, 55 percent; 
building materials, 51 percent; health products, 66 percent; educational 
materials, 80 percent; miscellaneous-general, 40 percent. Allowing for 
the fact that 1961 is a better year than the preceding two, and that pro
duction targets are not likely to be fully reached, these figures illustrate 
the chronic problem of under-utilization of plant capacity faced by the 
manufacturing sector. This problem is attributable to shortages of mate
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rials and spare parts, poor maintenance of plant, and inadequate electric 
power capacity aggravated by frequent breakdowns. 

The easing of import restrictions in the second half of 1960, besides 
permitting some incrcasc in manufacturing production, tended to attract 
onto the i:rkct I'oardcd stocks of both raw materials and finished goods. 
The effect, althbough tcniporarv, was wholesome; it caused an actual drop 
in the consumer price index between August 1960 and February 1961 
despite the rapid increase in the supply of money during the same six 
months. 'Thisexperience suggests the possibility of rapid improvement 
of production and reduction of inflationary pr .ssures if raw material and 
parts lottle-necks could be broken for a sustained period. 

M IENERAL PRODUCTION 

Although Indonesia is rich in minerals, these resources have not been 
properly tapped since World War 11. Wartime destruction, mines left 
unattcnded, the loss of iimnagerial skill as a result of the forced exodus 
of thc l)utch after 1957, and the shortages of spare parts throughout the 
mineral industr" are some of the basic causes of this condition. The com
parison of production figures for some of the most important minerals, in 
Table 111-2 below, reveals the magnitude of this problem: 

Table 111-2 

MmImIRAL PRoDtc'roN; PRE-WAR, 1951, 1954, AND 1957-60 

(thousand metric tons) 

Tin Bauxite Manganese Natural Oil 
Coil (concentrates) (crude ore) (ore) gas (crude) 

1939 1,781 28.3 231 12.1 1,263 7,949 
1951 868 31.5 642 n.a. 1,013 8,093 
1954 900 36.4 173 20.2 2,041 10,775 
1957 717 28.2 241 53.8 2,798 15,468 
1958 603 23.6 344 44.4 2,693 16,110 
1959 638 22.0 387 43.0 2,877 18,218 
1960 657 23.0 396 10.9 3,137 20,800 

Source: StatisticalPocketbook of Indonesia,1960; 1960 data from Minerals 
Yearbook, 1960. 

Thus, although the production of crude oil and natural gas has in
creased since 1951, the production of tin, coal, and bauxite has dropped 
substantially. Tin production declined steadily from 1954 to 1959 and 
increased only slightly in 1960 so that Indonesia did not reap the benefits 
of the high export quotas granted her under the International Tin Agree
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ment. Resources like nickel and manganese have been very much neglect
ed since Independence. 

In October, 1960, the Government of Indonesia announced a mining 
ordinance which classifies all minerals in three basic categories: 

Category A-Strategic Minerals, such as crude petroleum, natural gas,
coal, uranium and other radioactive minerals, tin, bauxite, iron, copper, 
manganese, nickel, sulphur, etc. 

Category B-Vital Minerals, such as gold, silver, all precious and semi
precious stones, asbestos, nitrates, phosphates, lead, etc. 

Category C-Other Minerals,such as limestone, clay, marble, etc. 
Rules for the exploitation of mineral resources reserve Category A 

strictly for the Central Government but give it the right to join exploita
tion with regional governments, through state enterprises or joint state 
and regional enterprises. Category B resources can be exploited by state 
or regional governments as well as Indonesian private corporations or any 
combination of these. The Central Government's Mineral Advisory 
Council must approve all applicants. Category C minerals are to be 
exploited exclusively by regional governments. Mineral rights which 
were in existence prior to the ordinance remain valid only for the shortest 
possible transition period. All holders of mineral rights are required to 
pay the Central Government certain fixed fees, exploration and exploita
tion charges. 

The Minister of Basic Industries and Mining, Chacrul Salch, and 
members of his staff, outlined to the Team some of their minerals programs 
and the ways in which they are seeking assistance for them. 

Oil 
Petroleum has been the source of about 25 to 35 percent of Indo

nesia's exports, although not all the resulting foreign exchange has been 
available to meet Indonesia's general foreign exchange needs. Eager to 
increase oil exports and at the same time to obtain the maximum possible 
government revenue from oil extraction, officials of the Ministry have 
been engaged in protracted negotiations with the three foreign private 
companies that are now the major producers of Indonesia's oil: Caitex, 
Stanvac and Shell. 

There is also a question of oil exploration by companies that do not 
now have concessions. The Government had originally offered rights 
to the three companies no-%% in Indonesia, ut it is now inviting all who 
have an interest in oil exploitation to bid. 

The Government of Indonesia recognizes its need for an agreement
,since oil revenues are needed to finance the Eight-Year Plan. 
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Tin 
The Ministry of Basic Industries and Mining wishes to rehabilitate one existing tin mine, reopen another, and open one new mine. On thebasis of the rehabilitation and development they propose, the tin minesare expected to produce 29,000 tons annually instead of the present 23,000 

tons. 

Bauxite 
An alumina plant is to he built by the Soviet Union in the Asahancomplex in North Sumatra. It is estimated that this plant vill require

120,000 tons of bauxite per year. So far, the Soviet Union has not beenwilling to make geological surveys for additional bauxite deposits, andtherefore the Indonesian Government has asked the United States fortechnical assistance in finding additional deposits in the Riau Archipelagoand Vest Kalimantan. Once deposits had been surveyed, there would be aneed for mining engineers for a threc-month period to advise tile Govern
mee on the exploitation of ,loese deposits. 

Coal 
After declining during most of the 1950's, coal production rose in1959 and 1960 but was still less than half of prewar output. Most of thetotal output comes from the Blukit Asam deposit in Southern Sumatra.The Indonesian Government seeks United States aid in an effort to raiseproduction from this deposit. The Government is not so much interestedin finding new coal deposits as in deciding how best to expand existingmines. There is at present a DLF project to enlarge and improve a southern Sumatra rail line from the coal fields at Tandjung Enim to the port

of Kertapati. More coal shipping space might be required. 
Nickel 

Tile Japanese Government has recently signed a production-share
contract with the Indonesian Government to exploit nickel deposits in one section of Sulawesi. The Indonesians will receive help under thisagreement to explore laterite nickel deposits. Again American geologists
would be welcomed. 

Iron 
Soviet geologists are now cinducting surveys to find additional iron ore deposits in Indonesia. United State, assistance has not been sought

by the Indonesians. 

Cement 
Soviet geologists are also surveying sources of additional supplies ofthe components of cement production, and no United States assistancehas been sought by the Indonesians. There are two principai cement 
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plants in Indonesia, one constructed before World War II in Sumatra and 
the other, financed by an Export-Import Bank loan, at Gresik in East
Java. The present capacity of the Gresik plant, 375,000 tons per year, is 
to be raised to 506,000 tons with the addition of a fourth kiln financed by 
a supplementary Export-Import Bank loan. Poland has agreed to build a 
new plant in North Sumatra with an estimated capacity of approximately
200,000 tons a year, and Czechoslovakia has agreed to build a plant of 
similar capacity in Sulawesi. 

Gold 
Rehabilitation of a gold mine in Central Sumatra is said to require

$2.5 million for rehabilitation and $5 million for new equipment. The 
Ministry would also like to have further surveys undertaken to determine 
whether there are additional gold deposits in the same region. 

It becomes clear from these statements of requirements for mineral 
development that, during the past ten years, the Government of Indonesia
has not undertaken an extensive coordinated plan of conducting geological 
surveys. This requirement underlies almost all of the previously cited 
requests for assistance and should be given serious consideration. 

FORESTRY 
About 60 percent of the land area of Indonesia is forested, more than 

double the percentage for the world as a whole. In 1959, the Forest 
Service of the Ministry of Agriculture estimated the forest area as 903,000 
sq. ki. Kalimantan has 415,000 sq. ki. of forests and Sumatra 284,000,
with another 99,000 in Sulawesi. Java has only; 30,000 sq. I.,ii. Despite
the fact that it has only about 3 percent of the forest area, Java accounted
for more than half of the total forestry production in 1959. A major 
reason for this is that its forests are used mainly for firewood. 

Nevertheless, even logs and sawn wood are produced in Java and 
Madura more intensively, in relation to the forested area, than in Sumatra 
and still more than in Kalimantan. The immense forests of Sumatra and 
Kalimantan appear to have been barely toucied. 

Little progress appears to have been made in increasing forestry pro
duction. Production was approximately the same in 1955 as in 1939. 
As Table 111-3 below indicates, an increase in 1957 was reversed in 1958,
and the subsequent recovery had not, by 1960, restored the 1957 output.
Moreover, the proportion of logs and sawn timbers that is exported, which 
declined between 1939 and 1955, has fallen further from 1955 to 1959. 
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Table 111-3
 
FORESTRY PRODUCTION, 1955-60a
 

(in thous. of cubic meters) 

1955 1956 1957 1958 1959 1960 

Logs and Sawn Wood 2,034 2,112 2,287 1,812 1,888 2,060 
Teak 609 572 600 536 519 461 
Other 1,425 1,540 1,687 1,276 1,369 1,599 

Firewood 1,610 1,464 1,484 1,471 1,520 1,546 
Teak 857 838 774 756 814 723 
Other 753 626 710 715 706 823 

Charcoal 380 376 477 433 488 402 

4,024 3,952 4,248 3,716 3,896 4,008 

aRecorded fellings measured in thousands of cubic meters of rough timber. 

Source: StatisticalPocketbook of Indonesia, 1961. 

Forest products represented only about 1 percent of the total value 
of Indonesian exports in 1959 and preceding years. Yet there are pine 
stands in Sumatra and Kalinantan which seem suitable for wood pulp use, 
and the combined resources of Kalimantan's forests appear adequate to 
support a large lumber industry. Part of the difficulty lies in the fact 
thac these trees are in heavy jungle areas where it may be costly zo separate 
the useful from the less useful trees. 

It became clear to the Team that there is real wealth for Indonesia in 
its forest resources, but that extensive surveys, including particularly aerial 
surveys, are essential before any ambitious development plans are laid. 
Only in this way can the forests most suitable for exploitation be discov
ered. For the Team's recommendation, see Chapter VI. 

GOVERNMENT FINANCE 
In every year after 195 1, the first year for which figures are available, 

the Central Government's expenditures have exceeded its gross revenues, 
including receipts from counterpart funds, foreign loans, and repayments 
by local administrations and government enterprises of loans made to them 
by the Central Government. During this decade annual accounting 
deficits were never less than 11 percent of expenditures; they reached 32 
and 35 percent in 1958 and 1959, the years when the Rebellion broke out 
and was at its height. 

Expenditures had been kept stable at between 15 and 16.3 billion 
rupiah in the four years 1952 to 1955. They then jumped by 27 and 24 
percent, respectively, in 1956 and 1957, by 38 percent in 1958, and another 
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26 percent in 1960, bringing them to 60.5 billion rupiah. More than half 
of the increase from 1957 to 1960 was in the security sector of the budget, 
which rose from 40 to 50 percent of the total, but there were also sub
stantial increases in the general administrative and economic sectors, result
ing partly from large outlays for the Asian Games and related projects, 
and from increased development activity. For 1961, another 36 percent 
increase in expenditures has been budgeted, but this includes virtually no 
increase in the economic sector during the first year of the Development 
Plan, and to a lesser degree, from an increase in cultural and social expendi
tures. To some extent, these increases in expenditure represented larger 
demands by the government upon the country's real economic resources 
that were not offset by revenue increases capable of reducing private 
demands. Thus they helped generate inflation. To a substantial extent, 
however, they were also a response to inflationary pressure, which raised 
the consumer price index for Djakarta in 1960 to approximately 2V2 times 
its 1957 level. 

Although the percentage rise of expenditures, which had slackened in 
1959, accelerated again in 1960, the budgetary deficit fell from approxi
mately one-third of expenditures in 1958 and 1959 to only 11 percent of 
expenditures in 1960, a figure as low as in any year since 1951, as may be 
seen from Table 111-4. This resulted from the fact that, while expenditure 
rose by 16 billion rupiah in 1960, gross revenues rose by more than 23 
billion or 77 percent. The principal reasons were new tax measures, 
stricter tax collection, and to some extent increased economic activity and 
inflation. 

Table 111-4 
CENTRAL GOVERNMENT FINANCES 

(billions of rupiah) 
Gross 

Expenditures 
Gross 

Revenues 
Surplus (+) 

or Deficit (-) 
1951 10.6 11.8 + 1.2 
1952 15.0 12.3 - 2.7 
1953 15.7 13.6 - 2.1 
1954 15.1 11.5 - 3.6 
1955 16.3 14.2 - 2.1 
1956 20.7 18.4 - 2.3 
1957 25.6 20.5 - 5.1 
1958 35.3 23.0 -12.3 
1959 44.4 30.4 -14.0 
1960 60.5 53.7 - 6.8 

Source: Biro Pusat Statistik. 
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The new tax measures included increases in the rates of sales tax,
excises, and various other direct and indirect taxes or extension in their 
scope, or both, and also the imposition of a new tax on agricultural land 
based on its output. They also included what is in effect a tax on "free 
list" (non-essential) imports, resulting from the spread between tile gov
ernment's charge of 200 rupiah per dollar for the foreign exchange and 
tile official rate of only 45 rupiah which it pays. Non-tax revenue doubled 
between 1959 and 1960. The increase rcsulted mainly from new revenue 
measures. One involved increases in rates charged by government-owned 
public utilities and in prices charged by distributors of petroleum prod
ucts, wvhich increased their profits, in which the Treasury shares through
various taxes. Another was the institution of government drafts on the 
profits of newly established state trading enterprises, mostly import 
agencies. 

The 1961 budget is divided into routine and development revenues 
and expenditures. It envisages routine expenditures of 53 billion rupiah
(an increase of 3 billion) and development expenditures of 30 billion (an
increase of 17 billion), making a total of 83 billion. Although the outla, 
for development is not likely to reach the 30 billion figure, ordinary
expenditures have risen further than was expected, mainly for securitv 
purposes and for such related matters as the rehabilitation of former 
insurgent troops that have been surrendering in increasing numbers. 

Ordinary revenues are estimated at 47 billion rupiah, only 3 percent 
above 1960 actual revenues, and extraordinary revenues are estimated at 
19 billion, including foreign credits of 6 billion and sales of government 
bonds and of Treasury bills and notes totalling 2 billion. This total 
revenue of 66 billion would leave a deficit of 17 billion rupiah, 10 billion 
larger than the (provisional) actual deficit for 1960. The expected 
revenue increases, which apparently are being realized so far, involve no 
new tax measures. There has been some increase in yields from the per
sonal income tax and the land tax due to more rigorous collection, but 
these are ielativelv small sources of revenue. The expected yields of the 
import and export duties and the proceeds from sale of "free list" imports 
can hardly reach the estimated levels, since the deteriorating balance of 
payments situation made it necessary to suspend the "free list" late in the 
spring of 1961. 

A decision has been made not to impose any further tax measures in 
the near future but to concentrate on strengthening the machinery for 
tax collection. The Ministry of Finance believes that improved collection 
would enable it to obtain much more revenue under existing laws. Min
istry officials stated that the main revenue collection problem is a lack 
of trained personnel. The Ministry has instituted training course in cus
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toms and tax collections, accounting, and general public finance and budgeting. The lack of personnel trained in this kind of work was attributed 
to the fact that, in the past, the tax collecting function was performed by
the Dutch, down to and including the middle ranks of personnel. Officials 
say they will certainly consider what new revenue sources should be
tapped after the first three years of the Development Plan, but that they
have not considered this question vet. It was recognized that an excess
demand for "free list" imports at the 200 rupiah-per-dollar price for
foreign exchange would permit raising the price charged for dollars to
get more revenue, but there was a difference of opinion as to whether the 
rate should be changed. 

In 1959 the government offered for sale a 6 percent premium loan of 
up to 2 billion rupiah. Although buyers of this loan receive certain tax
advantages and the possibility of a prize of I million rupiah, only 300
million rupiah had been sold up to the middle of 1961. Tile loan must 
compete with other uscs of funds that yield much higher rates of return.
The adequacy of the interest rate paid on this issue is being studied and 
a campaign is being initiated to mobilize voluntary public saving. 

INFLATIONARY PRESSURES 
As a result of large gover-nment deficits financed by bank borrowing,

Indonesia's money supply increased by 41 percent in 1957 and by 55 per
cent in 1958. In 1959, further large government borrowing from the

banks was accompanied by an increase of gold and 
 foreign exchange
reserves, but the increase in the money supply was held down to 19 per
cent by"a cut in the value of 1,anknotes and deposits in August, 1959,

amounting to approximately 14 billion rupiah, nearly 
 50 percent of tile 
amount that had been outstanding at the end of 1958. 

In 1960, the Central Government financed its 8.2 billion rupiah cash

deficit largely by using bank deposits that it had frozen in the monetary

measures of August, 1959. 
 Although this method of financing r.,ade it 
unnecessary for the Government to borrow large sums, as it had in pre
ceding years, it was an equally inflationary method of financing. During
the first part of 1961 this source was drawn on further. The Government
also resumed borrowing from the Bank Indonesia. Owing principally
to use of these frozen deposits, the money supply increased by 35 percent
during 1960 and by an estimated further 10 percent in the first half of 
1961. 

The large annual injections into the stream of money income, caused
principally by government deficits, and the large increase in the money
supply resulting from tile method of financing them, have raised the Indo
nesian domestic price level to more than five times that of 1952. (See 
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Table IlI-5.) Since 1957, the rise has been persstent, although inter
rupted. 	 It stopped in the second quarter of 1959, in the second quarter
of 1959, and again after the monetary measures iti August of that year.
Prices declined for six months from Julv 1960 to January 1961 and again
for five months from March to July 1961. A nNv rise began in July,
however, apparently explained partly b%a severe d:ought in Central Java,
which cut production of rice b 2 or 3 percent. This and other causes,
probably reinforced by hoarding, lve quinr'apled the urban price of 
rice since August 1961. The accompanying electricity shortages have 
also cut m1anufacturing output, while the depletion of foreign exchange 
reserves, which forced the government to clamp down on "free list" 
imports, has further reduced the supply of goods. As a result, the Min
istry of Labor's Consumer Price Index for Djakarta reached a level 
nearly three times that of the year beginning in March 1957. (See
Appendix Table B-1 for this index and its major components.) Fiscal 
policy and the resulting precarious international financial position are in 
the background of this recent price rise, of course, since a temporary
decrease in rice and manufacturing production could have been offset by 
emergency increases in imports if foreign exchange reserves had been 
maintained. 

Table 111-5 
CONSUMER PRICES IN INDONESIA, 1952-1961 

AnnualIndex percentage
 
Period (1953 = 100) increase 
1952 94 
1953 100 6 
1954 106 6 
1955 141 33
 
1956 	 161 14 
1957 177 10 
1958 	 258 
 46
 
1959 	 311a 21 
1960 	 420 35
 
1961 Jan.-Sept. 469 lib 

Sept. 535 21b 

An index of the Djakarta prices of 19 foodstuffs is linked in 1959 to the Ministry
of Labor Cost of Living Index, which begins in 1958. See Appendix Table
B-1 for quarterly and monthly Ministry of Labor figures but note that they
are shown there with a different base period.

b Annual percentage increases over corresponding period of 1960. 

Source: 	 International Financial Statistics, published by International 
Monetary Fund, and the Indonesian Ministry of Labor. 
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INTERNATIONAl. TRANSACTIONS 

In the five year period 1956 to 1960, Indonesia has had a persistent, 
although fluctulating merchandise export surplus, offset in all but one year 
by a steadier deficit for services (including net payments of investment 
income). The volatility of the merchandise surplus has resulted chiefly 
from fluctuations of imports, which varied between $487 million and $744 
million during the period; exports varied little except in 1958. (See Table 

Table 111-6 

BALANCE OF PAYMENTS OF INDONESIA 

(millions of dollars) 

IF: half 
1956 1957 1958 1959 1960 1961P 

Goods and services, net -165 -85 -65 25 -62 -92 
Merchandise, net 99 196 160 235 154 14 

Exports (f.o.b.)a 843 848 647 817 870 371 
Imports (f.o.b.)a -744 -652 -487 -582 -716 -357 

Services, net -264 -281 -225 -210 -216 -106 
Investment income, net - 65 - 85 - 68 - 78 - 67 - 29 
Other -199 -196 -157 -132 -149 - 77 

Means of financing net goods 
and services 159 81 74 - 2 65 142 
Private transfer payments 

and private capital 
Official transfer payments 

3 3 5 1 20 ) 
)44 

and miscellaneous capitalb 30 49 66 139 141 ) 
Change in monetary 

position 126 29 3 -142 - 96 98 
Net errorsand omissions 6 4 - 9 - 23 - 3 - 50 

P -" preliminary. 
aBased on adjusted foreign exchange records.
bIncludes increases in Indonesian liabilities to the United States Government 

amounting in the five years to 36, 46, 8, 9, and 28 million dollars, reseti.vely,
arising from purchases of United States surplus agricultural commodities. 

Source: International Financial Statistics. For more detail, see Appendix 
Table B-2. 
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The current account deficit has averaged about $70 million a year,
which is of the order of magnitude of approximately one percent of 
Indonesia's gross national product. It thus appears that Indonesia has not 
,een supplementing its domestic production by any significant net draft 
on foreign output. 

Between 1956 and mid-1960, net imports of goods and services were 
transformed into net exports, while thc inflow of capital and grants in
creased. As a result, the outflow of nionetar\N reserves was transformed 
into an inflow. Large changes in both imports and exports since mid
1960, however, brought the payments situation to a new crisis by mid
1961. 

Although the dollar value of Indonesia's export surplus improved
greatly from the low point reached in 1958 and the balance of payments
position in 1959 and 1960 was good, the direction of change during most 
of the past two 'ears has been unfavorable, according to customs returns. 
Fhese figures, which differ from those based on exchange records, show 

the following quarterly movements (expressed in millions of dollars): 

Trade
 
Year Quarter Exports Imports Balance 
1959 	 1st 157 88 69
 

2nd 274 
 112 162 
3rd 207 112 95 
4th 241 146 95 

1960 	 1st 214 121 93 
2nd 220 141 79 
3rd 195 142 53
 
4th 209 171 38
 

1961 1st 134 '200 66
-
2nd 187 189 - 2 

Exports 	have been declining since the second quarter of 1959, with 
some interruptions that do not affect the underlying trend. Rubber and 
petroleum, the two major exports, have fallen irregularly in volume. At 
the same time, a steady decline has been occurring for a number of y'ears
in the shipment abroad of other significant exports, such as tin, copra, and 
sugar. The reason the value of exports rose in 1959 and 1960 was that 
prices, especially that of rubber, increased. This favorable development 
was reversed in the latter half of 1960; however, rubber prices, which had 
averaged 42 cents per pound in New York in the first half of 1960, fell to 
30 cents by the middle of 1961. 

70 



The favorable position in 1960, the gradual restoration of internil 
securij after the Rebellion, and a belief that other problems hampering
exports had been overcome led to optimism about 1961 exports. A fall in
the value of rubber exports was foresecn but it was expected to be nearly
compensated by an expansion in other export earnings, especially from a
higher volume of oil and tin. With this prospect and the relatively high
level of foreign exchange reserves, more exchange was allocated for major 
consumer goods, materials, and capital equipment, and the Government 
established a "free list" of imports of non-essential consumer goods, for 
which foreign exchange was made available at 200 rupiah to the dollar. 

Vith a high level of money demand pressing against the available
foreign exchange resources, imports have continued to rise steadily,. The
expected decline in the value of rubber exports was reinforced by a fall in
earnings from exports of copra, coffee and tobacco. Th,: rise in imports,
combined with the decline of exports, has sharply reversed the 1959 and 
early 1960 international payments position and has reduced net official 
reserves in July 1961 to about half the July 1960 level. The Government 
had to restrict the non-esscntial "free list" imports in May, tighten con
trols on other imports, and draw $82.5 million from thle International 
Monetary Fund between August 1961 and January 1962. 

Since August 1960, imports have been subject to five effective ex
change rates. Imports classified as "basic" necesssities, Government pay
ments for invisibles, and other important invisibles and capital payiments 
pay the official rate of 45 rupiah per $1. Most imports of capital equip
ment and raw materials pay the official rate plus a 25 percent levy, or an
effective rate of approximately 56 rupiah per dollar. Imports of certain 
consumer goods and less essential raw materials pay, the official rate plus 
a 60 percent levy, or 72 rupiah per dollar. Specified nonessential in
visibles and capital payments pay the official rate plus a 00 percent trans
fer tax, or an effective rate of 90 rupiah. Finally, less essential imports,
the Class B or so-called "free list" imports already mentioned, pay a special
rate of 200 rupiah per dollar. All imports require licenses. In April
1961 some imported commodities were shifted to categories paying
higher levies or, in effect, inore rupiah per dollar's worth of goods pur
chased. 

All receipts of exchange are bought by the Government at the
official rate of 45 rupiah per dollar. Exports are subject to a tax of 10 
percent. Since this tax replaced a 20 percent tax oin all exports (as well 
as on all other foreign exchange receipts), it raised the rupiah value of a 
dollar's vorth of exports from 36 to 40.5 rupiah, or by 12 V2 percent. In
May, in an effort to stimulate tourism, an effective exchange rate of 90 
rupiah per dollar was instituted for tourists. 
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The shift in classification of some imports, the cut inthe tax on 
exports, and the special rate for tourists have meant, in effect, a gradual 
reduction in the weighted average of effective dollar exchange rates of 
the rupiah, both for imports and exports. Despite this reduction, the 
free market valuation of the rupiah has for some time been below the 
average of these rates. During most of the summer of 1961, it was re
ported to be around 165 rupiah per dollar and the Team is informed that 
by the end of September it had decreased t( about 220 to the dollar, a 
fall of 25 percent. This fall coincided with the rapid increase of domestic 
prices in the third quarter of 1961. 

The discrepancy between the free market price and the effective 
legal rates gives rise to smuggling, under-invoicing of exports, and dis
parities between the local and world market prices for some exports that 
make it difficult for the state trading enterprises to procure goods from 
private producers for export. These practices must cause a substantial 
volume of foreign exchange that is earned to get into non-official hands. 
They reflect the disparity between the domestic price level and the 
official exchange rates, despite successive adjustments in the latter. Before 
further adjustments of the exchange rate structure to correspond to the 
domestic price level can be lasting and these practices reduced, domestic 
inflationary' pressures will have to be brought under control. 

CENTRAL. (;OVERNMENT POLICY AND STRUCIURE AS r[HEY 
AFFECT THE ECONOMY 

Underlying these trends in specific industries are certain features of 
the Indonesian economy and society that we noted in the earlier parts of 
this chapter. They condition the environment in which all industries 
operate. Underlying them all is inexperience. 

Governmet Controlsand the PriceAlechanism 
The Government of Indonesia is trying to establish a new economic 

order. It calls this order "Socialism ;ila Indonesia" to stress that the 
society it seeks to build is one appropriate for Indonesia's customs, psy
chology, and culture and that it will differ from both the Marxian concept 
of the good societ, and the "anarchy of liberal democracy." The Gov
ernment is committed to a directed economy and, like most governments 
so committed, it relies to a great extent on direct controls and very little 
on the price mechanism and economic incentives to achieve its objectives. 

Many of Indonesia's problems are a familiar and predictable result of 
this reliance. When prices paid to producers of essential goods are held 
down, producers consume more of their own product, divert their re
sources to producing less essential goods, or lose out to producers of other 
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commodities in bidding for labor, land, or other resources needed in pro
duction. Where it is also possible to control the retail price, usually by 
a tightly controlled distribution system, demand for the product is also 
encouraged. Low producers' prices of essential goods force the Govern
mient to accept either shortages in relation to market demand at the con
trolled prices or substantial subsidies.;. Vhen trade is in the hands of 
thousands of small dealers, it is virtually impossible to enforce control 
over retail prices; the controls on producers' prices then more often divert 
profits to traders. That trade is profitable in Indonesia is evident from 
the fact that traders are willing to pay the free market interest rate of 
three to four percent a month. 

Suppression of producers' profits has two adverse effects that impede
economic development. First, the business saving needed for expansion
is suppressed and diverted. Second, the Government loses revenue which 
it could coil-e oin the profits of producers but which is likely to escape 
the tax net when profits accrue to traders. Thus, both revenue and busi
ness profits which the Government might be able to direct into priority
channels are diverted to less essential uses, vhile financial requirenents 
]iav be increased b" subsidies. 

That (;ov'crnmcnt revenue in Indonesia is inadequate is evident from 
the fact that inflation is endemic and inflationary finance is an accepted 
imethod of operation and development. While new capital projects are 

started by the creation of credit, established industries are often unable 
to finance purchase of spare parts and inventory. Imported spare parts
for state-owned enterprises, which in any case arrive in the country from 
six months to over a year after they are ordered, may, be held at thle dock 
for longer periods because the Government department responsible for 
importing theni does not have the funds to pay the customs duty. Some 
of the funds that would normally be used to finance inventories needed 
for production :are diverted into financing of fixed investment or to 
hoarding. The serious shortage and diversion of spare parts and im
ported materials are well recognized by Government officials, one of 
w%'hom commented that any increase of supplies might be diverted to the 
black market or hoarded, but their causes seem to be too little under
stood. 

Control of foreign exchange gives the Government a potentially
powerful instrument for directing new investment and influencing produc
tion, but it uses the power erratically. The Government, for example, 
in the past year allowed importation of textiles in such quantities as to 
discourage production temporarily. It placed automobiles on the so
called "free list" of non-essential imports, which are subject to a 200 
rupiah-to-S1 exchange rate, rather than the normal rate of 45 rupiah to $1. 
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It is quite evident from the large number of cars which were imported
that a much higher rate could have been charged and from the subsequent
depletion of foreign exchange rcsources and abolition of the "free list" 
that this was a poor use of these resources. 

To its credit, the Government recognized that state enterprises will 
have to earn profits to finance economic development. But lN1 keeping
the price of state-produccd essentials low, the government is weakening 
this source of saving and encouraging market demand. Electric power,
Water and railroad services, for example, are generally underpriced. Con
sequently, electricity is used for less essential uses while industry, hin
dered 1' shortages and frequent interruption of services, is forced to 
operate below capacity. The state-owned railroad company is not 
able to replace \\orn-out equipment and maintain track, not only because,
ot shortages of foreign exchange, but because of low earnings. It is 
doubtful that the Indonesian Government's bus service, established with 
the gift of busses fron Australia, is earning enough to replace, let alone 
expand, the equipment. 

An acutc shortagTc of water already exists and it seemns predictable
that it will become more acute with urban expansion. WVater is under
priced and non-csscntial uses and waste are thereby encouraged. 

The Government has been embarrassed by its inability to obtain 
goods for export, even to carry out trade agreements. This inability
results partly from the fact that inflation has raised the domestic prices of 
many exportable goods and made it unprofitable for producers to sell 
them for export at prices based on the official rate of exchange. A 10 
percent tax on exports must add to tile difficulty. 

\Vhile the Government was trying to resolve the dilenmma created by 
the conflict between tile official exchange rate and rising domestic prices,
private traders found ways of exporting. By under-invoicing their ex
ports or otherwise falsifying tile documents and b\ converting the 
foreign exchlnge proceeds from the sale of unreported exports to rupiah 
at tile black market rate, they have been able to stay in business in tile face 
of domestic inflation. Rather than try to enforce its regulations by sup
pressing tile competition of private traders who succeed in procuring 
goods for export, and thereby further destroying export markets, the 
Government has now taken a pragmatic approach. It has authorized tie 
State Trading Corporations to pa\" "disparity prices" to producers or 
private traders for exports, i.e., to pay prices in the domestic market that 
exceed the forign, prices converted at the official exchange rate (the
"parity prices"), while continuing to sell on the basis of the parity prices. 
Thus, exportable goods will be paid for on an ad hoc basis to the extent 
that the State Trading Corporations can cover the resulting losses either 
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from dhe Government budget or by taxing imports in one way or another.This new policy illustrates one wa'y in which the Government is learning
from its experiences. 

If this plan is administered by- a competent staff, it can be a powerfuland effective instrument for stimulating production of export crops, aswell as avoiding diversion from foreign to home markets. Obviously,it must raise the domestic price of exports to be cfFective. The total or selective elimination of the generil 10 percent export tax, whichappeared to be an obvious first step, was apparently not considered. Thistax apparently is valued as a source of revenue and sonic officials say\ it
is not significant in inhibiting exports.


If the State Trading Corporations buy from private traders 
as well as producers, we believe that they ,vill 6e more effective than if theyattempt to monopolize the trading function. This view rests on the judgment that the staff (,f the State Trading Corporar'ons is likely to encounter
serious difficulties in coping with the variety of marketing problems.

A further new policy is to allow private traders to retain for their own account any- foreign exchange resulting from an increase of foreignprice after the export is authorized at a so-called "check price." This means that private traders who correctly, forecast a rising foreign marketwill gain a premium and be sellable to exchange in a legitimate openmarket in Djakarta. But exporters who foresee a falling foreign market are likely to sell to the State Trading Corporations. It does not seemdifficult to predict who will win under this arrangement, and one wonders 
if it will last. 

The issue of conitrols can be sjmmed up by saying that the Government has Yet to deal effectively with the difficuity, of operating a directed economy in the face of price relationships that pull resources in the directions it does not want. 
 Even the most highly trained civil servants would 
not be able to administer direct controls effectively under the policies and
conditions which prevail. 

Officials also have yet to appreciate the many ways in which pricescould be uscd to supplement direct controls. Governments whose economic policies spring from early versions of socialist doctrine, and who appear unaware of the substantial literature the role of pricing inon asocialist economy-, seem to assume that the price mechanism can be usedonly in assoratin with individually, rather than collectively, determined
economic ,lijectives. They- fail to recognize that, if supplemented byappropriate selective tax policies, the price mechanism could supplement 
or replace direct controls as a means of carr'ving out objectivcs, provide
needed incentives and, by" enlisting greater effort on the part of privateindividuals and subordinate levels of government, reduce the burden on 
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the central administrative mechanism. It is encouraging, however, that 
the Government of Indonesia is tending increasingly to recognize these 
problems and is showing a willingness to try new approaches. 

Economic A dministration 
With so much of the monetized part of the economy, under direct 

governmental control, efficiency in making and in executing decisions is 
especially important. Officials recognize that at present there is much 
duplication of function and excessive complexity of organization. An 
outline of how the economic agencies of the Government are related will 
convey some idea of the complexities of the present structure. (See
accompanying chart showing the economic agencies of the Government 
and their organiz.ational relationships.) 

The Ministr" of Finance tries to coordinate fiscal activities and 
decisions. Its Minister is a member of the Inner Cabinet, which also 
includes the portfolios of Distribution, Production, Construction and 
Development, Basic Industries and Mining, Security and Defense, and five 
others. The whole Cabinet, chaired by the President, decides on budget
arv and other economic questions of high importance. The First Minister 
(at present Dr. Djuanda) or his I)eputy (at present Dr. Leimena, who is 
also Minister of Distribution) presides over the Inner Cabinet when it 
deals with other economic matters sufficiently important to come before it. 

lhour more specialized agencies are of central significance: the Eco
noinic and Development Council (EDC), which also tries to coordinate 
the activities of the economic ministries; the Monetary Council, which 
overseccs the Bank Indonesia; the Development Council, which oversees 
the State I)evelopment Bank; and the Bureau of Finance and Economics 
(FINEK), which is a staff arm of the First Minister. 

The Economic and Development Council, a creature of the entire 
Cabinet, is the highest economic coordinating body. It formulates -he 
Government's total economic policy, not merely its economic develop
mnent policy, and its decisions are expressed in Presidential decrees. Its 
chairman is the First Minister and its members are the Ministers of De
partments having jurisdiction ovei economic administration, plus the 
Minister-Chairman of the National Planning Council, the Governor of 
the Bank Indonesia, and the President-Director of the State Development
Bank. With a membership of 14, however, it is cumbersome as a working 
group and its present actual role is somewhat obscure. There is a plan 
to clarify this role and to reduce its membership by half. 
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The staff work of EDC is performed by FINEK, the economic staff 
arm of the First Minister. FINEIK alerts the First Minister to bottle
necks and other problems, collects data, submits proposals, and makes fol
low-up investigations. It tries to coordinate the use of all foreign aid 
through a Committee oil Foreign Aid, which deals with grant aid only. 
This Committee cooperates with the Committee on Foreign Loans, which 
is subordinate to the Monetary Council. 

FINIK also submits to the First Minister suggestions as to priorities. 
lie in turn discusses these with the Monctar%" and )evelopment Councils, 
whlcncc the\ can be takcn to the Cabinet. The ministries were instructed 
to plan programs for 1961 under general priorities (foods, textiles, roads 
and bridges, paper, medicines, surveys of population and resources) 
decreed by the President. Within categories of industries uzider the 
jurisdiction of a single ministry, priorities are determined by a coordi
nating committee in that ministry. Indirect means to principal objectives 
have the sane priorities as their respective objectives. 

The Monetary Council directs the uses of foreign exchange and also 
formulates generai policies for the Bank of Indonesia and supervises its 
operations. It exercises general supervision over loans sought by minis
tries from the Bank, and over the allocation of foreign exchange. All its 
members are members of the EI)C, but there is no legally specified link 
between it and the EDC. Although the Finance Minister presides over 
this Council, the Governor of the Bank Indonesia, who is Vice-Chairnlan, 
heads its Working Committee. This W'orking Committee, which con
sists of civil servants representing claimant ministries (and the Attorney-
General), makes advance estimates of foreign exchange resources and 
needs, with the aid of a Foreign Exchange Institute (a bod\ connected 
with, but separate from, the Bank Indonesia, which administers the alloca
tion of foreign exchange), and recommends allocations to the Monetary, 
Council, which decides them in accordance with the overall budget, but 
subject to the EDC. This Council also tries to plan the riming of alloca
tions. Rivalry among ministries for foreign exchange, however, is sup
posed to be resolved by the Chairman of the EDC (the First Minister), 
who may discuss the issues with that Council. Conflicts may be taken to 
the Inner Cabinet for decision, and, in the case of allocations for develop
inent projects, directly to the President. 

The Bank Indonesia serves the Government as a central bank; it also 
lends to the four other principal state banks, to certain commercial banks, 
and has power to lend to regional and private development banks. It is 
closely associated with the new State Development Bank. The Bank 
Indonesia's Board of Managing Directors receives directives from the 
Monetary Council. It instructs other banks regarding interest and dis
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count rates, and a bill is pending which, if enacted, will make the Bank adepository, for "guided savings." It advances funds to the Government,draws on and repays loans from the IMF and IBRD, and administersother foreign exchange assets and liabilities. Staff work on balance ofpayments prol)lems is centered in the Bank Indonesia and the keenest awareness of these problems and that of inflation is to be found here.Although anti-inflationary measures can be proposed 1)\ the Monetary
Council and decisions regarding restrictions of credit or taxation are madebv the Cabinet (subject to approval or amendment by Parliament or, temporaril', by the Inner Cabinet when Parliament is not in sessien), theBank Indonesia would play a keY role in designing an\" anti-inflationary
program.
 

The Development Council 
 (I)C) has the function of formulating
general policies for the State )evelopment Bank, the institution which isto help promote and finance capital projects under the Eight-Year Plan,much as the Monetar' Council formulates general policies for the BankIndonesia. The chairman of the Development Council is the First Ministei, but it is ordinaril\- supervised by the Ministr*v of Finance. TheGovernor of Bankthe Indonesia and the Minister-Chairnman of tieNational Planning Council are among its members. Both the DC andthe State Development Bank are still in their formative stages. The Bankgives promise of becoming an cffective institution. It hai power to issuebonds and receives 55 percent of profits that state enterprises must contribute to the financing of the l)cvelopment Plan. It channels foreignloans for development projects and after 1961 it has kept accounts of ,Illexpenditures for development Undertaking:s. Hereafter, willit alsocooperate with the Ministry of Foreign Affairs and other Ministries innegotiating foreign loans, the proceeds of vhich will be allocated -iccording to instructions from the DC. The State I)evelopment Bank makes
the loans to finance national 
 projects, while regional development banks
will help to finance local enterprises. Some new industries will receive


loans from the Bank for working capital through the Year 1961, but after 
that commercial banks are to perform this function. 

These agencies arc all policy-deciding or operating agencies. Thegeneral formulation of the Development Plan was the responsibility ofanother body, the National Planning Council (I)IPFRNAS), wlich wascreated in 1958-59 for the specific purpose of formulating a development
plan. This Council consists of 83 members representing man*y interests,
but has a smaller Working Committee. The Chairman of DEPERNAS,
Professor Muhammad Yamin, a nationalist hisorian, has ministerial rank.
Its staff work is directed by a vigorous and able administrator, whose
specialized knowledge and considerable past accomplishments, however, 
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are in the field of education rather than economics and who has fewer 
economists on his staff than FINEK or the Bank Indonesia. Besides 
formulating the Eight-Year Plan, DEPERNAS has responsibility for 
evaluating it, but the relative roles to he played by its staff and by
FINEK in coordinating, evaluating, and revising the Plan appear not to 
have been settled. 

In addition to these bodies and working agencies, and the committees 
we have briefly mentioned, the ministries are responsible for economic 
operating functions which the Government either performs directly 
or which, if conducted by private enterprises, it regulates. These nin
istries are claimants for capital and operating funds in the form of both 
rupiah and foreign exchange. 

Vhile this govcrnmental structure is far less complicated than that 
of the United Strlees, it has less complicated problems to deal with and 
involves a good deal ,f diolication of function. The administrative 
burdens on government officials would be heavy in any event because 
of the important role that the Government plays in the operation of the 
economy. The duplication adds to the burden. Many decisions funnel 
into the Central Government machinery and, owing both to the number
of agencies concerned with the same matters and the lack of trained 
administrators able -,. take responsibility for decisions. operations are 
often held up for protracted periods. 

These difficulties are recognized. Ve were told often of tile need 
to rentedy duplication and excessive complexity. A proposal is PQW
being considered to reduce the membership of tle Economic and Devel
opment Council, to place the Monetary Council and the Development
Council explicitly under its jurisdiction, and to have the three Councils 
serviced by a single secretariat. 

These and other measures are needed to reduce the number of places
where decisions must be made. The number of people skilled in analyzing
policy problems, in administration, and in other aspects of the operation
of governmental and private organizations istoo few, as Indonesian officials 
recognize clearly, to permit the luxury of adding to the demand for them 
oy duplication of government functions. 

Corruptionand Development 
Government employees are so seriously underpaid that it is virtually

impossible to live at expected levels without extra income from some 
source. At the lower levels, many government employees take outside 
jobs in order to supplement their meager salaries. Even highly trained 
employees of government-owned estates earn such small salaries that they 
are forced to supplement their income by one means or another. 
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No economy is free of temptations to corruption. They are accent
uated by the combination of direct governmental control of the economy 
and inflationary pressures, which puts a premium value on things that 
government officials can dispense: licenses to import, to export, and to 
perform many other activities, and freedom from prosecution for black 
market activities. The low level of government salaries, whose pur
chasing power has been reduced by rising prices, adds further to the 
temptation. 

Efforts are being made by the Indonesian Government to combat, or 
at least reduce, corruption. A five-man Committee on Government 
Operations has been given the task of overseeing the efficiency of the 
governmental apparatus and the honesty of officials, and of checking on 
governmental expenditures. This Committee is under the chairmanship 
of the Sultan of Jogjakarta. If the Committee finds real evidence of 
corruption, it reports the evidence to the administrator who is in a posi
tion to deal directly with the matter; if he does not act, the Committee 
takes the evidence to the next highest level, and, if necessary, to succes
sively higher levels, including the minister concerned and even up to 
the President himself. Although the Committee has no power to prose
cute, or to execute a judgment, it nevertheless has substantial influence 
and moral authority, and can thus be a deterrent to the more flagrant 
abuses of governmental responsibility. 

IMPLICATIO.S OF RECENT 1R.;SI)S FOR I)F\'LOPIENT 

Our review of recent developments and current tendencies in Indo
nesia leads us to conclude that there are many deficiencies in the way its 
economy operates, tha: in some areas of the economy there has been 
little progress or actual retrogression, but that in others there is evidence 
of important progress. The evidence of lack of progress or retro
gression is near the surface and visible in statistics. Most of the evidence 
of progress, in contrast, lies beneath the surface; to only a limited degree 
does it take forms that can be identified statistically or that can be other
wise seen from a distance. Itis of a kind that cannot be, or at least is 
not conventionally, expressed quantitatively. Unfortunately,, the things 
that cannot be s() measured tend to be neglected. They are sometimes 
the more fundamental; however, they- are often preconditions for gains 
in production and other variables that are measured. Because of the low 
visibility and importance of such forrms of progress, they, deserve more 
extended mention. 

A most important gain is the restoration of internal security and the 
acceptance of the rebels back int, the Armed Forces or civilian life. 
Those who surrender are now bein accepted without being prosecuted 
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and those vho had previously been sentenced have been granted amnes
ties. With the restoration of security, production in the areas where the 
rebellion cut it down can be restored. At the same time, members of 
the Armed Forces can more readily be returned to civilian life. 

A iother important advance is the solution of the problems of diver
sity of language. From a condition in which more than 84 languages were 
the common means cf communication, Indonesian is increasingly be
coming the commnon language. Indonesia is solving the problem of
language diversity better than some other large underdeveloped coun
tries. The obvious direct effect of improving communications carries 
with it the more subtle effect of speeding up the development of a sense 
of nationhood, which is a necessary condition for support of the Central 
Government and for willingness to put forth the energies and accept the 
tax and other burdens that wi!l be required by economic development. 

One hears self-criticism about the operation of the economy. Efforts 
are being made to identify the difficulties that face the country and the
problems of development. Increasingly, people in Indonesia are asking
themselves and each other hard questions. Even though they may not 
vet have the answers, this is the first stage of progress. There is a
tendenc'-not vet widespread, but increasing-to apply pragmatic criteria: 
"Is this icthod working?" It is clear that the tide is in that direction. 
The very deterioration that is often cited as evidence of retrogression
and ground for despair is what is launching Indonesia into this stage of 
the development and learning process. Dcclines in production, rising
prices, balance of payments difficulties, breakdowns in transport and 
other equipment, diversion of goods from export to domestic markets
all these should give majir stimuli to facing up the problems of develop
nent. 

Another important stimulus is the effort to frame and to set in motion 
the new Development Plan, and the assumption by the Government, and 
recently by President Sukarno persoi'allv, of responsibility for its execu
tion. We emphasize effort and assumption of responsibility because we 
think that, for a country at Indonesia's stage of development, they are 
more important than the Plan itself. lVe do not share the currently
fashionable view that a well-worked out national development plan is
indispensable to progress in economic development. That progress does 
not inevitably depend on having such a plan is clearly demonstrated by
history. Until the past half century, all the countries now in an advanced 
state of development-those of Vestern Europe as well as the United 
States, Canada and Japan-reached that state without integrated plans.
Nevertheless, where resources are centrally directed, a development plan
contributes to development progress, provided that the government and 
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the country take it seriously. It focuses attention upon the problem of 
development by showing the complexities of economic relationships and 
by raising questions that officials and the public ma' not have thought 
about before. 

Largely because it performs this function, rather than because it:pro
vides a realistic guide to the course of future eveits, we devote the next 
chapter to describing and analyzing the current Indonesian Eight-Year 
Development Plan. 

CHAPTER IV 

THE INDONESIAN NATIONAL DEVELOPMENT PLAN 
The formulation of Indonesia's new National l)evelopment Plan in 

1960 should be compared vith two earlier attempts at central planning.
In 1951, the Government adopted an Economic Urgency Program, in
tended mainly to raise output of consumer goods and processing of domes
tic raw materials and to mechanize small firms. Some new plants were 
built under this program, but few were operating until the next planning
period. Only a quarter of the small firms in the mechanization program
had received any new equipment five years later, and less than half of 
these firms were using the equipment. 

In mid-1956, a new Five-Year Development Plan was drawn up
under the guidance of the then Director of the National Planning Bureau,
fr. l)juanda. Although the Cabinet iidcertook to implement it, the Plan 
did not receive formal approval of Parliament until 1959; approval was 
made retroactive to 1956. This Plan included twenty-year projections of 
Indonesia's needs, population growth, desired growth rates, sources of 
financing, etc. and called for Rp. 30 billion expenditures on capital forma
tion in the first 5years (1956-60). l)evelopment expenditures were not 
specifically ear-markld il tlie government budget, so that while total ex
penditures in each category were approximately met in money terms, the 
inflation caused much of the budgeted amounts to be absorbed in ordinary 
government operating expenditures. The decision to nationalize remain
ing l)utch interests late in 1957 and the spreading rebellion in 1958 also 
created major obstacles to the carrving out of that Five-Year Plan. Major
emphasis shifted from the initial industrial targets in the plan to foodstuffs 
in 1957 (reflecting concern over a quintupling of rice imports from 1955 
to 1956), to maritime shipping in early 1958, as the Dutch withdrew their 
vessels, and to internal security in late 1958 and 1959. 

The 1951-56 "Urgency Program" fell fae short of its goals, due to 
general lack of experience in planning and execution, and the first Five
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Year Plan (1956-60) suffered sonic of the same defects plus the blows of 
dislocation arising from the departure of the Dutch and from politicat 
unrest. The 1956 plan was a much more realistic assessment of long-run 
needs and objectives for Indonesia, but it lacked detailed targets and the 
budgetary and administrative means for carrying them out. Some notice
able forward strides were made, however, during the 1956-60 period. 

PREPA RATION OF THE EIGHT-YEAR DEVELOPIENT PLAN 

In August, 1959, the National Planning Council (DEPERNAS), 
consisting of 83 members representing major political segments of the 
country, was created and charged with the development of an economic 
plan for Indonesia. I)r. Muhammad Yamin, former Minister of Educa
tion, was placed in charge and was given ministerial rank. The former 
Secretary-General of the Ministry of Education, Dr. Hutasoit, assumed 
the same position in the Planning Council. A small working committee 
of the Council was largely responsible for drawing up a draft plan from 
the various proposals submitted by ministeries and representatives of pri
vate and public sectors. 

The Draft Plan was presented to the Cabinet in October, 1960, where 
it was discussed at length. Despite considerable criticism, it was sent 
on to the Provisional National Assembly in November, 1960, for discussion, 
without specific recommendations from the Cabinet. After review by 
the Assembly and the President's Advisory Committee, it was unanimously 
approved "in principle" in December 1960, with some additions and 
modifications. 

Unlike the Five-Year Plan, which was drafted by a department within 
a ministry, the Eight-Year Plan was prepared, pursuant to a Presidential 
decree, by a policy-making group, representing regions and functional 
interest groups. It therefore began its life with greater public support 
and interest. On the other hand, unlike the earlier Plan, which devoted 
considerable attention to long-range aims of the economy (and p,-rhaps 
too little to specific immediate details), the Eight-Year Plan, although
voluminous, is lacking in supporting statistical data and economic justifi
cation of its recommendations. Its eight books, 17 volumes and 1,945 
paragraphs (symbolizing the August 17, 1945, Declaration of Independ
ence) and more than 5,000 pages show signs of haste in preparation. The 
job of the Council was to weigh tile relative merits of tile many thousands 
of proposals submitted, and to select those items which they felt should 
receive the highest priority. Priorities were not always based on the 
immediate and direct contribution a project might make to economic 
development. In addition to the aim of fostering more rapid economic 
growth, the Council obviously had other (and sometimes conflicting) 
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objectives in mind. For example, self-sufficiency in food and clothing 
was a paramount goal, even though in some degree it conflicts with an 
efficient use of resources and with development; cultural values were to 
be stressed, as evinced by the allocations for construction of religious
buildings and for translating and printing millions of copies of the Koran. 
One-eighth of the total development expenditures was allocated to military 
uses, over and above the military's roughly 50 percent share of the regular 
government budgets, reflecting nationalistic coiivcrn over MVest .ran. The 
apparent conflict of economic and other goals is mentioned to emphasize
the difficulty DEPERNAS faced in assigning priorities to projects, not to 
suggest that non-economic goals are unimportant. As we note more fully
later in this chapter, outlays for "nation-building" may contribute much 
to "development". 

DESCRIPTION OF THE PLAN 

The Plan, in general outline, is divided into two separate parts. "A" 
projects, 335 in number (plus 39 provisional ones added later), are the 
core of the development program, and are intended to contribute directly 
to national development. They include projects to increase domestic 
production for capital and consumption, including, as will be seen, both 
intangible and tangible forms. "B" projects, falling into eight categories, 
are projects which, it is hoped, will provide additional rupiah and foreign
exchange revenues sufficient to finance the capital costs of the A projects.
They consist primarily of projects to expand agricultural and mineral 
exports (e.g., rubber, tea, coffee, copra, oil, tin, etc.) and of mere alloca
tions of rupiah to the Development Plan budget. 
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The A Projects 
The A projects fall into twelve major classifications, with planned 

expenditures as shown in Table IV-1. 

Table IV-1 
"A" PROJECTS IN EIGHT-YEAR DEVELOPMENT PLANa 

(Money figures in bilions of rupiah) 

PlannedExpend. Allocation of Expenditurc 
Percent Local 

No. of of Cur- Foreign Not 
Classification Projects Amount Total rency Exchange Allocated 

Cultural 9 1.6 0.6 1.6 - -

Educational 43 16.3 6.8 16.3 - -

Research 16 2.7 1.1 0.8 1.9 -

Public Welfare 11 6.2 2.6 6.0 0.2 -

Government 6 3.6 1.5 3.6 - -

Food 8 25.1 10.5 14.0 11.1 -

Clothing 7 28.9 12.0 14.2 14.7 -

Industry 81 52.0 21.7 28.2 23.8 -

Health 6 2.2 0.9 1.7 0.5 -

Transport and 
Communications 144 60.2 25.1 36.2 24.0 -

Motor transport 90 30.9 12.9 23.9 7.1 -

Rail transport 2 7.0 2.9 3.0 4.0 -

Sea transport 6 10.1 4.2 3.2 6.9 -
Air transport 14 4.5 1.9 2.2 2.3 --

Communications 32 7.7 3.2 4.0 3.7 
Finance and Tourism 3 11.3 4.7 10.5 0.8 
Special Project (Military) 1 30.0 12.5 - - 30.0 

Total 335 240.0 100.0 133.0 77.0 30.0 

aSee Appendix Tables C-1 to C-13 for more detail and Table IV-2 for source. 

It will be noted from Table IV-1 that tile estimated foreign exchange 
cost of the A projects (excluding the "Special Project," which is a military 
project about which no information is given) is about 37 percent of their 
total cost. Most discussions of the Plan state that foreign exchange costs 
are 50 percent of the total. This figure apparently results from the 
assumptions that all the foreign loans included in B project revenues 
would yield foreign exchange (which is not true of U. S. loans under 
PL 480) and that the 50:50 distribution of B project revenues between 
rupiah and foreign exchange which results from this assumption matches 
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the currency distribution of A project costs. Even if all costs of the 
"Special Project" were foreign exchange ists, these costs would be only
45 percent of the total, assuming that they have been correctly translated 
into rupiah. 

It should be noted in passing that some "projects" are single plants 
or other construction items, while others encompass a large number of 
smaller items. For example, the proposed rayon project consists of four 
rayon plants with varying capacities, plus a chemical cellulose plant to 
provide materials for the rayon plants. Similarly, a project referred to 
as "road building in Kalimantan" may be a net-work of twenty or thirty 
smaller inter-related projects.' 

The Plan is based on the general strategy of concentrating in the first 
three years on increasing production for consumption and preparing for 
capital development; the major effort in other fields is to be delayed until 
the latter five years. The emphasis in the first three years on the "San
dang-IPangan" (Clothing-Food) program is on achieving self-sufficiency
in rice, which requires an increase of output of about 20 percent, and a 
substantial measure of self-sufficiency in textile production (although not 
in the production of the basic textile raw materials). Thus, the paddy 
center program, fertilizer production, erection of corc , t :tile spinning,
weaving and finishing plants, receive high priorities. (.tKhc :cmrs which 
are related to the production and distribation of these .'omm jities, how
ever, such as roads (particularly rural road rehabilitation), river and 
irrigation projects, harbor improvements, and inter-island shipping, also 
receive emphasis in the first three years. 

Also concentrated heavily in the first three years are other projects
which are necessary forerunners to the heavier industrial projects in the 
latter five 'ears. ilus, hydro-electric and other power fcilities, expan
sion of cement production, additional technical high schools, research 
institutes in metallurgy, geology, physics, etc., aniM!surveys of mineral and 
timber resources are to be initiated in the Fi,-;t tmo or three years of the 
Plan. 

In later years of the Plan, the emphasis shiits to larger industrial 
projects. In these years it is intended to build steel, aluminum, metals 
fabrication, petro-clenical, rayon, pulp and paper plants, and to embark 
on additional hydro-electric facilities, development of a pharmaceutical
industry, and expansion of light industries producing consumer goods. 

It should also be noted that the categories in the table above do not correspond 
to ministries under whose control these projects will be carried out. Thus, an item
called simply "Tin" is listed under "Finance and Tourism", probably because it is
designed to improve the balance of payments position. Another project for a tin
smelter, however, is listed under "Industry". 
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The Plan also includes some cultural and other projects which are not 
ordinarily thought of as contributing to economic development, such as 
"Collection of Cultural Heritage". "National Museum", "National 
Library", "Cultural Garden", and translation of the Koran, of the Bible, 
and of the Vecda and l)harma Paddha. Except for the Cultural Garden 
and the Translation projccts, thesc are distributed evcnv through thc 
eight years. 

Transportation and communication projects, representing about 25 
pcrcent of total planned expenditures on A projects, are similarly dis
tributed, with a step-up in the third year. Scven-eighths of expenditure 
in this category is for transportation. Because of the poor transportation 
facilites on Sumatra, which produces two-thirds of Indonesia's exports, 
and on the other Outer Islands, the distribution among islands of the land 
transportation expenditure, shown in Table IV-2, is of inteiesr. 

Table IV-2 
D)isTiHIuI'ION OF PL.ANNED EXi;NoITURIS ON ROADS AMONG ISLANDS 

(Millions Rupiah) 

Modernization Equipment 
New and and 

Construction Rehabilitation Training Total 
Java 540 2,836 - 3,376 
Sumatra 5,495 7,500 - 13,004 
Kalimantan - 1,599 - 1,599 
Sulawesi 1,311 1,995 - 3,306 
Lesser Sunda Islands 366 1,156 - 1,522 
Moluccas 316 140 - 456 
Unallocated - - 1,350 1,350 

Total 8,028 15,135 1,350 24,613 

Source: List of Projects, National Overall Development Plan, Secre
tariat, National Planning Council. Djakarta, 1961. 

The B Projects 

Coincident with the starting of A projects is the planned expansion of 
agricultural, oil, and other mineral export production under B projects. 
Other B "projects" are mainly increases of receipts from existing sources 
that are to be reserved for financing the Development Plan. The Plan 
contemplates obtaining gross foreign exchange receipts of nearly $2.5 
billion, equivalent to about 111 billion rupiah at the official exchange rate, 
and gross rupiah receipts of 120 billion rupiah, or a total equivalent to 
about 231 billion rupiah. Table IV-3 shows these sources more specific
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ally. More than $1.9 billion out of nearly $2.5 billion, over 75 percent, is 
expected to come from oil. 

Table IV-3 
EXPEcTFI) REci.Etms FROM B PRO'ECTS IN EIGHT-YEAR DEVELOPMENT FLAN 

Oil: Gov't share of exports 

Foreignexchangerevenue 
Million Rupiaha 
Dollars equiv. (bill.) 
1,180 53.1 

Rupiab 
revenue 

(billions) 

Foreign companies' capital 
converted into rupiah 750 33.7 

"illber export increase 52.5 2.4 
Saving on fish imports 12.5 .6 
Copra export increaseb 76 3.4 
Rubber export increase' 320 14.4 
T1n export increase 15 .7 
Aluminum export increase 11.5 .5 
Tourism 45 2.0 
Result of 1959 "monetaryv reform" 10 
Share of state enterprise profits 32 
(ommunity Saving 8 
Sales of shares and bonds 8 
Sale of capital goods 16 
Sale of consumer goods 46 

Total 2,462.5 10.8 120 

aConverted at official exchange rate of 45 rupialh per $1.
 
b Through efforts to eliminate smuggling.
 
Source: Same as for Table IV-2.
 

'o obtain those receipts, however, the Plan contemplates that sub
stantial expenditures in foreign exchange and rupiah are needed. Thus, 
the Government expects to get $750 million of foreign exchange by buy
ing it from foreign oil companies that bring this amount of capital in to 
finance local expenditure. Such transactions require the Government to 
pay out an equivalent amount of rupiah. While they arc a source of 
foreign exchange to the national economy, they yield no net revenue to 
the Government. Similarly, the sale of capital and consumer goods is 
expected to yield 62 billion rupiah, but these goods are imported and may
require expenditure of foreign exchange. We do not know how much 
the Government contemplates paying for these goods, but it is possible
that they nust pay something, so it cannot all be net revenue, and, of 
course, if they do not sell these goods at a profit, none of it is net revenue. 
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If we assume, as the most unfavorable possibility, that the foreign 
exchange cost of the capital and consumer goods are $1,378 million (the
foreign exchange equivalent of 62 billion rupiah at the official exchange 
rate) ano take into account all other foreign exchange and rupiah expendi
tures for B projects (estimated in the Plan at nearly 39 billion rupiah), 
then total B project expenditures would be equivalent to nearly 101 
billion rupiah, in foreign exchange and rupiah. The nearly 231 billion 
rupiah of total gross receipts would then yield net receipts of only 130 
billion r,'piah. Thus total net receipts from B projects would fall 110 
billion rayiah short of the 240 billion rupiah cost of the A projects. If 
we also .!ssuimc that 75 percent of the cost of the Special Project is in 
-oreign exchange and 25 percent in rupiah, this deficiency would consist 
of a foreign exchange deficiency of $1,142 million and a rupiah deficiency 
of 58 billion. (See Table IV-4). 

Table IV-4 

Ni"GROss .- mNI R.:cn.lrS ON 13 PRoJEcTs AND CosTs OF A PROJECTS 

In foreign exchange In rupiab Totala 

Gross receipts from 
Mill.$s Bill. rp.a (Billions) (Bill. rp.) 

B projects 2,462.5 110.8 120.0 230.8 
Expenditure for 

B projects 1,391.3' 62.6b 38.0c 100.6 
Net receipts 1,071.2 48.2 82.0 130.2 
Cost of A projectsd 2,213.0 99.6 140.0 240.0 
Net rcceipts from 

B projects 1,071.2 48.2 82.0 130.2 

Financing not 
provided for 1,141.8 51.4 58.0 109.8 

a Dollars expressed in topiali at the official exchange rate. 
b Includes most unfavorable assumption of 62 billion rupiah cost of capital and 

consumer goods and officially given 600 million rt'piah foreign exchange cost of tin 
project. Dollar cost obtained by converting from ruoiah at official rate. 

c Includes 33,750 million rupiah cost of purchasing foreign exchange from oil 
companies and 4,230 million rupiah costs of reducing rubber and copra smuggling and 
of Tin and Tourism projects.

d From Table IV-1. It is assumed here thaL 75 percent of the cost of the 
"Special Project" consists of foreign exchange cost and 25 percent consist of rupiah 
costs. 

On these assumptions, the required additional foreign financing alone 
would be an average of about $142 million a year over the eight-year 
period. This sum, although substantial, might well be available, judging 
from what has been available in the past. 
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If we assume, however, that the capital and consumer goods to be 
sold would involve dollar costs of only $690 million instead of $1,37, 
million (reflecting resale at an exchange il te of 90 instead of 45 rupiah per
dollar), net dollar receipts would then be correspondingly higher and 
the dollar deficiency would be reduced equally. Instead of being about 
$1,140 million, it would be only about $4.50 million, or an average of about 
$56 million a year. Obviously, on this assumption, the difficulties would 
be much less. Or, if the consumers' goods involved no foreign exchange 
costs, net planned receipts of foreign exchange would exceed the foreign 
exchange costs of A projects. 

In any case, there would still be a question whether expectations of 
gross receipts, particularly tho.se from cil, are realistic. This question is 
considered in our general analysis of the Plan. 

ANALYSIS OF THE PLAN 

The inclusion of cultural projects in the Plan, thc emphasis on con
sumption in its early year,;, and the reluctance to raise taxes are some
times taken to mean that Indonesia is not serious about economic develop
ment. Ve think this inference reflects too narrow a view of what eco
nomic development requires. To understand the long run problem of 
development in Indonesia requires a bre ider view.
 

Illustrative of this broader view was made by Sukarno in 1945 
on the 
eve of Indonesia's Declaration of Independence. Speaking before the 
Body for Investigating Efforts to Prepare for Independence, the future 
President was refuting the opinion, expressed by sonic other lead-rs of the 
revolutionary niovement, that independence should not be declared before 
certain conditions, still absent, were established. In a speech impressive 
for its passion and power, he franki\" acknovledged that some of the con
ditions of nationhood had not been achieved, but asserted that political 
independence did not require meeting all these conditions. He said: 
" . if a nation has other capabilities, of course, it is better, but 

when any nation is readyV and able to defend its country with its own 
blood, with its own flesh, then at that moment that nation is ripe for in
dependence." Hc then referred to his statement in a 1933 pamphlet that 
"political independence is nothing but a bridge, a goldcn bridge -, that 
on the far side of the bridge we would perfect our soci.t:%-." (Our 
italics.) Sukarno's 1933 pamphlet and this speech are only two aniong 
many indications that he has long been aware that political independence 
is only the first stage of a long process. 

Further evidence that the Government seeks to create the political 
pre-conditions of development is the strategy underlying the Eight-Year 
Development Plan. As Minister Yamin explained to the National Plan
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ning Council in August, 1960, the Plan contemplates raising total invest
ment to no more than approximately 15 percent of the national income, 
because the low standard of living of the people make it "impossible to 
burden them further" (i.e. by reducing current consumption). 

As late as 1959, President Sukarno told the Colombo Plan Conference, 
meeting at Jogjakarta, that "Development is interdependent, with all its 
aspects and facets closely linked . . . Any scheme of pure economic 
development can be no more than an irritant in the body-politic and the 
social organization of the nation. Only when such a schenie fits into its 
social, political, and cultural context can it be successful." 

it is thus clear that, as earl, as 1933, Sukarno had formulated his long
run objectives for the nation and that he still holds to them. The pro
grains designed to increase literacy, to familiarize the people with their 
cultural heritage, the emphasis on "Socialism i la Indonesia" and in gen
eral to develop a national identity, appeir as parts of a grand design of 
which economic development is only one part. It is significant that the 
Eight-Year Plan is not officially entitled a plan for economic development 
but is called "The National Over-All Development Plan." 

Although students of economic development have come to recognize 
that it requires certain political, social and cultural pre-conditions, they 
have been slow to identify them. Even less progress has been made in 
identifying the pre-conditions of political development toward a stable 
democratic society. This is clear from the fact that persistent emphasis 
on written constitutions, on voting procedures, and on other aspects of 
the form and machinery of government his so often been shown to be 
misplaced, and from evidence that success in using these forms itself 
requires pre-conditions that have not been identified. *Where austerity 
and sacrifice in the larger interests of a nation are required for economic 
progress. development of a sense of nationhood may be a pre-condition 
for economic as well as political development. In identifying this pre
condition of total development, Sukarno, whether by analysis or intuition, 
may have been several steps ahead of the "experts". 

In short, we see no firm basis for the often-heard conclusion that the 
initial emphasis on consumption and the inclusion of some "non-economic" 
projects in the Plan serve no rational economic purpose, let alone the con
clusion that they serve no rational purpose of any kind. 

Choice of the A Projects 
Although the best use of a nation's resources depends partly on the 

nation's objectives, the choice of methods to achieve its objectives does 
involve economic questions, for rational choice involves a calculation of 
what has to be given up when economic resources are used in a chosen 
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way, and such calculation is the central concern of economics. Since 
projects which serve non-economic objectives use economic resources 
that are limited, such projects, too, involve sacrificing alternative uses of 
the resources. Our principle concern about the Plan arises from doubt 
that the sacrifice of alternatives uses, which are the true economic costs 
of the projects chosen, have been properly assessed, and that the choice of 
priorities, implied in the wav tile projects have been scheduled over the 
eight years of the Plan, is rational. 

Correct appraisal of a project rc(qlires not onl\ in accurate evalua
tion of the cost of the capital outlays, but an cvaluation of its future 
operating and maintenance costs, an evaluation of what is foregone when 
the resources are used in the chosen way instead of in other ways, an 
estimate of whcther the same wants could have been saIsfied with u.se of 
fewer resources, and an assessment of how long in the future a project
(or various parts of it) will satisfy, directly or indirectly, wants that seem 
important today. Refined analysc.; of these questions can be very com
plex and teclnica! matters; we do not set such analyses as standards. The 
point, rather, is that little effort appears to have been made to answer 
these questions. 

This problem arises more cenerallv in connection with the goal of 
self-sufficiency in food and clothing, and specifically in connection with 
the projects designed to attain it. Indonesia has reasons for wanting to 
be self-sufficient in rice that secm good to it: security and national pride.
The country was cut off from imports during the aii does not wantwar 
to risk dependence on imports in the future. The cheapness of imported
rice and textiles, however, may mean that self-sufficiency involves eco
nomic loss. It is true that even on economic grounds it may be desirable 
in some circumstances for a country to produce domestically what it 
could import more chcaply. The point is not that the decision is wrong,
but that the costs to the econom\' appear not to be recognized by the 
Government, except by a few of the younger civil servants, and that 
nobody has tried to measure thmcn. For example, 10 percent or less of 
Indonesia's rice is imported. Since self-sufficiency in total food supplies 
seems attainable without great difficulty, what is risked by continuing 
to depend on imports of rice is not acute hunger but only the possibility
of having to substitute other foods if enough rice is not available. The 
question is whether the sacrifice that self-sufficiency in rice seeks to 
avoid has been properly assessed, whether the assessment has been dis
counted for the probability that the sacrifice would never have to be 
made, and whethcr the sacrifice, flixs discounted, has been compared with 
the certain costs of self-sufficiency. 
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The Rayon Complex: an IliwninatingExample 
The proposed rayon complex illustrates three important aspects of 

economic calculation. This project looks toward construction of a 
wholly integrated complex of plants to produce rayon from indigenous
forests. The main positive motive for the complex is that self-sufficiency 
in textilcs is valued for its own sake. When imports were cut off during
the Second World \Var, many people were in the humiliating position of 
not having enough cloth to cover themselves in the accustomed manner. 
The project appears to make scase because Indonesia cannot grow raw 
cotton, it has abundant forests, and, cven though the capital cost of rayon
fabrication is higher than that of cotton, it may lie able to finance the 
project with loans costing only 2 3 percent interest. 

The first question is whether the objective-in this case avoiding the 
risk of a short supply caused 1*" a possible interruption of shipping-can
be achieved more cheaply in some other xvav. One reason that curtail
ment of imports made clothing supplies so inadequate was that stocks in 
c0nSlIIlCl'S hands or elsewhere in the economy-, were insufficient. Recog
nition of this fact shows the need to ask further questions. In the time 
that is rcquircd to devclop a fully integrated rayon comiplex, might real 
income not increase enough to enable consumcrs to acquire largcr stocks" 
If it were not safe to assume that sufficient stocks would build tip auto
niatically with growth, could the Government not supplement private
invcntories by stockpiling cloth? Again, the question is whether the 
sacrifice implied by an interruption of imports has bcen correctly assessed 
and discounted for the probability that it will not occur, and whether the 
sacrifice, thus discounted, has been comparcd with the certain cost of 
avoiding it. 

The second point is that the physical presence of forests does not 
mean that production of the raw material for ra'on would be economical. 
To convert forest into timber, construct the roads and create the other 
facilities to transport it, and convert it into cellulose, involves real sacri
fices of alternative output for the Indoncsian economy. The chemical 
cellulose needed for ravon production may not be economically obtain
able from Indonesian timber, and Indonesi'a, like other developing coun
tries that have both forests and rayon plants, would then remain dependent 
on imports of such cellulose. 1-ven if Indonesia has timber of the right 
sort, however, a decade or more would probably lie required to get this 
phase of the complex into production and Indonesia would have to 
depend on imports of chemical cellulose in the meantime. 

The fact that cellulose would have to lie imported, at least for a 
long time, raises a new issue: Should fabricating facilities using imported
cellulose be built to avoid importing finished cloth? In calculating the 
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answer to that question it must be recognized that the substitution will 
save foreign exchange only in the amount that the cost of finished cloth 
exceeds the cost of the imports needed to make equal amounts of rayon
plus service on the loan, and that it also absorbs domestic resources with 
alternative uses. If the costs, translated into alternatives foregone, are 
greater for rayon than for cotton, producing rayon would be rational 
onlv if Indonesians prefer to have fewer yards of rayon cloth to more 
yards of cotton cloth. 

The third illustration of erroneous economic calculation arises in 
connection with the belief-a common one in all countries-that the high
cost of using the capital .o build a rayon plant is avoided if the interest 
charge on the capital is low. This belief ignores the sacrifice of a better 
alternative use. To make the point concrete, let us suppose that a loan 
is available at 2V, percent and that fi.cilitics to fabricate rayon from 
imported cellulosc will yield, say, 7 percent. In the light of urgent
necds for transport, it appears realistic to suppose that investment in trans
portation would vield, say, 15 percent, if its services were properly
valued. While from the point of view of business accounting, the rayon
investment y'iclds a profit of 4V percent (the difference beaveen the 7 
percent yield and the 2V percent cost), the answer that it is "profitable"
is the right answer to the wrong (juestion. From the point of view of 
rational economic development, which is the one relevant to planning,
the ra'on project w~uld involve a loss of 8 perccnt (the difference be
twecen the 15 percent yield that is foregorle and the 7 percent that is 
obtained). The point is that the terms of the foreign loan are irrelevant 
to the choice of how to use it, unless the funds available at that price are 
unluited, or those available for the rayon complex are not available for
 
alternative uses.
 

Capacity to Absorb Capit,11 
Closely related to the question of the real costs of proposed projects

is the question of how efficiently they can be constructed and operated.
When one observcs the man" lottlenecks that restrict growth in Indo
nesia, the rarely defined concept of "capacity to a'Jsorb capital" takes on 
more concrete meaning. Absorptive capacity does not depend merely 
on current saving, on total available manpower, on total foreign exchange
earnings available to repay principal and interest on foreign loans, or ol 
all of them together. It also depends on the adequacy of specific re
sources to mect specific requirements. Every important capital project
requires detailed planning-of location, construction, and operation. It 
requires power. It require, transport to bring materials in and move 
products out. It requires managerial and supervisory personnel. "With 
Indonesian transport undermaintained and inadequate, new factories will 

95
 



not be able to operate efficiently until additional investment is made to 
overcome transport difficulties. Workers must le trained for each new 
plant. Management personnel is lacking. Even the structure and opera
tion of government can become a bottleneck in the effective use of capital 
on a scale required by an ambitious development plan. It would be 
wasteful, for example, to enlarge the Indonesian shipping fleet without 
reforming the custons service and the budgetary practices that now 
block the movement of goods through ports. 

That deficiencies of skilled manpower, and some of the other practi
cal obstacles to rapid developmcnt progress, are ofliciallh recognized is 
clear from the specch of Minister Professor Muhaimmad Yamin in pre
senting the Draft )evelopment Plan to the Special Plenar'' Session of the 
National Planning Council on August 13, 1960. H1e stated that the 
decision to take a period of eight \,cars (1961-1969) is based on the 
following considerations: 

"a. The projects of Plan I (the Eight-Ycar Phl) need rather a long 
time to obtain administrative approval and preparations; 

b. 	 Many of the projects are entirely new and require preliminary 
survey and research; 

c. 	The choice of suitable equipment and machinery and its construc
tion will take time; 

d. 	 Internal communication and transport are still extremely slow; 
e. 	 Manpower for execution of the projects must be gotten ready; 
f. 	Significant production from most of the projects can be expected 

only in the fourth year." 

lie then went on to say: 
"The first Plan must have the function of being a means of 

obtaining experience in development in the widest sense of the tenn, 
a time of preparation of manpower for large-scale construction and 
development, and must provide a foundation for the Second and 
subsequent plans 

"The National Planning Council fully understands that the 
nunber of workers to carry out even the day to day work is far 
from sufficient. With the addition of so many projects, we will 
suffer from an even greater insufficiency." 

Nothing impressed us more than the widespread appreciation of the 
need to improve technical and managerial skills. One of the most 
promising evidences of this appreciation wvas that all the officials with 
whom we discussed the problems of operating foreign-financed projects 
agreed, or suggested on their own initiative, that United States aid in 
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financing capital projects should be accompanied not only by United 
States responsibility for delivering completed facilities in a forn ready to 
operate (so-called "turnkey projects") but by technical personnel who 
would stay for two or three years to supervise their operation and main
tenance and to teach these functions to Indonesians on the job ("turnkey 
plus"). 

Although there is some tendency to be overoptimistic about what 
can be administered and executed, it apparently diminishes the more 
closely the problem is faced. This is a clear indication that the too
rosy view of what is technically feasible reflects merely inexperience, 
that it will disappear in time, and that it will disappear the more rapidly, 
the greater the opportunities Indonesia has to get experience, and the 
more it avails itself of the benefit of expert help. 

The purely economic, as opposed to the technical limitations, how
ever, arc not so readily visible. For example, construction and operation 
of a new plant may be perfectly feasible, but the supply of power, the 
materials, or other inputs it requires may be so limited that its operation 
inipairs the operation of some other plant. The connection between the 
two plants may be very indirect and therefore not apparent. For that 
reason, expert help should include not only technical assistance in a 
narrow sense but assistance in planning, at a level that can take into 
account the relationships of individual projects to the whole economy. 

The fact that Indonesia's absorptive capacity is now limited leads 
us to two conclusions. One is that the activities deserving highest prior
ity are those that increase absorptive capacity. The other conclusion, 
less obvious but equally important, is that investment, rather than being 
kept well within the limits of present absorptive capacity, should be 
pressed to or slightly beyond them. Only in that way can Indonesia 
acquire the experience necessary to expand these limits. 

The corollary of this conclusion is that many mistakes and a good 
deal of inefficiency must be expected, and tolerated as part of the cost of 
learning. 

The Time Patternof Expenditure 
Besides a rational calculation of what is to be included and what 

excluded, a well-planned development program requires careful planning 
of the time scheduling of expenditures within the period of the Plan. 
Timing demands the closest attention if projects are to be completed in 
orderly sequence. Some projects are prerequisites of others. Material 
supplies have to be balanced with installed capacity. Export-producing 
investments should be started before extra imports are required. Projects 
requiring several years to construct should be started long before demand 
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for the product makes itself felt in the market. A program that seeks to 
be both ambitious and feasible should put projects that increase absorptive 
capacity ahead of those that do not. 

In addition to these criteria for specific projects, there are at least 
twro aggregative criteria. One is that, in an economy that has a growing 
total labor force and expanding domestic capital resources and that 
expects absorptive capacity to grow as specific bottlenecks diminish, a 
well-scheduled plan should contemplate a growth in total domestic 
expenditure overtine. The other is that planned foreign expenditure
should not exceed the foreign exchange resources, including loans, that 
will be available to finance them. In the limited time available, we were 
not able to appraise the time scheduling of individual projects in the 
Indonesian Plan, but we did seek to find out how the Plan meets these 
general criteria. 

It appears that little attention has been given to how aggregate ex
penditures on A projects are to be distributed among the eight years.
President Sukarno, faced with the need to decide on the development
budget for 1961, simply decreed that 1961 expenditures should be one
eighth of the 240 billion rupiah total. Since the Plan assumes that the 
total real output of the cconomy will rise, distrihuting the expenditures
equally over the years implies that they will be a constantly diminishing 
percentage of total output. Although it was acknowledged that 30 
billion rupiah would not be spent in the first y'ear, this was attributed to 
a late start and difficulties of execution, rather than to a policy of having 
expenditures increase over the eight.year period. 

Although there is no clear expenditure schedule for the entire 
period, tile Draft Plan shows when mlost A projects are to be started and 
completed. At our request, the staff of I)EPERNAS provided us with 
the first English translation of this table. This table enabled us to work 
out the approximate timing of expenditures on dated A projects, based 
on the admittedly crude assumption that spending on each project is 
spread evenly over the period between initiation and completion (includ
ing the terminal years). The resulting patterns, for both total expendi
ture and expenditure in rupiah, are shown in Table IV-5 below, and in the 
accompanying bar chart. 
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Table IV-5 
ESTIMATED TIME PATTERN OF EXPENDITURES ON DATED "A" PROJECTS& 

(In billions of Rupiah) 
Annual PercentageChange 

Expenditures in Expendituresb 

1961 
Total 
30.8 

In Rupiah 
19.9 

Total 
-

In Rupiab 
-

1962 30.1 19.4 -2 -2 
1963 32.0 19.9 +6 +2 
1964 28.7 18.2 -10 -8 
1965 21.4 13.7 -25 -24 
1966 17.3 11.5 -19 -16 
1967 16.7 11.2 -3 -2 
1968-69 18.3 12.0 +10 +7 

Total 195.2 125.9 --41c -39c 

aComponents do not add to total because of rounding.

bPercentage changes are based on unrounded figures in Appendix Table C-1.
 
cPercentage change from first to last year.
 

Source: Appendix Table C-I. 

According to these estimates, the time pattern is the reverse of the 
appropriate one. Total expenditures on dated projects fall from 30.8 
billion rupiah in the first year to only 18.3 billion in the last year, a 
decline of 41 percent. If the decline in total dated expenditure resulted 
from concentration in the early years of expenditure on foreign goods, it 
would not necessarily be inconsistent with good planning, since the avail
ability of such goods need have no close relation to Indonesia's total pro
duction. The second column shows, however, that rupiah expenditures 
on dated projects, which are demands on Indonesian economic resource, 
decline at about the same rate. This decline cannot be merely the result 
of omission of undated expenditures from our estimates. The known 
rupiah component of these undated expenditures is only 7 billion rupiah. 
Even if as much as one-half of the 30 billion expenditure on the Special 
Project is in rupiah, which we think unlikely, the total undated rupiah 
expenditure would b only 22 bihion. If this entire amount were spent 
in the last four years, rupiah expenditures would still decline between 
the first and the second half of the Pan. 
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CHART IV.1
 
Estimated Time Phasing or Eight.Year Plan
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Tihe main explanation of the declining time pattern is that rupiah
expenditures on dated projects in the Food, Clothing and Finance cate
gories combined fall by three-quarters from the first to the second half 
of the Plan. They fall by more than two-thirds in the Food sector, b, 
more than half in Clothing, and from nearly II billion rupiah to almost 
nothing in Finance (See Table IV-6). 

Table IV-6 
ESI.xIATED TIME PATTERN Or Ru'IIMi Ex PENDITURES ON DATED 

"A" PRoJEM's, BY CATEGORIES 

(In billions of Rupiah) 
Total Food Clothing Finance Industry Other 

1961 19.9 2.6 2.8 2.6 3.5 8.3 
1962 19.4 2.6 2.8 2.6 3.2 8.1 
1963 19.9 2.6 2.8 3.62.6 8.2 
1964 18.2 2.6 1.2 4.32.5 7.5 
1965 13.7 0.8 1.2 b 4.2 7.5 
1966 11.5 0.8 1.2 b 2.3 7.1 
1967 11.2 0.7 1.1 2.3- 7.1 
1968-69 12.0 0.7 1.1 3.1- 7.1 

Total' 125.9 13.7 14.1 10.5 26.6 61.0 

aComponent figures do not always add to totals because of rounding.
 
b lJcss than 50 million rupiah.
 

Source: Appendix Table C-1.
 

Apparently the piling up of planned expenditures in the first half of 
the Plan reflects the effort to achieve both self-sufficiency and higher per
capita consumption in food and clothing, and completion of the Finance 
projects (mainly establishment of a Rural Development Bank), without 
postponing Industry and other categorics of projects sufficiently to pro
vide even a partially offsetting rise. 

While our crude estimates are subject to some error, it clearseems 
that the dates assigned to the project: are not consistent with good sched
uling of the Plan as a whole. If the first half of the Plan is feasible, the 
second half is not sufficiently ambitious; if the second half is of the appro
priate order, the first half is unattainable. 

A drastic rescheduling is needed to make expenditure on domestic 
resources, measured in constant prices, rise more rapidly than total out
put. It may be noted that this objective might be achieved by extending 
by a year or t-wo the target date for achieving higher consumption and 
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self-sufficiency, or by extending tile target date for only one of these two 
goals, which are quite separable. In our judgment, it would be desirable 
to stretch out e'pcnditures on projects designed to achieve these g ails 
enough to permit not only a rise of total rupiah expenditures but a shift 
to earlier years of soic expenditures that would contribute most to 
increasing absorptive capacity and total production, such as those for 
transportation projects. 

One other implication of good time scheduling in a plan is that it 
take account of the needs and capabilities of years subsequent to the plan. 
President Sukarno decreed that all projects in the present Plan nmust be 
comlpleted by the end of the last year. This dictum implies that no 
projects should be in progress when th next plan begins. Itignores tile 
fact that the development process takes place ini;. Time is a continuum, 
and so should developilntnt expenditures he. There should bc no break 
in them mcrely because the present Plan gives wav to its successor. 

Moreover, the policy of completing all projects by the end of tile 
Plan interferes with their rational timing even within the period of the 
Plan. For if all projects must he compl-ted by the end of the eighth 
'ear, then all projects requiring more than a \-ear to complete must begin 

before the end of the seventh year, all requiring more than two years 
must begin before the end of the sixth year, an so on; the longer the 
construction period, the earlier is the latest permissible starting date. 

The announced policy, furthermore, does more than introduce a 
mcrelv random limitation on rational timing. It introduces a positive 
bias toward anti-rationality. The longer the construction period of a 
project, the lower its total net yield is likely to bc, because a project 
yields no output during tle period of its construction. Thus, insofar as 
its yicld is determined by the time required for construction, imposition 
of the same deadline for all projects exerts pressure to start projects with 
low net yields earlier in the planning period, when capital is presumably 
scarcer and absorptive capacity is lower, leaving until later in the plan
ning period the start of those with higher yields. 

Undoubtedhl, the motive for the Presidential edict was to put prcs
sure on government officials to get into action and brook no delays. But 
tile praiseworthy intention of setting a deadline for the start and comple
tion of individtual projects was confused by setting a common deadline 
for completion of all projects, with no allowance for a spill-over of 
expenditures when the present Plan ends. Good planning, in fact, requires 
not only that work-in-progress continue liut that it expand. It thus 
implies that the work-in-progrcss be even greater at the end of the Plan 
than at any earlier time. 
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We can sa" little about the relation between the timing of foreign
exchange expenditure and foreign cxchange receipts without knowing 
more than we do about the timing of expectcd gross and net foreign
exchange rcvenues from B projects. However, the importance of the 
expected revenues from additional oil exports, and the time that is required 
before they can be earned, clearly suggest that a large part of the net 
foreign exchange revenue will become available onl" several vears after 
initiation of the A projects they are intended to finance. Foreign finan
cing will therefore be needed in the interim. Unless the lag is fi,.anced 
by foreign loans or grants, both domestic prices and the balance of pay-
Mients will be subject to excessive pressure. We believe, therefore, that 
the t'ming of B propects, as well as that of A projects, deserves attention. 

Much of the disorder in the timing of the Plan undoubtedlly arises 
from the speed with whicl it was drawn tp. It was disappointing, how
ever, to find that annual budgets had not been drawn up bewond the Plan's 
first year. The process of making annual budgets would have clarified 
some of these problems. It cannot be overemphasized that the essence of 
planning is to look ahead. There is t:me to reconsider these matters, 
however, and it is a good sign that the planners are aware that constant 
review of the Plan is required and that such reviews may call for substan
tial revision. 

Realisut About Execution of 'rojects and
 
Availability of Resources
 

In addition to the defects of timing, the Plan implies a good deal of 
optimism about what can be done in the whole eight-year period, both as 
to the execution of projects and the amount of financial resources that can 
be obtained. 

As we noted in Chapter III, the rice production target calls for an 
increase in production of more than 90 percent by the end of 1968, or 
an increase of about 9 percent a year. Vith the rate of increase in the 
recent past having averaged only 2 to 4 percent a year and the paddy 
center program not working out satisfactorily, it seems doubtful that this 
target is even close to being attainable. The rice program is simply one 
example of what appears to be a general tendency not to distinguish 
adeujuately between the paper Plan and a realistic assessment of what can 
be executed. Officials recognize the difficulties more clearly, however, 
the more direct is their responsibility for execution of the P5lan and the 
closer the time period being discussed. 

How the Government expects to obtain from the B projects funds 
to finance the A projects was described in the preceding section of this 
chapter. As we noted there, oil is by far the most important expected 
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source of revenue. The Plan counts on getting $750 million in foreign
exchange from the portion of foreign oil companies' new capital that is 
converted into rupiah to finance expenditure in Indonesia, and $1,180
million, or an average of nearly $150 million a wNar, from an increase in 
the Government's share of profits from an expansion of oil exports above 
its 1959 share, which was $100 million or less. These revenues depend 
upon extension of agreements with the foreign oil companies and contracts 
covering production from new fields. Even with such andextensions 
new contracts, however, the expectation that the companies will spend
S750 million in Indonesia for more capital outlays appears over-optimistic.
The expectation of $II 80 million from the ( o:ernmllent's share of exports
also appears optimistic in the production and li arketing possibilities that 
it implies. 

Whether elimination of smuggling of rubber and copra exports can 
yield $320 million and $76 million will probabl' depend less on the vigor
of the Government's enforcement efforts than on its policies for procuring
these commodities for export, and its general financial policies. WVeon 
say this because it is the overvaluation of the official exchange rate for 
the rupiah that provides the main incentive for smuggling. It should also 
be ioted that the net foreign exchange yield of any\ increase in the physical
volume of legal exports may not he as great as tie Plan assumes, hecause 
rubber prices have protably fallen more than was foreseen when the Plan 
was formulated. 

.\t the samie time that it merestimatcs some resources, tie Plan does 
not, cxplicitl*y, take into account various others. Among these are foreign

exchange saved 
 by" the planned reduction of imports of rice, textiles,
fertilizers, cement and several other goods because of increased domestic 
production, and the additional exchange proceeds resulting from exports
(f lew mineral products, such as nicl:el and manganese, or the remaining
Japancse reparations. Some of these resources may have been committed 
for non-development purposes, and the Japanese reparations may be 
regarded as among the means for financing the import of capital and 
consumers goods, the sale of which is mentioned as a source of rupiah 
revelue. 

It is probable that rupiah revenues from the proposed B projects have 
been overestimated, at least in terms of rupiah of constant purchasing 
power, which are the basis for measuring the cost of A projects. If the 
foreign loans and grants that Indonesia can get, and is willing to take, are 
needed to finance the foreign exchange costs of A and B projects, it will
be necessary to find sources of rupiah revenues that are not now contem
plated, and to scrap the idea that the Plan can he financed without either 
additional taxation or deficits. It ma' be desirable to do so in any event, 
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since a policy of using foreign exchange to finance rupiah costs places 
unnecessary burdens on the future balance of payments. 

'Ve say only that it 'may be necessary to find new sources of rupiah 
revenue, because any shortfall of revenues from B projects ma' be matched 
or exceeded by a shortfall in the rate at which A projects can be initiated. 

Treasury "inancialResourcesversus 
Nation's I'conlon7ic Resottrco.s 

Thus far we have considered and compared financial requirements 
and resources, i.e., the money that the Government will need and plans 
to get, but not the domestic economic resources of the nation that are 
required and availablc for development. There is some reason to doubt 
that the Indonesian planners see the distinction clearly. For example, 
b)ecause projects that save foreign exchange are a means of financing the 
foreign exchange costs of A projects, they\ are often referred to as though 
the\' arc in the samc category as foreign exchange o)tained by the Govern
mient through transfer of exports from illegal into legal channels. The 
two differ greatly, however. Projects that reduce imports save the coun
try foreign exchange but do not provide net revenue to the Government. 
In fact, the loss of imports duties reduces net revenue. A shift of exports 
from illegal to legal channels, however, adds nothing to the nation's total 
exports but does enable the Governimeit to buY more foreign exchange 
(and, through the additional export taxes, increascs its net revenue). 

'c had little basis, unfortunatelv. for miaking an\ extended analysis 
of the availabilitv of economic resources, owing to inadequ:lte statistics 
oil iiiaiipower, national product, incoie and other relevant imatters. The 
abundance of underemployed manpower and other resources leaves little 
doubt, however, that eniough tota l resources are available potentially'. 
(This is trule even of land, wlien the sparsit*V of population in the Outer 
Islands is taken into accoint). 'e problem is one of realizing tie 
potential and oif tralating it into tile specific linds of resources needed. 
Thc basic proIlir here is the inadequacy of skilled and trained manp,)ver. 
Until this is , vCrcotne, the additiomal resources that can be brought into 
actioni, e.g. Ihv an expansin of money expenditure without price rises, arc 
ver* limited. As these inadequacies are overcome, however, the possibil
itics for expamsion . , output will increase and the expenditure of given 
sums, cvcn if tinanLL by deficits, can lie expected to involve less and less 
inflationary pressure. 

Indirect )emand Upon the Econony 
Somic ,f the indirect demands that the Plan will make upon the coun-

tr*Vs real economic resources have not had attention. Only the resources 
required to iet capital costs of a project have been taken into account. 
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One demand thereby neglected is the demand for imports required to 
operate these projects. This demand includes not only the imported 
materials that have to be purchased by, the specific A or il project enter
prises, but imports that their operation requires indirectly, such as imports 
bv their domestic suppliers, and imports required in turn b- rhe domestic 
suppliers of the domestic suppliers. Accurate cstimates of indirect 
requirements call for more detailed knowledge of the interrelationships 
among Indonesian industries than now exists, but lack of data should not 
lead to neglect of tile problem. Failure to allow for these imports will 
lead to underestimation of foreign exchange requirements and, insofar 
as the Plan is carried out, to unexpected balance of payments difficulties. 
Furthermore, failure to allow for corresponding requirements for domestic 
goods will lead to unexpected inflationary pressures and, indirectly, to 
further balance of paynents difficulties. 

Additional demand for goods and services will also result from 
increases in money income associated with the planned expansion of 
investment, since other investment or consumer expenditures are not to 
be curtailed correspondingly. A substantial part of this additional money 
income is bound to be spent on consumers' goods. The resulting increase 
of consumer expenditure will give rise to further increases in tile income 
of people who produce and sell -onsumers' goods and services, part of 
which they, in turn, will spend. 

in addition, all these increased demands must be expected to give rise 
to efforts oil the part of domestic suppliers to expand their productive 
capacity. Thi; induced investment spending will also add to the demands 
made on domestic and foreign resources. Failure to allow for increase in 
demand from this source was a major element in the unexpected balance 
of payments difficulties that confronted India in 1953. 

The major reason these sources of demand have not been taken into 
account in the planning process, is probably" that the costs considered 
were priniarily those that are costs to the Treasury. Demands upon the 
nation's domestic and foreign resources that appear as financial costs to 
other units in the economy appear to have been given secondary, if an\ 
consideration. This defect is one that could be remedied by an increase 
of economic sophisticat,,n ill the planning process. 

The Problem of I,,ventories 
One component of additional demand for resources, which is part of 

"tie direct and indirect demands that have just been mentioned, deserves 
special emphasis because it is so often neglected in development planning: 
investment in addition to inventories. There is a general tendency to 
think of inventories as consisting only of raw material awaiting processing 
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and of finished goods awaiting sale, 'rnd not to realize that the contents 
of trucks in transit from one plant to another, the rice growing in the fields, 
the clay' tile baking in the sun, the yarn on the loom, the dough in the
baker's oven-all these and othLr gtoods in man's nature'sor producive
machine are also part of inventory. Thc value of this component alone 
is great., in the United States, goods in process in manufacturing indus
tries, amount to about 30 percent of total manuficturing inventories.)
Even if production could be increased with a less than proportional
increase in inventories of raw materials and fii.,hed goods, inventories of 
goods il process would have to expand (given the techniques of production) in proportion to the increases of the output in which they are used. 
Consequently, the cxpan:ion of output that is implied by economic 
development requires increasing the levl of inventories. 

The additions to inventory required to expand output use economic 
resources. These thus becoineresources unavailable for production of 
consumers goods and services, of fixedor capital; they" are part of total 
investment and have to be financed out of current saving. Inl a country
like Indonesia, where the transportation system is overburdened so that 
goods pile up awaiting shipment, the additions to inventories associated 
with any given expansion of output are presumably abnormally high.
The errors resulting from a failure to take this essential use of resources 
into account are therefore likely to be more serious in such a country 
than elsewhere. 

The proportion of domestic saving required to satisfN this resource 
requirement is the quotient of two percentages: the percentage of total 
investment plus government expenditure that consists of addition to inven
tories, divided by the percentage of total current saving plus taxes that 
consists of domestic savings.!- Assuming that inventory investment is 20 
percent of total investment, that government expenditures and taxes are 
equal, and that current domestic savings is 80 percent of total current say

(.80) 
finance inventor\ investment. 

The figures of 20 percent and 80 percent are onlh, hypothetical; we 
do not know how' nea they come m describing the situation in Indonesia. 
(In the United States. manufacturing inventories alone are about 20 per
cent of total annual commodity output). But they are plausible magni
tudes and bring home clearlY how large a percentage of domestic saving 

Total current savimn consists of domestic saving pus saving" froml abroad madeavailable to the country in question, i.e., the current account deicit in its balance of 
payments. An explanation of the above formula and its derivation is given in
Appendix F. 
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may"be absorbed by"inventor" investment alone. If this requirement for 
saving is not recognized, up\:ard pressure on the price level and pressure 
on the balance of payments will be underestimated and execution of tile 
Plan may face repeated unexpected crises. \Where inflationary pressures 
have also not been taken into account, the omission is doubly dangerous. 

h1111,7611,11.), Pressures 

The Team asked man\"oflicials about their plans for dealing with the
 
excess demand for both domestic and foreign goods. The answers given
 
Made it clear that outside the Bank Indonesia and one or two other agen
cies, inflation was not a s iirce ,fmuch concern as a development prob
lem, although the great mass of government workers and others on fixed
 
sala ries are greatlv" concerned as consumers.
 

We recognize that, since a large part, probably around 70 percent, 
of the Indonesian econoiiv is large"l subsistence agriculture, the internal 
effects of inflation are less destructiVe than in more fully monetized econo
mies. \We recognize also, that price stability can become a dogma, offered 
b those wvho are mrwe concerned with fiscal respectability than with 
economic development, and we do not regard the cure of inflation as tile 
answer to all of Indonesia's economic problcms. Although we also have 
sympathy with thc vicw, cxprcssed to us several times, that development 
is more important as a goal than price stability, we think the tacit assump
tion that these t\wo goals ncccssarily conflict misconceives Indonesia's 
inflation problem. Inflation, whether expressed openly by rising prices 
or repressed by direct controls, may endanger Indonesia's own develop
ment g(rals Imore than most indohncsian officials realize. The objective of 
limitil.u the dcgrce (if inflation is in"harm: nv. not in conflict, with the 
goal of promoting economic dcclopment. 

In the first place, monetary expansion is reducing exports 01 export
able commodities by increasing the pull Of h mc consumption onl supplies 
of these goods that other'isC would be exported. Thus, inflation in
creases doiestic Consumliption of tea, Coflee. and sgiar at the expense of 
Cxp ,rts. In addition, total production of such commodities is restricted 
because poductiolm f goids used more cxclusive"l in the home market 
is Made imiore profiable b\ the higher prices which the home market 
retuirns. and thus enables ploducers for the home market to bid labor and 
land awav from export cro ps. The reason for both of these effects is 
that the toorcign price of exports, converted into rupialh at the fixed cx

,ao:nre rate. does not keep pace with the rise of domestic prices and, 
when the rate is adjusted to eliminate the disparity, it does not continue 
to do so for !ong. Sugar illustrates both cffccts: From 1957 to 1960, 
CxpOrts dcclincd by 22 percent and production by II percent. So long as 
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many plants are operating at about half of capacitY, the real sacrifice from 
loss of cxport receipts is not merely the imports foregone, but also the 
extra value that could be added to i'mported materials by manufacture. 

Inflation also increases the demand for imports; with fixed exchange 
rates and import licensing, pressure mounts on the authorities wiho have 
to ration foreign exchange. When the foreign exchange situation is 
good, aS it was in 1960, pressure to allow imports of consumer goods,
including luxury products, bccomcs irresistible. Increases of such im
ports, permit ed " at high surcharges, are rationalized as a means of sopping 
tup excess rupiah. While some of the excess is mopped up, the loss of 
valuahle foreign exchange could be avoided if the excess purchasing power 
wcre not created in the first place. 

Infl:tionary pressure has also made it profitable to hoard goods, as 
canl be inferred from the high rates of interest-equivalent to 35 percent
and more a year-that traders are willing to payv for short-term financing.

lie irceentivc to hoard, and thercb*, to divert materials from the produc
tive pocess, grows stronger if the rate of inflation is allowed to increase.
 
Conversely, imicasures that reduce the rate of inflation would reduce the 
incentive to hold idle stocks, and thus cause release of goods from hoards, 
which is equivalent t,anl increase of output. 

Supprcssionof Inflation by )irect Controls 
Tlhe :ittemIpt t,,sulppess inflation by"direct controls adds to the diffi

culties of carrvin out the Develpmient Program. One form iof direct 
control is the fixing of :n tin realistic exchange rate. The combination of 
intlati,,ur'v pressure amnd an un realistic exchange irate gives rise to a black 
market in fireigo exchange, which prevents the Government from gain
ing c ntrol ifall the fireign exchange that is earned. Because private
expCorters..l using the black market, can obtain imiore rupial with a given 
aillotllt (d t. rcin exchi,,e iitan state enterprises get, tlle call mnd do 
outbid the state enterprises in houying exlortable goods from domestic 
producc rs. Or' if tiley do nwi sell the foireign exchange in the black 
mmarkct, they can buy goods abrOad and bring theni into Indonesia for 
sale above the controlled price 1,,.the imipmrts, with the same result. 
'Thus. \al ual )le rsi urces are used ii wa\vs ic,msistent with the Govern

Imient's dCvellCnt policyV. 
Another waste resulting froiim the attem rti,suppress inflation b 

(Iirect cIntlr-(,ls is less well reci, gnized, but ver" serious in Indonesia: the 
waste of the services of skilled admlinistrators and experts, of whom there 
:ire far too few in relation to the work requiring their skills. l'he fixing 
of prices and the efforts to aVi'iid the di\vcrsiin of goods to which price
fixing leads require that regulations be devised, administered, and enforced. 
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\Vith inflation, the rupiah cost of projects will rise and the revenue 
returned by 13 projects will also have to be reassessed. All these and 
related tasks divert the energy of civil servants from the constructive task 
of development. Since trained officials and experts are among the scarcest 
resources and their scarcity limits the capacit-v to absorb investment, the 
extra burden of administration is far more serious than in more developed 
societies. 

It should also be recognized that the operation c f direct controls 
invests power in administrative officials to grant licei.'es, to overlook 
violations of regulations, and to do other favors for people wvho, in an 
inflationary environment, find such special dispensatiors valuable and 
can afford to pay much for them. These controls therefore add greatly 
to the incentives for, and the rewards of graft and corruption. 
lem of graft is the Siamese twin of direct controls. 

The prob-

Expected Damperson Inflation 
On several occasions, we noted that officials had not taken full 

account of the inflationary pressures implicit in the Plan. They countered 
with the arguments that the planned expenditures would increase output
and thus dampen inflation, and that expenditures for national security are 
likely to decline because internal security has been largely restored. 

While the first point is partly true, its importance is more limited 
than is often supposed. An increase of output does not cut down excess 
demand by an equal amount because it is accompanied by an equal addi
tion to incomes. This, in turn, generates additional demand for goods
and services. Thus, excess demand is reduced only to the extent that the 
additional demand falls short of the additional output. This amount is
only a fraction of the addition to output, perhaps between 10 and 30 per
cent, depending mainly on the fraction of the additional income that is 
saved or paid in taxes. 

With regard to the second puint, rising security expenditures have 
been a source of past inflation. It is true that a past source of inflation 
will be eliminated merely by stopping the increase o1 expenditure. Never
theless, a word of caution is in order about this point, too. The increase 
of defense expenditures between 1959 and 1960 was apparently in con
siderable part the result of adjustments to prior inflation-increased pay,
larger food subsidies, and higher family allowances. If inflation is allowed 
to continue, it may require an actual reduction in the physical quantity
of domestic resources used by the Armed Forces-manpower, food,
housing and other resources-to stabilize money- expenditures for defense. 
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A SUM IMARY JUDGMENT OF THEl PLI.AN 
As other parts of this Report make clear, Indonesia has been living 

on capital by failing to maintain inventories and to procure sufficient spare 
parts, by neglecting road repair, by failing to replace rolling stock and 
railroad track, and b'y failing to replace ovcr-age rubber trees. The 
decision to raise living standards in the earlyN years of the Plan makes it 
especially important to get more output from the existing stock of 
capital. Investment devoted to this objective wvill provide reiatively
higher living standards than investmem in new capital projects, anl 
higher incomes will produce extra revenue. The highest priority should 
be given to increasing the nation's capacity, to absorb new capital by
bringing installed plant and equipment up to capacity levels of operation. 
Our considered judgment is that Indonesia's progress would be accel
erated by postponing new capital projects that do not, directly or in
directly, serve the objective of raising the output from present fixed capi
tal. If too much is started, the whole Plan may be endangered. 

Nothing impressed us more than the widespread recognition of the 
need to improve technical and managerial skills. But more efficient man
agenent of individual plants with regard to maintenance and inventories 
depends also on the Government's managing foreign exchange with a 
view to ensuring sufficient allocations to spare parts and materials. Re
sources allocated to maintenance are grossly inadequate and the failure to 
maintain capital is critical in relation to exports. 

The lack of clearly defined lines of responsibility for allocating
foreign exchange so as to promote development is a serious weakness in 
the structure of government. Ad hoc dispositions of foreign exchange 
have costly consequences. 

We believe that the dtecision to get moving under the Fight-Year
Plan without waiting for elaboration and defincment was the correct one. 
Our concern is whether the resources including the human talents, avail
able for economic planning are being used to the best advantage. WVhat
ever its objectives, the Government will have to recognize that the type
of constraints on economic decisions discussed in this chapter do not 
differ significantly as between societies with different types of economic 
organization. In any society, capital has to be maintained, additions to 
inventory require the use of resources, new production generates indirect 
requirements for donmestic resources and for imports, and inflation diverts 
resources from more to less essential uses. Objectives have to be ordered 
in the light of such constraints, and expenditures have to be scheduled 
accordingly. 

Despite elements of unrealism and internal inconsistency, we regard
the Eight-Year Plan as It is more aa distinct step foward. than mere 
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list of projects; at least sone effort was made to match sources of finance 
against expenditures. The planners recognize, moreover, that continuous 
review and reappraisal of the Plan are necessar'. If the revenue realized 
from B projects turns out to be less than expected, we do not regard the 
reschcduling of expcnditures that will li required as aI serious handicap 
to Indonesian development, evcn if all projects are not carried out within 
the term of eight years. 

lie most iniportant aspect of the Plan, one that outweighs its defi
ciencies, is that it was fornulated and has behind it the full authority of 
the Governmcnt. President Sukarno has assumed personal rcsponsibilit\
for it and that is a new clement in the situation. Our interviews made clear 
that officials have been doing serious thinking about development and are 
by no means complacent about solving their problems. According to 
observers of the Indonesian scene, there has not been bcfore such concern 
for economic progress. These facts appear to us more important than the 
Plan's defects and implausibilities and the probability that it will not be 
full\- carried out in the proposed time. 

CHAPTER V 

OBJECTIVES AND CRITERIA OF UNITED STATES AID 

As indicated 1)*"Appendix A, the Team talked -with many government 
officials in most of tile major ministries in Djakarta and other centers. 
Our conclusions about the objectives of U. S. economic assistance in this 
countr" are based on these conversations as well as their own study. 

INDONESIA AND TiHEi"UNITED STATE'S 

We beli'ev that the primy hjectives of United States economic 
assistance should Ie (1) to help ndnesia gain the strength to maintain 
its independenice; (2) to help Indonesia to le a politically viable nation; 
and (3) to assist Indonesia to develop an expanding economy, capable of 
sup)ortiing its own people and of earning its living in the world econoiiy. 
\Ve believe that United States Aid call contribute toward fulfilling these 
objectives for a number ot reasons. 

Tle Teaii iiCiiiibers fou1nd that Indonesia is a lirge and important 
countr" elldo\ed with the riches (If niature and with vast hu1ian ie
sources. 

\Vith some 96 millioin peoplc. Indonesia ima-v have outdistanced Japan 
in population. If so, it is in that respect the fifth largest country in the 
world, being surpassed only by Communist China, India, the Soviet Union, 
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and the Unitcd States (inthat order). Its islands cover a large area. If
they were supcrimposed on the United States, they would stretch into 
both the Atlantic and Pacific Oceans, even if the *disputed territory of 
'West Irian (\Vest New (uinea ) in tile east were excluded, located at 
tile junction of tile Indian and Pacific Oceans, the Indonesian archipclago
is an important area. 'ihe northeast coast of Sumatra is separated by only
50 miles from the MlaLivan Peninsula and thus the mainland of Asia. The 
north coast of Kalil.iu tan (Borneo) is less than 500 miles from Mindanao 
in tile Philippines. limor is less than 400 niles from the north coast of 
Australia, and Wcst Irian is less than 200 miles from the learest point of 
Au:tralia. Apart from its large population, large area, and strategic
location, Indonesia is rich in natural reson rces such as oil, tin, and other 
mineral products, and its climate givc s it a capacity to produce rubber, 
copra, rice, fruits :and other agricultural produccs in alundance. Nature's 
hount" does niCnt inake it a str'mng c)ult'rv nv, foir tile natural resources 
are not fully exploited. 

The Team also discovcrcd that Indonesia has not only a willingness 
but a strong desire to maintain her independence. 

The Team also concluded that the United States by giving aid could 
help Indonesia maintain her independence. 

\What will determine Indonesia's ability to maintain her independ
ence? We helieve that for Indonesia, as for any other country, it will 
depend on internal strength and on the loyalty of tile people to their 
Government and institions. It has little to do with such expressions

of gratitude as foreign 
powers may win by financing spectacular projects.

Determination to independence be
maintain cannot measured by tile 
degree of Indonesian approval or disapproval of American domestic 
Institut-ions. The truth of this general proposition becomes clear if we 
ask oursl'ves wVhich countries will most surely fight for their independ
ence if the\- are attacked. 
 Anyone's answer must include the traditional 
neutrals, S'witze;'land and Sweden, and countries which in past major
conflicts have sought to remain neutral, such as Norway and Denmark. 
Our confidence that the.\ will resist aggression arises from the knowledge
that their populations are quiietIly hut, in the event of need. fiercely loyal 
to their own institutions. 

INDONESIA A\D THEl SEA"-I-ELP CRITERIA i-oit An) 
In judging the most desirable types of further United States aid to 

Indonesia, the Team has attempted to apply the criteria outlined in "A 
Program for the Decade of Development," submitted to Congress in 1961 
as a basis for the new foreign aid legislation. The major criteria revolved 
around the four areas of self-help identified in that Program: (1) effective 
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mobilization of resources; (2) reduction of dependence on external 
resources; (3) efforts to tap the energies of the entire population; and 
(4) honesty and efficiency in government. These four criteria must be 
applied to Indonesia, or to any other country, in a way that is relevant 
to its current condition. 

Effective Mobilization,of Resources 
As we have alread*v made clear, when Indonesia became independent, 

it wa in lno position to realize the potentiality of its natural resources and 
its man-made capital. Transportation and communications and other 
industries had deteriorated during World War II and the post-war struggle 
for independence. More basic, however, was the lack of experience, 
skills, and education of the population. Literacy was low and skilled 
administrators and menbers of the professions few in number. The ex
pulsion of the l)utch in 1957 accentuated the deficienc*" of skilled per
sonnel. The drAinage caused by the 1958 Rebellion, the tight restrictions 
placed on Chinese traders in 1959, and inflation all have had further 
adverse repercussions on the nation's economy since Independence. 
Indonesia had to live through a period of trial and error before it came 
to realize that resources do not necessarily mobilize themselves and 
before it could learn mhat are the strategic resources to mobilize. 

The current Eight-Year Plan, though deficient in ways we have 
pointed out earlier in this Report, represents the first genuine effort of the 
Indonesian Governmcnt to create a framework for the economic growth 
of the country. The planners are slowly becoming aware of the fact that 
new capital projects are dependent in large measure upon the prior exist
ence of a strong national infrastructure; they therefore placed bettcr 
education and improved transportation, along with larger agricultural 
production, at the top of their priority list. The guided saving plan 
reflects some awareness that little progress can be made without increasing 
current saving and directing it into investment. The chief weakness is 
the apparent lack ,,f concern about proper mobilization of internal 
financial resources. No realistic plan, for example, has as vet been set 
forth to raise domestic taxes. The emphasis on consumption in the first 
three vears of the Plan implies postponing significant increases in public 
and private investment. As we have indicated, however, the Govern
mnent believes an increase in consumption is a political necessity. 

Taking into account Indonesia's stage of political and economic 
development, we think its Government is correct in identifying educa
tion and training, and rehabilitation of transport as the areas to which it 
should give highest priority in its own effort. We have already noted that 
in a decade it has raised the literacy rate from under 10 per cent to 
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approximatel"- 55 percent, increased the number of elementary school
students from less than 5 million to 81, million, the number of secondary
school students from 139,000 to over I million, and the number of students 
in institutions of higher education from less than 1,200 to nearlY 50,000.
Eighty-three separate training schemes have been established within the 
Government itself and, as a result, the number of qualified technicians 
and administrators has increased. 

There is evidence of accomplishment in other fields as well. Although
the operations of inter-island shipping and rail ways have not been restored 
to full cificiencv since theY were disrupted by the departure of the l)utch
in 1957, the volume of freight and number of passengers carried have been 
increascd above the 1958 low. In addition, the oil installation in North 
Sumatra that was destroYed during and after World \Var 11 has been 
rchalilitated and is now producing oil. Electricity generated has in
creased from 795 million kilowatt hours in 1954 to 1,050 in 1960. These 
are amliOng the indications that some of the efforts to mobilize resources 
are successful. It cannot be said that the'y are being mobilized "effec
rively" relative to the standards of dcveloped countries, but the effective
ness is increasing, which isthe more relevant point. 

Reduced Depeudence on External Resources 
This criterion must be interpreted in a long run sense, for rational 

development planning may call for increasing, not reducing, the use of 
foreign rcsourccs over short and intermediate periods, just as rational 
financing of an expanding business may call for borrowing or obtaining
additional equit\' capital fron the public. Presumably this criterion does 
not imply that a developing country should decrease its foreign borrow
ing or should discourage investment by foreigners, but merely that it 
should strengthen its ability to service foreign loans and equity invest
ment. Indonesia has not managed the use of its foreign resources well,
but it appears to be taking steps to manage them better. It also has a 
program to increase its foreign earnings and a more ambitious program,
perhaps a too ambitious one, to reduce its dependence on imports of food 
and textiles. The training of Indonesians to operate new projects is 
receiving great emphasis, although insufficient attention is given to 
operation of facilities that already exist. 

TappingEnergiesof the People 
In addition to education and training, which we have already cited,

other efforts are being made to mobilize the energies of the people. The 
magnanimous treatment of the rebels, the desire of the Army to train 
soldiers for useful civilian skills prior to their discharge, the establish
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irrent of state regionaIl dcveloprirent banks, the governiental effort to 
mlobilize the country behind tile new I)evhclopent Plan-thesc are other 
signs that steps arc being taken to upgrade the capabilities of the people 
and use them iII rhe nati(n-huilding process. 

lic iirao- source (if energy that has not been effectively tapped is 
that of private cnterprise. The Government has tended to he suspicious
of private business, whether it be of domestic or foreign origin, because 
of the hist(ir , f chmiial exploitation by foreign firns prior to Independ
ence, tile fear that a new and subtle for'm of foreign "economic colonial
isI" maX take the place of old )utch coloialism, the fact that the native 
entrepreneurial class is small. Restrictions have been placed on the privatesector since 1949, and tile Gov'ernment attitude toward this sector still 
rerv ains 1rcilear. Yet there are signs of cliange. Legislation (with Presi
dential backing) has been drafted and is pending to establish a Develop
mirent Bank for Private Friterprise. Also pending is a lill to establish 
regional developnent banks, which will Ile subsidized )\" tile Central 

(e rrient, tbit will seek to nobi lize private capital withirn their regions,
will be directed hbv reg.ional authorities. and will have tie function of 
supporting regional developiient. Foreign investrient is accepted under 
pim iuctri IrI-sha ring( arra ngrCecrits or coInirtracts \itrli a local firn, govern
meint (w privat,. Several cabinet uinisters inform ' us, in fact, that more 
would Ile welcried in sre fields. The reason> here are problerns, 
a1ccoirdirigr to lindmiesian smrccs. are that foreign capital resists dilution of 
ownership and also prefer-s to stick to conventional fields, not recog
nizirrg the )pportuiities in other fields where it would he velcomled. 
It rcnains to ihe seen wlietler top officials are corning to realize that a 
growing irnd self-geicrating private sector can contribute nrch to 
ecoionic growth, and to recognize that a sovereign goverinent has the 
power to liit activities that it regards as harrirfirl. 

lnc)-t',asiug I- t)I' 'i,7, "jiL'iCyiP.GoVt'ernment 
Soimre ciniruption exists in the goverIrnie nt, caused in part by the low 

pa-y of imost civil servants and accentuated by the opportunities for graft 
presented by direct ccornorimic controls under inflationary conditions. We
have no evidence, how-ever, that it is niore prevalent inl Indonesia than in 
nianv other Asian countries, not to mrention sonie local governients in 
the United States. 

The efliciencyitf governirent suffers froni the lack of personnel 
trained and experienced in adninistration and technical subjects, and from 
duplication and lack of coordination among Governnrent agencies. The 
fornicr deficiency is being ovcrconc gradually with the passage of time. 
As to the latter, the Governn;vnt is a young one relativc to the life of a 
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country and it would be little short of a miracle if it were so well organ
ized for undertaking new tasks that it did not need subsequent shake
downs. What is relevant is vhether these deficiencies are recognized
and whether they ,vill b)e remedied. That they are recognized is clear 
from tie plans for streanilining of agencies in some fields, and from estab
lishment of the Committee on Government Operations, headed by the 
Sultan of .Jogjakarta, to track down corruption and inefficiency. It is 
too soon to judge how effectively these deficiencies will be remedied. 

In summary, the Teamr believes that Indonesia has done some things
well and others less well. Its performance has been weakest in managing
economic affairs and best in fields whose significanre Vesterners tend 
to underestimate. Even in the areas where Indonesia has made mistakes,
however, it is making an effort to learn from them and to help itself. It 
would benefit from aid that is designed with appropriate safeguards. In 
this sense, we have no doubt that it meets a well-considered interpretation 
of the new criteria for aid. 

"riECHARACTERISTI('S OF APIPROPRIATE AnD 
The Team believes that the long-run influence of our aid is likely 

to be greater the more fundamentally it is related, and the more it is seen 
by the Indonesian to le related, to the promotion of their national objec
tives. There may, of course, be divergencies betwcen the Indonesian 
Government's judgments and otrs about the internal conditions and 
popular aspirations that determine some of their policies, but in such cases 
the assumption that we know better is questionable. 

If the long-run influence of our aid is greater when it is more funda
mentally related, and is seen by the Indonesians to be related to pro
motion of their national objectives, its dramatic effect and its visibility 
are for the most part of secondary importance, although of some short
run value. The first requirement of our aid programs, therefore, is that 
they should place major emphasis on helping Indonesia build a strong
and independent nation, rather than on immediate dramatic and visible 
impact. At the present stage of Indonesia's history this means that the 
major emphasis should be placed upon training, learning, institution
building, and improving the general infrastructure of the economy. 

Recognizing that Indonesia has good reason to feel that the develop
ment required is one of total nationhood and not merely of the economy, 
we should accept the Indonesian view that fuller use should be made of 
existing plant and equipment, because directly or indirectly most of 
their existing plant and equipment produces consumers' goods. We also 
think that a rapid increase in output is impor,-ant in view of the dangers 
of rising urban unemployment. 
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While aid that helps Indonesia stand on its own feet furthers Indo
nesia's objectives and ours, whether it has a visible impact or not, we 
also should do all we can to be sure that Indonesians realize that our assist
ance furthers their objectives. 

Another principle of our aid follows from the deficiencies in technical 
and managerial skills, which we identified earlier in this Report as the 
mlost severe limitation on Indonesia's ability to absorb capital. Rather 
than refuse to support a project merely bccause it will be run below our 
standards of efficiency, wc should provide, along with it, comprehensive
technical assistance to minimize waste and build skills. This requires 
exanlining ail facets of a proposed projct carefully and, if we decide 
to support it, providing extensive training of Indonesians, along with 
construction of the project and nianagcrial personnel sufficient for 
operation until Indonesians are trained to manage it. We must expect
the Indonesians to make mistakes but wc must nevertheless encourage
investment that presses to, or slightly beyond, the limits of absorptive
capacity, recognizing that Indonesia can only in this way acquire the 
experience necessary to increase its economic capabilities. 

Finally, we should not fear to refuse support for projects that are 
so techno!ogicallv advanced that the\- cannot be run with even reasonable 
efficiency, or that will not, in our judgment, contribute Indonesia'sto 
over-all national development. 

The program of aid we recommend is designed to carry out these 
principles. 

CHAPTER VI 

RECOMMENDED NEW AID PROGRAMS 

The new aid that we recommend consists of 12 parts, all of them 
designed to assist in solving the specific problems of the Indonesian econ
omy but all looking toward developing the pre-conditions for self-sus
taining growth, including the ability to absorb more capital, both 
domestic and foreign, than the economy now can absorb effectively.
Most of the recommendations are designed to accomplish more than one 
specific purpose, so any classification by purpose is necessarily incom
plete. Nevertheless, to give a general picture of the logic of the pro
gram as a whole, it may be noted that live of our recommendations are 
directed primarily toward investment in the social overhead capital that 
we regard as essential for further progress, including the intangible
capital of human resources and knowledge, as well as tangible capital. 
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Of the remaining seven, two are designed mainly to get a rapid and substantial increase of domestic output by increasing the utilization ofexisting industrial plant and equipment; four look toward improving
Indonesia's international economic position by revitalizing existing major
exports, developing new ones. or increasing production of import substitutes; and one is designed to expand capital in light manufacturing
industries. Our recommendations include some programs that, in ouropinion, might most appropriately bc financed I)v international organizations of which the United States is a member, rather than by the United 
States Government.
 

Because Indonesia's ability to absorb capital 
 is very" limited at thepresent time, we d0 not now recommend support of large-scale capitalprojects. At the end of this chapter, however, ve discuss certain other 
programs that we have considered, which wc believe to be premature now
!)ut worthy of consideration in the future. 

Many of the programs we propose below,' require the use of domestic manpower and other economic resources, and the raising of rupiah tofinance them. We have concentrated our discussion below on the foreignexchange costs because it is primarily these costs that United States aidwould finance, not because the mobilization of resources in Indonesia is asimple matter. On the contrarv, wc believe that the mobilization of bothphysical resources and willrupiah present a difficult problem. Ourfindings concerning financial policy in Chapter IV indicate that there isdanger that the Governmcnt will try to obtain the necdcd physical resources simply by trying to bid tiem away from other uses, either
through spending newly created money, or spending money that existsbut is otherwise immobfilized, including rupiahs owned by the UnitedStates Government. If it does, it will increase pressure on the domesticprice level and the balance of pa 'ments. The foreseeable result is that
it will either have to postpone or abandon 
some of its plans or seek furtherforeign assistance which, unlike the receipt of rupiah owned by theUnited States, can finance additional imports and thus supplement domesticphysical resources. Even if the rupiah requirements of new programsare financed by non-inflationar- means, moreover, there will still be diffi
culties in obtaining some of the required non-financial resources that arein short supply, such as skilled managers and workers and specialized forms
of equipment. The execution of our recommendations should include 
provision for meeting these problems. 
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1. EDUCATION AND TRAINING 

Probably no expenditure in an underdeveloped economy pays larger 
dividends than investment in general education and technical skills. This 
type of aid, particularly at the level of higher education, is one of the 
things which the United States can do most successfully. Over 3,000 
Indonesians have pursued advanced studies in the United States since 
1949. Today they represent the core of the new young elite in go ern
meit, education, and industry. 

Our review of tile most pressing needs of Indonesia, as well as 
American experience with the past and present forms of educational aid, 
leads us to place an expanded educational program among our highest 
priority recomnendatins. Our recommendations under this heading 
cover live types of aid for a period of five years. 

Fellowsbipsfor GraduateStudy 
A considerable expansion of fellowships for graduate study in the 

United States (or possibly in third countries for suci specialized subjects 
as tropical agriculture, tropical health, and veterinary medicine) is import
ant 1)(,t to raise tile level of expertise in Indonesia directly, and to pro
vide additional teachers for expanding university faculty needs. Advanced 
study is the seed corn of education; every Indonesian graduate student 
who teaches-and most who have done ad'vanced study do teach-makes 
possible further training of eany more Indonesians. In a country such 
as Indonesia, %%,here the shortage of educated and trained personnel is so 
great, however, mere' sending large numbers of Indonesians abroad for 
studv wouild dilute the desired impact of such a program upon the coun
try's economic dcvclopment. Therefore, the program of advanced stud), 
should be developed in the light of the nced to supplement specific skills, 
and, in assessing the need for study abroad, it should allow for maximum 
use of local university facilities. Since major shortages of trained per
sonnel are in the fields of sciences, engineering, business and public admin
istration, statistics, and applied economics, thcsc are the fields in which 
study abroad should be czncentratcd. 

Studx' abroad should generally be for a period of 18 months to two 
years, with a maximunm of approximately three ,ears in special cases. 
Expcricnce shoxvs that foreign students generally necd approximately a 
half year to become accustomed to a new academic environment, and that 
the value of the second y'car is far greater than that of the first year, while 
its additional costs are much less. Since the process by which students 
are selected is not perfect, howevcr, all appointments should be made for 
a year in the first instance, with a presumption of renewal, so that further 
funds need no- be spent on students who prove to be linguistically or 
otherwise unqualified. 
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The most effective size of the program would be about 200 or 250
 
additional fellowship awards per year. Total cost would approximate
 
$10 million for a five-year period. This would be in addition to the
 
participant programs now conducted hv USAID.
 

American faculty for Indonesiau Universities 
The faculties of Indonesian universities must continue to be supple

mented b teaching and research personnel from other countries. We 
recommend that a larger number of foreign faculty reams be provided 
under the new program than under the present one, but that all teams be 
of smallcr size. \\'hile programs for providing faculty personnel can be 
very succcsssful, the\, involve great dangers of failure if faculty is not 
selected carcfull'. \e recommend the use of contract teams from repu
tatle American universities, rather than personnel under direct hire, and 
somewhat greater dispersion of teams in the newer universities outside 
Java. An experimient might be made to provide, say, an eighc-man team 
to a university, with nilbers dividW bet',.ecni two or three different 
faculties. 

A continuing prgrain with 6(0 to 8(0 A..merican faculty members in 
residence at Indonesian universities would Cost roughl: $9 to S12 million 
over a five-year period, including the cost of the existing program. 

Technical anl I ocatioalTraining 

The most rapid expansion of educational programs ovcr the next five 
\'ears siould come in technical and vocational training. President 
Sukarno has called for a ten-fold expansion in techrical education during 
the E"ight-Year Plan and we agree that this is justified. United States aid 
in this area shOUld be offered, but it should be limited in form. It would 
be a waste of resources to train Indonesian carpenters. bricklayers, and 
automobile inechalics in the United States, and unduly expensive for us 
to provide much technical assistance. American aid. particularly that 
provided by the Ford Foundation, has already given momentum to tile 
training of technical teachers, and Indonesia now has a cadre of admin
istrative and teaching personnel. llelp is needed mainly in equipping the 
new and expanded technical schools, primarily by providiniog shop equip
ment, motors, small generators, hand tools, and the like. Some training 
and technical assistance mav nevertheless be necessary; third country train
ing in the Philippines, Japan, Hong Kong, or Australia may be most 
effective. Support should be given to the civilian technical training pro
gram within the Ministry of Education and the vocational training pro
grams of thL l)epartnment of Labor. 
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The Team recognizes, however, that past efforts of the United
States Government to assist vocational training in Indonesia have sufferedfrom the Indonesian Government's tendency to relate vocational educa
tion more to academic degrees than to the needs of industry for skills and
services. Under these circumstances, the Indonesian Government should
be encouraged to draw up a practical national plan for vocational educa
tion. The duties of each ministr, should be spelled out and the relation
ship of its plan to the needs of industry should be clearly defined. 

Another possihilitv of useful training assistance arises in connection 
with the comtiumit, development program. 

The Team believes that serious consideration should be given to
assisting the ministries concerned, in a pilot project in community devel
opment, linked closely with assistance for increasing Indonesian food 
production. 

Ve recommend that $5 to $7million be provided to supply technicalequipment for these civilian technical and vocational training programs
for a five-y'ear period. 

Research Institutes 
One of the most promising developments in education and scientific

research has been the establishment of ihe Council of Sciences (MIPI)
1956. Under the leadership of a distinguished physician, Dr. Sarwono

in 

Prawinohardjo, the Council has established itself as a major force separate
from, but closely allied to, Indonesian universities. During the first half
of the Eight-Year Plan, the Council is to establish seven research institutes
in the fields of chemistry, physics, geology and mining, metallurgy, elec
tronics, biology and social economics. The vork of the institutes is to
be practically oriented to problems of industrial development. 

Large-scale support of the Council of Sciences may, have many benefits, if the necessary care is taken to acquire only qualified personnel.
Personnel of the institutes are likely to play increasingly important roles
in the development of basic industry and mineral resources, as have other
highly trained persons with university or medical backgrounds over the 
last decade. 

The total costs of this program over five years has been estimated bythe Indonesian Government at $41.4 million, of which about $30 million
is estim ted to be in foreign currency. About one quarter of the foreign 
currency cost is for training of advanced scientists and technicians; theremainder is for scientific equipment. There is some questiom, however,whether enough qualified personnel could be provided to use this amount
effectively. The Team believes that $15 million would be more real
istic estimate of the 

a 
foreign currency requirements. We recommend 
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that the United States provide at least one-quarter, preferably one-half, of 
this lower estimate of the foreign currency needs of the Council, or about 
$4 to $8 million spread over a five-year period. If Recommendation No. 
12, for a Regional Research Center, is acted upon, it should be carefully
reviewed in conjunction with proposed support for the Council's research 
institutes. 

Smaller Educational Projects 
Provision should be made for support of a small number of priority

educational projects which may arise from time to time. For example, 
one of our greatest assets in Indonesia is the teaching of English as a 
becond language. A number of textbooks have been developed for 
English language teaching in Indonesia, but have not yet been published.
Provision of paper as a partial publication subsidy might be an invaluable 
project to consolidate the dominant position of English as a foreign lan
guage. Continued help will be necessary in the provision of library
materials and services. Some technical assistance maY appear warranted 
for curriculum revision in primary and secondary schools. A number of 
important small projects of this sort will arise which, without too great 
a dispersion of resources, should be given serious consideration. Up to 
$2 million to $3 million over the next five years might be allocated for 
such priority items. 

The total United States aid recommended by the Team for these five 
parts of the education and training program is $30 to $40 million. 

2. TRANSPOPTATION 

As we stated in Chapter III, improvement of the transportation sys
tem is one of the most important requirements for improving the operation
of the Indonesian economy. Our recommendations regarding trans
portation have been framed in the light of surveys of land and sea trans
portation referred to in that chapter. 

Roads 
AID has been criticized in several Far Eastern countries for unsatis

factory "highway" construction projerts. One of the reaso~as is a tend
ency to use in the Far East the same methods used in the United States 
to construct parkways, throughways, and highways. Such methods are 
certainly not required or even applicable in Indonesia. Where manpower
is abundant, as it is in Java, and where there are trained supervisors, 
grading, ditching, laying and reconditioning can be done with simple
equipment. It may take longer, but that delay has to be weighed against
the cost of using scarce foreign exchange to import heavy road-building 
equipment. In the Outer Islands, if sufficient manpower cannot be im
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ported, more machines will be required, but even there the machines 
should be used to save labor, not to build fancier roads. We therefore 
recommend that all cost estimates for road construction be carefull" 
analyzcd to see whether additional machines are required or whethcer 
more labor can accomplish the same w%ork. 

Developm1ent of Alateriads Suppl/*y-lhe "ream recommends United 
States assistance in conducting a stud ' of the supplies of asphalt and 
aggregate in Indonesia. According to a recent survey, the natural asphalt
in BiutUng (Sulawesi) "is ideal for road construction use and it could 
even be ieIneld to produce asphalt if need be." A study of these
deposits is nececd to determine the quantitv of material available, the 
desirable 'ig and equipilet requniredmethods, the to Inoive it to 
ports for ocean transport. Before proceeding with such a sttldy, how
ever, it should bC ascertained w\hcther the Japanese Government, under 
its reparations agreement with Indonesia, is al'cady cor tcmplating a similar 
survcy. The survc\ might cost SI00,000 and subsequent construction 
of facilities abotit s250,000. 

TlIe "Icai also rcCoIImImcends Uliited Statcs assistance in organizing
and carrying out a survcy Of the supply of aggregate throughout Indo
nesia. Such a supply is needed for tile railroads as well as the roads. 
Although such a stirvey ould be carried out b' the provincial highway
departments, it might be necessary" to provide United States technicians 
to assist thcm-not necessarily one per province, but a tcam large enough
to be available wlhen requircd in various provinces. Such a surve' could 
be undertaken in a period of six months, providcd it were properly
organized and tile teams had adequate boring equipment at their disposal.
Depending on how much new cquipment is required and how imany
United States technicians would have to be brought in, the dollar costs 
of such a survcv might be as much as $300,000. 

Road Constructio-i 0 cover the forei!gn exchange costs of road 
construction, the Tcan recoommends a loan of $5 million over the next 
five years, as follows: 

Feeder Roads-Observation of road conditions in some of the rural 
areas of Java and Sumatra and information about local price differences 
make it clear that a program for construction Of feeder roads, where they
do not exist-and for maintenance and improvement where they do
would make a great difference in moving commodities to markets and to 
ports for export. Substantial rice price differentials occur between places
only 25 kilometers apart in Sumatra, because of the unavailability of 
feeder roads from the rice-growving areas to the main roads. The differ
ential applies as well to export crops. Most of the rehabilitation and 
construction of feeder roads can be done without using an\ foreign 
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exchange, but if road equipment is needed, spare parts are lacking, or the 
absence of maintenance training has led to the deterioration of such equip
ment, then foreign currency should be made available for this purpose. 
The United States should work closely with the provincial highway 
departments in a survey of needs for feeder roads (allowing a grant of 
$500,000 for this purpose), as sources of aggregate are developed. 

Jav,1 Roads-Most of what needs to be done for the roads of Java 
can be done with rupiah, although the reconstruction of bridges on the 
main highways may require some foreign exchange expenditure. l)eLeuw, 
Cather and Company's report w\'ill set forth priorities for this rehabilitation 
work. Tihe' will alIso propose studies on the construction of two new 
highwa s of about 50 to 75 ki. each, from the projected Djakarta By-
Pass south to Bogor and east to the Tjikampek area (not far from the 
site of the I)jatiluhur multipurpose dam). The Team hesitates to recom
mend this new highwa" construction until priorities have been established 
for construction of new roads and rehabilitati(An of existing roads in all 
Indonesia. 

Sumatra Roads-The Team recomiends extensive rehabilitation of 
cxisting roads in Sumatra, and points out that the Eight-Year Plan devotes 
almost half its road rehabilitation requirements to that island. Once 
again, the Il)eleuw, Cather report will fix priorities for this rehabilitation 
work. Indications are, however, that the most urgent priorities are for 
conditioning and/or rebuilding the l)akanbaru-I-3uittinggi road across 
mid-Sumnatra and the Padangsidimnpuan-Sibolga-P rapat modern road 
across northern Sumatra. These are both important trade arteries and 
have fallen into serious disrepair because of neglect and the Rebellion. 
A new road that should be given favorable consideration because it links 
railihcads of south and central Sumatra, is one between Muarabulngo and 
Sawahlunto. Another lower priority new road might be one from the 
Pakanlbaru, area to the rail hcad at Rantauprapat, leading into Medan. 

Kaliimantan Roads-The Team recommends that, as on tile other 
islands, rehabilitation of existing roads have first priority, and particularly 
those leading into I)Ontianak, the principal seaport, and Bandjlarnmasin. In 
addition, the recent survey will report on considerable needs for bridge 
construction, including one or two in the city of Pontianak, which is 
split in three parts by two rivers over which there are now no bridges. 
Before recommending new road construction in Kalimantan, however, 
the Team recommends that careful consideration be given to the view of 
the Minister of Land Transport that water routes be cleared and more 
use be made of vater transport, both within and around the islands, and 
light sea planes. The present size of the population outside the main 
cities would not appear to justify extensive new construction at this time. 
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Sulawesi Roads-The highest priorities for Sulawesi are for main
tenance of roads in the Makassar area in the south. As noted in Chapter
III, the Australian Government, under the Colombo Plan, is surveying
roads in the Menado area in the north, with a view to assisting in their 
reconstruction and further development. 

Other Islands-Elsewhere, the road requirements are fairly limited, 
except for the development of aggregate supplies and rehabilitation of 
existing roads. 

Inter-Island Links-The Team supports the recommendations of the 
DeLeuw, Cather survey for the provision of a railroad car-passenger
vehicular ferry for tile crossing from Merak (Java) to Pandjang
(Sumatra), to facilitate movement between the two islands. The Team 
also favors provision of a passenger-vehicular ferry including dock and 
ramp facilities for the Banjuwangi (Java)-Gilimanuk (Bali) run, capable
of holding 10 to 20 vehicles and designed with adequate power for the 
currents, waves, and wind conditions of this strait. A third ferrying
operation that would greatly facilitate trade, in this instance between 
Java and Madura, would be a railroad car-passenger-vehicular ferry, in
cluding docking facilities, with a crossing from Surabava to the railroad 
on Madura. The estimated cost of these facilities is approximately $1 
million, plus sonc rupiah costs. 

In summary, our road recommendations total $.9 million in grants
for surveys of materials and feeder roads; and $6.2 million in loans for 
asphalt production facilities, road construction, and inter-island links. 

Railroads 
The Team places high priority on repair and replacement of overage

railroad equipment and improvements in maintenance. We recommend 
support for training in maintenance supervision, coupled with recognition
from the Land Transportation Ministry and the National Railways that 
the people so trained shall be used for maintenance supervision and not 
for administrative functions. We also recommend financial support for 
maintenance, replacement, and improvement of existing rail and bridge
facilities, spare parts and shop improvement, and a share of the improve
ment of the signals system. Surveys for additional rail lines in Sumatra 
would also be useful.' 

T'he l)cuw, Cather group recommended surveys with a view to construc
tion of: (a) an alternate low grade railroad from Nira to Probumuiih in southern 
Sumatra, to complete a section already being rehabilitated; this can be constructed 
without any foreign exchange costs; (b) relocation of the tract sections east and west
of Padang Pandjang in Sumatra, to allow for more rapid movement of coal and
other freight; (c) the linking of existing southern, western, and northern Sumatra 
lines. A study is also required of the type of diesel locomotives most effective for 
Indonesia. 
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Although large scale expenditures for rehabilitation and replacement
of overage railroad equipment are urgent, we believe that loans for this 
purpose should be contingent on establishnnt of a rate structure that is
high enough to permit replacing equipv-ient. Otherwise, we shall find
that railroad transport is consuming its 'apial and is being subsidized by
foreign loans. In addition, it is highly desirable that thz railroads should 
earn a surplus above operating and rephicement costs. In considering the
problem of rates, it must be recognized that when the &oreign exchange
needed for imported equ;pment is bought at the oificial rate, its apparent
cost greatly understates its real cost to the economy. Rates that cover
only the apparent costs thus involve a hidden subsidy. To make the
real costs clear, the rupiah price of imported equipment muust be calculated 
at a more realistic exchange rate and, to eliminate the subsidy, the rail
roads must charge rates that cove," these costs. 

Another need is to overcome the severe traffic bottlenecks which 
delay the movement of goods and people in densely populated Djakarta.
This need can be met by using existing rail lines through the city to create 
a rapid transit system. The Team recommends examination of this
project. If it can he operated so as to cover its full costs, the Team
recommends support for it. Since time is, ind for some time will con
tinue to be, less valuable in Indonesia than in more developed countries,
it would be a mistake for the government to incur the heavy capital
cost of a rapid transit system on a subsidi-ed basis. In any case, support
should also depend on evidence that the need cannot be met more eco
nomically by additional facilities for motor transport; gasoline involves 
very low real costs and is a potential source of government revenue. Cur 
support of this project is contingent, therefore, upon evidence that the
expected return will justify the investment in the light of thesesiderations: con-

These recommendations represent the following
-expressed in millions of dollars, over a five year period: 

sums of money, 

Granti Amounts 
Training in maintenance supervision I 
Surveys for additional rail lines 1 

Loans 
Track 
Railroad bridge improvement 

2 
1 

Spare parts and shop improvement 
Signals equipment 
Djakarta rapid transit system 

5 
I 

10 

Total 21 
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Because further rehabilitation of the lines is required before much 
more rolling stock is added to them, the Team does not recommend the 
immediate provision of these items, but suggests that consideration be 
given to then only after a period of several years, when the physical con
dition of the railways and their price policies can be re-cvaluatcd. In the 
meantime, the Indonesian Government is planning to get some additional 
rolling stock and lIcoimotives from other countries. 

.Sc,? Trm,,,rYfrtti'Ml 

It is difficult for the Team to indicatc a detailed order of priorities 
for the imp .'cinnts ncedcd in Indonesia's sca communications. To do 
one par't Of the job without doing a number of others would barely 
scratch the su rface of the prollem and might have no noticeable effect 
on development. Part of wihat needs to be done requires foreign aid
for training and certail coiiiiiodities not availab c in Indonesia. But a 
substantial part also requircs the use (f Indonesian resources. ,\lost of 
all, inup-v(euenct of the existing situation requilres far" better cooperation 
and coordinaltion than has so far existed anuong the ministries and other 
agencies cmncerned with sea matters, and their full understanding and 
agreement as to w\'hat needs to bc done once the overall requirements are 
agreed upon. Then it would Ieupl) to the Ministry of Sea Coininunica
tions, jointly with the All) Maritime Advisor, to establish priorities. 
This said, wc proceed to ((or recommendations. 

Training-Thc need for training, both on-the-job and overseas, 
appealrs again and again in this field. The l'cam is strongly in favor of 
substantially increasing our assistance for this purpose. There is a need 
for mirc cople wlm are qualified inl administration, port operations, 
statistics, accountancy, legal affairs, ship handling (ship's officers, both 
deck and enginecring), stevedoring and cargo equipment, customs, ship 
repair, dry-docking, ship building, navigation aids, communications, and 
hydrograply. As to numbers of officials and length of training required, 
this depends ol the detailed judgment of the ministries concerned, in 
consultation with the All) Maritime Advisor. One realistic limiting 
factor is ho\' many men can be released for training at any one time by 
a given ministry. 

Cargo Handling ,nd Alaitdeane-inprovencntof cargo handling 
and maintenance requires support for a variety of specific improvements, 
concerning \which the Team makes the following recommendations: 

Tugs and Blarges-We recommend that funds be made available, 
either directly inl the transportation field or in conjunction with the 
proposed loan for inventory replenishment (see Recommendation 4), 
for the purchase of steel plating so that Indonesia can build more harbor 
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tugs and barges to facilitate cargo handling in congested harbors, as 
well as in those harbors where it is difficult to handle deep draft vessels. 
The use of barges would also permit greater use of existing canals and 
rivers for moving cargo directly from sea-going ships to end-use or trans
fer points. 

Cargo Handling Equipment-There are not sufficient mobile cranes, 
either for land or floating uses, to handle the increasing imports of heavy 
equipment to various Indonesian ports. Four floating cranes are in use 
at Tandjung Priok (the port of Djakarta) and one at Belawan (the port 
for Mcdan); others are needed at Palembang and Balikpapan. Vith 
such apparatus, it is extremely important to provide training in opera
tions and maintenance. The Team recommends that funds be provided 
for Indoncsia to purchase a substantial number of fork-lifts, with cargo 
boards, and tow-motor trucks, for pulling small flat-cars around the port. 
The flat-cars can be constructed in Indonesia. It is also imperative that 
spare parts be provided with all this equipment, as well as on-the-spot 
training in operations and maintenance. 

Sheds and IVarehouses-Thc leam rccommends that the Ministry of 
Sea Communications be urged to construct more sheds and warehouses 
at the ports; these do not require much foreign exchange. 

Stevedore Force-'he Ministry should be encouraged to improve 
working conditions for stevedores by giving on-the-lob training and by 
increasing safety precautions and pay, to initiate a two-or even three
shift system wherevcr possible so that cargoes can be handled "round
the-clock," and to train supervisors in handling cargo. 

Customs Procedures-FIven if the physical handling of cargo is sub
stantially bettered, many"improvements in the Indonesian Customs Service 
arc rcoluired before cargo can be efficiently moved from the docks; 
higher pay scales, working hours corresponding to the requirements of 
the ports for clearance, better delegation of responsibility to individual 
officials on the basis of clear-cut regulations, more training for existing 
personnel (rather than expansion of the inspection force), and so forth. 
Even more fundamental, howcver, is the necessity for revising customs 
regulations so that they can be more readily understood by the shippers 
and so that supplementary custom charges, which can only be deter
mined at the timc goods are inspected, can be paid after the goods have 
been delivered, instead of before they are cleared. This should not be 
difficult to arrange, since 80 to 90 percent of all imports today come 
through state trading corporations. The Team hopes that the existing 
Improvement of National Fiscal Administration project, will be used by 
the Government of Indonesia for modernizing customs procedures. 
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Alovement of Goods Away from Ports-The slowness with which
goods are moved away from the ports after they, have cleared customs is
another major cause of congestion of port facilities. Measures should be
taken by the Indonesian Government to speed up this process. Recom
mendations for improving ro,,ds to ports are contained elsewhere. The
Government should also consider ways of assisting shippers and end-users,
particularly government agrencies and enterprises, to construct required 
storagre facilities inland. 

Harbor I)e'zclopmcnt-ln 1959 the l)evelopment Loan Fund lent $6
million to Indonesia for harbor developnent at fourteen Outer-Island 
ports. If this loan proves to be effectively used but needs to be supplemiented, either to extend improvements at the fourteen ports or for
additional harbors, favorable considerable should be given to further 
support. This appeared to the Team to be one of the most significant
way's that the United States could help to develop Indonesian inter-island 
conlll ltunications. 

Additional requirements for harbor development include the fol
lowing: 

(a) Provisimi of one sca-going tug which, together with the one the 
Alinistry al rcady" has which(but requires further maintenance), is
needed to pull dredges and floating cranes between the deep water 
harbors; 
(b) pro-ision of one LST to the Ministry to serve in delivering heavy
lift shipments to undeveloped ports; 
(c) assistance in salvaging and dredging operations to speed up the
clearance of wrecks which are dangers to navigation within or near
harbors and to keep harbors and channels free of siltage. This aid
might include a loan for equipnent, provided existing equipment has
been repaired and put in working order to the maximum. 
Ship Repair and .llaintcn'ance-The Marine Services Review Team 

prepared a complete set (if recomunlendations in this field.2 Supplementary
information provided l* the Ministr'v and the AID Maritime Advisorall tended to confirm these recommendations. The objective of the
 
recommendations is "to reliable
have drydocks and repair shops with
trained personnel in order to reduce the existing delays and improve sail
ing schedules." They call, in the first phase, for better utiliz7ation of
existing facilities by preventive maintenance, through improved proce
dures for budgeting, funding and procuring spare parts, supplies and
equipment, by installing a two-shift system as required at repair facilities, 

2A Joint Review of Ship Repair and Maintenance needs of the Republic of 
Indonesia, 15 December 1960. 
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and by repairing existing drydocks and procuring adequate auxiliary
equipment. Provision is also made for participant training, as noted in 
Training above, and for technicians. The latter, as approved by tile 
Ministry, are two general shipyard supervisors, two mnarine surveyors, and 
instructors in management, ship repair, welding and foundry operations.

Ve recommend that considcration le given to providing for such a group
under contract for two to four years. The maritime survey also recom
mends, and the Ministry approves, the purchase of mnodern drYdock 
equipment; approximiiatclv 515,000 would he sufficient to supply both 
Tandjung Priok and Surabaja. In its second and third plase, the mari
thile survey recommends that ship repair facilities be expanded at existing
sites and that new facilities be built at Alakassir and lBelawan (the port 
for Medan). 

To these recommendations, which we accept as the most authoritative 
available, we add the requirement for spare parts for ship repair and the 
improvement of machine shops at repair facilities so that they can make 
their own replaceient p,,rts. They can be financed from our proposed
gener:,l loan for this purpose. (See Recommendation 3). 

Aids to Nigation-Since we were unable to study this phase of sea 
commlunications ourselves, we simply present the highlights of the recoin
mendations of the Maritime Services Review Team,: together with the 
proposals thereon of the Ministry of Sea Communications. 

Their survey calls, in the first phase, for a "crash'" program to pur
chase the minimum1 amount of equipment necessary to place existing aids 
to navigation in reliable operating condition, for a revision of budgeting,
funding and procurement procedures for obtaining spare parts and sup
plies, and for training as summarized in Training above. The Division 
of Navigation has prepared a list of f-pproxiniately $500,000 worth of 
equipment, such as gas lantern€ -;'th flashing apparatuses for lighthouses,
lighting buoys, machine tools for making replacement parts, iightho-ise 
towers, etc. In the second and third pha.es, the survey recommends the 
drawing up of plans and then the construction of bases, workshops,
tenders and aids to navigation, so that Indonesia can become self-sufficient 
in this field, except for continued imports of specialized equipment. 

Maritime Comnnrcations-Here,again the Economic Team bases its 
recommendations on those of the Maritime Services Review Team, ' to
gether -with the Ministry's proposals. 

3A joint Review of Needs of the Aids to Navigation System of the Republic of 
Indonesia, 15 December 1960. 

'A Joint Review of Needs of the Maritime Conmntunications System of the 
Republic of Indonesia, 15 December 1960. 
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The first phase calls for support of the existing comnnunications sys
tem in order to utilize existing facilities to the maximum. This includes: 

(a) A revision of budgeting, funding and procurement procedures
for spare parts, supplies and repair equipment to operate and main
tain existing equipment and install new equipment; 
(b) the installation of a rapid message delivcry service; 
(c) training of five engincers and administrators; 
(d) the provision of two electronics experts to establish in-servicean 
training program and to assist in the planning, design and program
ruing of new cohiininications facilities. 

l)uring this phase also, the newly acquired Australian transmitters would 
be installed. The second phase calls for planning the construction or 
improvement of coastal radio stations, mobile marine facilities and elec
tronic repair shops. The third phase would see the purchase and installa
tion of the new equipment and facilities. For the third phase, the Min
istry of Sea Communications has submitted an itemized list of radio 
equipment and supplies, including spare parts and maintenance gear, and 
personnel from abroad to assist in its installation (hence, a "turnkey" 
proposal) costing more than $3.1 million. 

In our view, this substantial package of commodities should not be 
supplied during the early years of the program to develop sea communi
cations, but should be dealt with only on the basis of demonstrated ability
of the Indonesians to roan this complex equipment. Consideration might
be given to urging other nations, such as members of the Colombo Plan, 
to contribute to the costs of this program either in direct grants, as the 
Australians have done, or in the form of a loan. 

HydrographicServices-Once again, we refer to the recommendations 
of the Maritime Services Re\iew Team, which studied this field and made 
detailed recommendations., 

These ri:coninendations call for training four hydrographic special
ists for six months to a year, the provision of technicians, and an allow
ance for minimum essential h*drographic equipment, such as measuring

devices and instruments for recording measurements on charts. Whereas
 
the survey proposed the purchase of an additional hydrographic vessel,

the Ministry did 
not accept this proposal and its request for equipment,

based on the survey's lists, came 
to only about $50,000 worth. Of these,
Some $13,000 wvere listed as "urgently needed" by the survey. The 
Economic Team considers it to be a good investment for the United 
States to make the funds available on a geant basis for at least the minimum 
equipment that is urgently needed. 

'A Joint Review of Needs of the Hydrographic Services of the Republic of
Indonesia, 15 December 1960. 
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The survey also makes a number of recommendations to the Indo
nesian Government for improving the collection of hydrographic informa
tion and facilitating the distribution of charts from such depots as those 
at Ambon, Balikpapan, Pontianak. Palembang and Belawan. 

To summarize the sea transport recommendations, we propose
participant training costing approximately $500,000, on the assumption
that 100 men would be trained for varying pcriods of timc and that the 
program would run for four Years. Providing technicians, as recomi
mended in the preceding sections, would cost approximately $700,000, 
on the assumption of two-Year assignments for each one, spread out over 
a period of four years. To these figures we add the cost of continuing
the Merchant Marine Academy program, $1.5 million and four years;
and $13,000 for urgentlv necded hydrographic equipment. These costs,
which approximate $2.7 million, should be financed from grants. Except
where modified above, we support the recommendations of the MSR 
Team for providing equipment, but on the basis of a long-term loan. We 
believe that $5 million over a four-year period would be sufficient to 
cover these recomlmendations. 

Air Transportation 
The Team believes that assistance to air transport, although less urgent

than assistance to the other forms of transportation, would be valuable. 
The Team recommends that the United States assist the Indonesian 

Government in improving and extending runways and such other facilities 
as hangars, landing lights, power supply and fire-fighting equipment, for 
six provincial air fields: Pakanbaru (in Central Sumatra), Pontianak and 
Balikpapan (Kalimantan), Menado (Sulawesi), Ambon (Moluccas) and 
Kupang (Timor). This assistance would make possible an increase in 
air traffic between Java and these imimportant Outer Islands centers, there
by improving trade and increasing facilities for the movement of persons
and comumunications among the islands. a programSuch would require
the purchase of a certain amount of equipment from abroad, including
heavy machinery and airfield construction, and the provision, under con
tract, of technicians to advise on this program. It is estimated that $3 
million would be sufficient, provided the Indonesian Government made 
rupiah available to cover local construction costs and personnel. 

The Team further suggests that serious consideration be given to 
assisting the Government in strengthening and lengthening the main jet 
runway at the Djakarta air terminal, in modernizing approach lighting
and other instrument-landing equipment, and in providing fire-fighting 
and crash-truck equipment. The cost of constructing facilities in 
Djakarta, based on the cost of similar facilities at the Taipeh airport
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but with provision for military as well as civilian use-is estimated at 
approximately $4amillion, of wlich about one-half would be in dollars. 

In connection with this project, consideration should also be given 
to the construction of a new terminal building at the )jakarta airport.
Present facilities are inadequate, both for passengers and cargo, and make 
it extremely difficult to handle the expected increase in air traffic. Again, 
comparing the requirements with those of the Taipeh airport, the foreign 
exchange cost would come to about $2 million pls and the rupiah cost 
to about $1 million dollars. 

The Team recommends renewal by All) of the ICA contract with 
Garuda Indonesian Airways and Lockheed for the training of technical, 
operational and maintenance staff, so as to bring operational and mainten
ance capacities to the level of Indo.,esia's needs. We also favor the 
continuation of participant training i the use of instrument-landing 
equipment, civil aviation administration and Garuda Indonesian Airways 
operations. \Ve estimate that training will cost approximately $1 million 
over a three-year period. I)epending on specific needs, consideration 
ought also be given to providing air navigation, meteorological and com
munications equipment, within the requirements outlined in the Fight-
Year Plan; it would appear that 53 million would be required. 

Apart from the training activities, the Teami recommends that all of 
the above projects be financed on a loan basis. 

The estimated cost of the United States aid that we recommend for 
all transportation programs over the next five years, based on the foreign 
exchange cost of the proposals, is approximately $47 million. Of this 
amount nearl* $7 million is proposed in the form of grants and about $40 
million in the form of loans. The distribution of these sums among tie 
various forms of transportation, expressed in millions of dollars, is as 
follows: 

Grants Loans Total 
Roads 0.9 6.2 7.1 
Railroads 2.0 19.0 21.0 
Sea 2.7 5.0 7.7 
Air 1.0 10.0 11.0 

Total 6.6 40.2 46.8 

3. SPAiE PARTS AND MAClINE SHOPS 

One of the reasons that so much of Indonesia's plant and equipment 
is being operated at no more than 50 to 60 percent of capacity is that 
much machinery and equipment is broken and cannot be repaired for 
lack of spare parts. Part of the trouble results from wartime deferral of 
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maintenance and from damage to equipment during tile revolution and 
the 1958-59 Rebellion. The persistence of the trouble, however, results 
from other and more basic causes. Indonesia has too few people with 
training and experience in the proper maintenance and repair of equip
ment. As for sparea result, the need parts is greater than it should be. 
Indonesia also has too few people who have an adequate appreciation of 
tile need both to procure spare parts proniptly, and training and experi
ence in tile administrative functions needed to carr ot 
such as allocating the necessar\Y foreign exchange. Such problems can
not be overcome qutickly, but theY 

or the procurement, 

max be expected to diminish in time, 
as a result both of the acquisition of greater experience and tile expanded 
training program we have recommended. 

In the mIeantime, intuch can be done to rehaiilitate existing equipment
and therely make poSsible its fuller utilizatiwr,, thus contributing to 
increasing both consumption and investw.ent a;-,ito reducing inflationar" 
pressures. These effects are of both political and economic importance. 
Fuller use of capacity would also provide added experience in ope-ition
of productive processes. \Ve believe that the United States could best 
contribute to this reha bilitation by giving guidance and financial assist
ance to Indonesia in setting up and stocking a Iinumber of spare parts
depots. Subject to further irvestigation byw technicians, recoriiendwe 

that these depots have lie:a'V ry
machine and repair shops in which available 
parts can be adapted to equiprrent when properl fitting parts cannot be
obtained, and in which tools and other equi parent can be made. The 
depots should be established 1w, and be under the supervision of, Ameri
cans familiar with ordering, receiving, stocking, controlling and other
wise managing large inventories of heterogeneous coniposition. The 
American staff should consider, however, that, once the depots are set 
up, an important part of its job is the training of the Indonesian staff in
 
all aspects of depot operations. This training function is essental 
 to 
carry out the long-term purpose of this recommendation. With these 
depots should also be associated classes for machinists, mechanics, and 
operators of machinery, to train them in the necessary skills, in proper
maintenance practices, and in repairing major types of equipment, such 
as motor vehicles. These training classes can be considered part of tile 
vocational and management training prograin included in our first 
recommendation. 

In addition to the machine shops at the depots, which would be 
equipped for heavy vork, we believe it would also be desirable, in areas 
-where industrial activity is less geographically concentrated, to have 
associated with the depots not only delivery and repair trucks but trucks 
fitted out as mobile light machine shops to service tile equipment in these 
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areas. The mobile machine shops and repair trucks could be in constant 
short wave radio communication with their depots so that they could 
go from place to place as needed. 

Besides being an efficient \vay of serving such areas, these trucks 
could also serve an important psychological purpose. By being continu
ously on the road and acquiring a reputation for giving quick service, they 
could be a ubiquitous and dramatic rcminder to the population that 
mechanical equipment is valuablc, that keeping it in good condition is 
important, and that when it breaks down it should be repaired immedi
atel'. This attitude, which is taken for granted in countries where 
mcchanical and electrical equipment is a standard part of the environ
ment, is lacking in less teclnically developed countries, although these 
are the vcry countries where such equipment sometimes has the highest 
value. To inculcate this attitude is especially important in Indonesia, 
because there virtuall" every'onc in charge of operations that use equip
ment has come to take for granted that nine months or a \'ear or even 18 
mionths will elapse before he obtains an imported spare part; he regards 
its delivery in less than six months as a mir'acle. This expectation has 
been justified for so long that the prevailing attitude is one of defeatism
"one must be philosophical". The result is that responsible people are 
either content to wait silentlv for a spare part or, assuming that there 
is no hope of getting it,place orders for a new piece of complete 
equipment, although a fraction of the expenditure it requires would 
suffice to put many such pieces of equipment into operation. Because 
we regard it as important to change this attitude and develop in its place 
the habit ar.d expectation of quick repair, we stress that die proposal for 
radio-equipped mobile machine shops and repair trucks should not be 
judged solely by conventional standards of efficiency, arid that it should 
be carried out 'eyondthe point that such criteria alone would dictate. 

The need to reinedy the spare parts situation has been recognized by 
the Indonesian Government, and the USOM has in tile past considered tile 
possibility of a spare parts depot. In our view, a single depot, which 
would have to be located in Djakarta. would not carry out all the purposes 
of our recommendation. Besides slowing up delivcrV of !;pare parts to 
the pjaces where they are needed, it would tend to sacrifice the opportu
nities for training personnel in other regions, which is a vital objective of 
our proposal. .stablishment of 10 to 15 such depots xvould help imore 
people outside the capital learn to assume responsibilities, enable more 
people tobenefit by the training function tie depots wvld perform, and 
expose nore people to the idea of proper maintenance and quick repair. 

An Indonesian who has responsibilitics and knowledge in the fields 
of both economics and military logistics and who agrees that such depots 
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arc badly needed suggested to us that tiey should be placed as follows: 
Three large ones in *ava, four in Sumatra (one cach in Kutaradja, Medan,
Palcmbang, and Padang), three small ones in Kalimantan, two or three 
in Sulawesi, and three or four in the Moluccas. 

"I'hese suggestions appear sensible. Before any decisions as to location 
of depots can bc made, howevcr, it will bc neccssary to consider much 
more carefully than our own training or time pcrmittcd the difficult tech
nical question of how the program should be organized. An ill-considered 
program for wholesalc hinportatiom of a vast variety of spare parts could 
casilh be misdirected. It will not (t to stock every depot vith spare 
parts for all the equipment in Indonesia and perhaps not even with 
parts for all the equipment in the region that a given depot serves. It 
will probably be desirable to confine the program, at least at the outset, 
to the parts used by a few major industries. It may be that the program 
can be well designed only as a series of programs for specific industries, 
e.g., for the railroad, for the Garuda Airline, for shipyards, and for a 
few specified manufacturing and other industries. How many industries 
the program should serve, and, if only a few, which ones is a question
that requires further investigation. 

\Vhatever the answer to those questions, there is also a question of 
how many industries or types of equipment any one depot should service. 
It might ie desirable for some depots to service only one industry even 
if tile program as a whole serves many. 

1(o design an efficient program will require task forces of technicians 
to visit plants, to examine their technical operations, to suggest improve
ments in them, to identify faulty operations and maintenance, and to detei
inine what machinery is so obsolete or obsolescent that it is not worth 
repairing, whether repair problems might best be solved by improving
existing machine shops. and what parts may best be stored for each 
industry. It will also require a high-level group to put the conclusion 
of these task forces together and determine what industries should be 
served by the program as a whole and how far specific depots should 
concentrate on meeting the requirements of one or a few industries. 

In addition to these proiblems of programming the parts requirements,
there are problems of procuremcnit and financing. WVhether parts manu
facturers will provide depot stocks on consignment is one question.
Another majir problem. often thought to be an obstacle to such a pro
gram. is that Indonesian equipment comes from probably a dozen different 
countries. The qucstion arises whether this fact implies that the pro
gram we recommend should be confined to providing American parts, a 
rcstriction that Wi uld scrioushN' limit its effectiveness. 
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Ve believe that this difficulty can Ie avoided in two ways. The 
first and preferable way is for several countries that supply Indonesia to 
join in financing the program. The O)FCI) would be an appropriate 
organization through which to work or, if that proved impossible, other 
multinational org:anizations could Ie tried, or a consortium could Ile 
formed for the purpose. If multinational financing could not le arranged, 
the United States Iight le able to finance part of tile program by using 
currencies of other countries that it has acquired through sales of surplus 
agricultural ColmI oditics uinder PI.. 480, through loans made I) the 
l)cvclopncnt I.oan Fund and by the Agency for International Develop
icnt, and in other ways provided enough of our holdings of such 
currencics iII industrial" countries aire not conmiitted and significant 
I11u0iUnts could hIlemade availablc for this purpose. 

SiIce this prIgraill should be a highly productive one for the Indo
nesian CCI 1mIlc\I, it ought to be financed l)y a loan. Its cost cannot be 
accutratelh estimliated until the program is more completely worked out, 
but we sggCst, as a tentative figure that excludes spare parts for other 
prograls we recolflllend, a loan of $50 to $60 million, disbursed over a 
three-\ac;r period. It is recommended that the United States finance 50 
percent of this loan. 

4. ORIF'I.I.I RINVENT SlI:S 

Another important obstacle to fuller utilization of existing indus
trial capacity is lack of inventories of imported materials, such as indus
trial chemicals, bleaches, dves, tinplate, and . wide variety of other 
matcrials. Part of the probleiu is that needed materials do not get into 
the hands of \vould-be users for technical reasons, such as transportation 
bottlenecks. Our recommendations for rehabilitation of the transporta
tio(n sy\stcil would collntrilute to overcoming this difficulty and( to that 
extent \v, ul,!alleviate the physical problem. The major difficulty, how
e\.el, seels to be th.t materials arC inlported at tol slow a rate, owing to 
a combination (If failure of enterprise administrators to foresee their 
leels coIrreC(tl and too place O(rders in rime, and failure of the authorities 
who allocate fo()reign exchange t( give req(uireents (f niaterials sufficient 
priority, especially in relation t(o fixed capital projects. The problem is 

accCntu!ated 1)\tile prevailing inflationary environment, which makes it 

profitalle to) hard goods. 10 obtain a quick increase in output of the 

industries hindicapped I\ inadequate supplies of imported materials, we 

rec()lmen(l a short-term loan to) a central institution for re-lending to 

such industries, wvhich should Ibe specifically identified in the loan agree

nient. Besides permitting a quick increase in production, such a loan 

\\'ould stop increases in the prices of these materials and of goods made 
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from then, thereby providing at least a temporary respite from the rise 
in the general price levCl and, bY the same token,' eliminating the incen
tive to hoard materials. 

If the full possibilities of this recommendation are to be realizCd, a 
number of prol)lems must be recognized and plans for dealing with them 
must bc made carefullh in advance. One danger is that when additional 
foreign exchange iecomes availalic as a result of the proposed invcn :orv 
laian, the (overnnment might permit greater use of foreign exchange for 
other purposes and substitute s lle of the loan proceeds for foreign 
exchange prcviously allocated for importation of materials. As a result, 
Some of the loan would merely replace other foreign exchange used for
material purchases, and imports of materials would increase by less than 
the full amount of the loan. To av'oid this danger it will be necessary 
to have admi nistratit In of tile Ihan supervised by"an Indonesian agency
that has r'csponsibility for maintenance of the foreign exchange reserves. 
This agenc. must have the altthoritv and the will to resist transfers in 
the allocation of other foreign exchan,,e from material purchases to other 
imports that wtould have received no allcation in the absence of the 
loan. 

A secotd and analogous dangcr arises at the point \\'here rupialh 
counterpart of the is to individualloan made available the enterprises 
that need additional materials. ilhe danger here is that these enterprises 
will btrrow rupia h to expand invcnto'' but substitute them for funds 
tile\. would otherwise have used for that purpose, using the funds thus 
freed for tther purposes. In this event, too, the loan u not have 
its full effect in replenishing inventories. To the extent that it simply 
tinanced increased bidding by the borrowers for domestic goods or 
services, ntreover, it would contribute to already existin inflationary 
pressures. If this danger is to be avoided, the fuLnnelling of the nione;Y 
to individual enterprises must be in the hands of banks or other institutions 
that have the competencc to supervise the borrowers' use of funds. 

The third and perhaps the most difficult problem is to use the pro
gram to ielp reied'" tile causes of the present situation. The program 
should be designed, as our totlhter recommendations are, to contribute in a 
fundamental \av to improving the operation of the Indonesian economv; 
it shtuld not Merely provide a temporary increase in the supply of goods. 
It is true that even a temporary increase would have a lasting effect if it 
gave the Indonesian econoity a respite from inflation and if tie respite 
were used to bring inflationary pressures under control. It is also true 
that the additional training in management and the additional experience 
in administration of econlomnic policy that Vould be gained during the 
period of the loan would reduce the likelihood that the same situation 
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would recur when the program ended. For these reasons, it would 
probably be worthwhile in any event. Nevertheless, every effort should 
be made to build into it devices that would help eliminate the causes of 
the problem. To carry out this purpose we believe that there is need for 
a more careful examination by a team of economists and L,isincss adnuin
istrators of how and %1hsupplies of materials came to be so inadequate 
that thc\" limit production. 

If such an investigation confirms our view that the causes include 
both poor administration of individual enterprises and of foreign exchange 
resources, the loan should be accompanied by provisions for training per
sonnel of the borrowing enterprises in inventory planning and in materials 
prograinifing and procurement, and by an offer of technical assistance 
in the planning and administration of indonesia's foreign exchange budget. 

It was suggested to us that the United States could well provide 
foreign exchange for additional imports of rice, textiles, and other con
sumers' goods in finished form or in advanced stages of fabrication for 
two or three years to restore stability to the price level and bring goods 
out of hoards. We prefer the course we have recommended because we 
believe it would accomplish these purposes as well as the suggested 
alternative and because it has greater potential value in stimulating Indo
nesia's own production and in fundamental "institution-building". The 
supervision by Indonesian banks of procurement and of administration 
of inventories by Indonesian enterprises, the lever of training personnel 
in these enterprises, the supervision of the Indonesian banks by the Indo
nesian agency that handles the loan in the first instance, and the more 
rigorous budgeting of foreign exchange that our proposal implies, to
gether with whatever technical assistance the United States may be called 
upon to provide in carrying out the program and in training, are import
ant advantages. They are partially', perhaps w%'holly, lacking in the 
alternative proposal. They are an important part of any' proposal tLt 
is to make the most fundamental and lasting possible contribution to 
Indonesian economic development, which is the purpose underlying all 
Oumr recommendations. 

It has also been suggested that the causes of the present inventory 
difficulties could be eliminated by providing training in the administra
tion of foreign exchange and of individual enterprises without making 
the loan that we propose. In our view, it is unrealistic to suppose that 
training in administration on the job, which is indispensable, would be as 
:acceptable or, if accepted, would be taken as seriously if it were not 
connected with a loan. Moreover, the individual business decisions and 
he foreign exchange planning that Indonesians must learn to make are 

those relating to the management of production and the maintenance of 
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inventories in a situation where inventories are adequate. We question
that this can be learned in an environment %%here inventories are not
adequate. What is best or necessary in the latter situation may" not be
efficient in the former; the administrator's range of choice is quite differ
cnt. In addition to these considerations is the fact that, without the
loan, the desirable increase of output aind respite from inflation could 
not be obtained. 

Our present thinl.:ing is that the inventory replenishment loan could
hest be made to the Bank Ihdonesia. We envisage this Bank as re-lending
portions of the proceeds m the Bank Negara Indonesia, which is the
largest commercial bank, and to other commercial banks that deal directly
with individual enterprises, but subject to the proviso that the Bank
Indonesia and the United States are satisfied that these banks can and will
check borrowers' inventories at sufficiently short intervals, required that
they get payment from their customers sufficiently soon after delivery,
and exercise other necessar, supervision over the borrowers' use of the
proceeds. This ability mi'ght be tested by first disbursing a limited 
amount on an experimetial basis to the Bank Indonesia for re-lending
the Bank Negara Indonesia, which, 

to 
in turn, would lend the proceeds to

enterprises in only one or two industries, say the textile industry and one
other. The experience thus acquired would indicate what revisions in
the program are needed before it is put into full operation. 

We believe that the inventory replenishnent loan should he large
enough to break any" black markets that exist for the goods produced by
the eligible industries and to cause dishoarding of such goods. It should
also be large enough to fill the inventory pipelines of the eligible indus
tries and keep them filled at the higher rates of output that it seeks to
attain. The amount neCessary" to carry out this program might, at a guess,
be in the neighborhood of $75 to $100 million. Since materials for the
eligible industries wou!d probably have to come from a number of differ
ent countries, multilateral financing of the full program would be appro
priate. The United States should be prepared, at the outset, to con
tribute about $20 million, in addition to P.L. 480 financing of cotton and
other surplus non-food commodities. Local currencies held by the 
United States in other countries that produce materials imported byIndonesia might also be used for the purpose. The possibilities here 
appear to be somewhat greater than in the case of spare parts, since some
materials come from countries in which we have large local currency 
holdings. 
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5.Accii.irioN OF R LAIIIR RiEpi.LANTIN; 

Indonesia depends on rubber for 35 to 45 percent of exports. Tlhe 
decline in its compctitive position in the world rubber iriarket makes an 
increase in the nation's rubber production one of the no:;t essential 
requirciients for maintaining-to sa' nothing of increasing-its foreign 
exchange earnings and albilit' to import. A long-term program to in
crease rubber production rcquires boith replanting and new planting. 
Our recommendation for the estates is limited to replanting, since estate 
acreage is at present practically I)00 Imr soal lholders,percent cultivated. 

however, we recommend both replanting and new planting: much old
 
land can be restored ti 'by Ire
eflicient production replanting; elsewhe new 
planting wo)uld Ie irer advantagcots in order ti regroup existing soall 
hioildings for More eflicielt use ng and facilof trailspi rt, u illi marke-:-
ities, and ti get away from low wet areas Io re suitable to rice than rubber. 

Estates 
Inview of declining output and the advanced age of estate rubber 

trees, discussed in Chapter Ill,something more drastic than the replant
ing rate of ahout 34, percent per year proposed in the ilight-Year Plan 
is required. The average yield of estate ruber proiductio in 1959 was 
538 kg. per hectare. Trees grown in Malaya from the new, high-yield 
rubl)er material have been producing over I1100 kg. per hectare after 
ten years' growth; there arc even reports of twice that figure. The 
Indonesian Ainistry f Agricurture has the samie high-yield stock avail
able for replanting purp)oses. 

In order to speed Lip the replacnrent of Old and h \\-v iCld trees 
with ne\\. nd high-yield trees, the leam recollrcids that replanting be 
accelerated to an initial annual rate of 50,000 hectares, or about 10 per
cent of the total estate area, as contrasted with the proposed annual rate 
of 31_percent. (The base of these percentages includes foreign estates, 
but since the\" have had an adeluate replanting prograu for scvcral years 
and can continue to finance tliei r own prograrmis, the\' necd not be 
included in the progrmm we are rec ormmending.) his higher rate is 
essential if lridorwsia is cevr to make nip for the two decades in which 
practically no replanting occurred and to grow' high-yield trees, the 
productioin of which can c()Iimpcte 'ith Malayian national rubber and 
'"synthctic natural" rubbner. initialThe figurc of 50,000 hectares per 

ear is arh)itrarilIv selected, but appears to be inlthe rcaIn of feasibilitv. 
:l'his accelerationi, however, will require cutting down trees which are 
still productive and waiting several years for the new trees to begin to 
produce. It is possiblc t) offset the resulting losses to soiie extent )\v
"'slaughter-tapping" the trees before cutting them down, i.e., tapping 
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theievery dat and Cutting down to the wood, with longer cuts. This 
increases ,,output about 50 percent .1nd can Ile done for I to 11/2 years
before tile latex is exhausted. This would be only a partial offset to the 
losses, however, if replanting (as distinct from new planting) is to be 
accelerate.l, it will he nccessar' to offset the foreign exchange losses, 
until such time as the highi-Vield trees come into production, as well as 
to cover cer'taill otlct" costs. 

\We have estimated the foreign exchange losses and gains on the 

basis o certain assIliptions (explained in detail in Appendix F), includ
ing a natural ruber price beginling at 27 cents per pound (which is 
approximately the present yield to Indonesia) and declining one cent 
each Year until it reaches 20 cents, at which price it is assumed to remain. 

A few words of cxplanation about Table VI-I are required. -he 
additional Yield froui slaughter-tapping, shown in the second columiin, 
declines during the first three Years despite the fact that the area slaughter
tapped remains unchangcd, partlyv because prices are assumcd to decline 
and partlv because the trees slaughter-tapped in the second and third 
\'cars are, on the averace, older than those slaughter-tapped in the pre
ceding years and their yields are consequently lower. Yield froiil 
slauglhter-tapping is higher in the fourth and fifth years, despite tile 
assumption of a continued price decline, because the trees slaughter
tapped in those 
\'cars are younger and have higher yields. The declines
 
in the sixth and seventh \-cars reflect mainhv the reduction in the a rca
 
slaughter-tapped, indicated in tile first column.
 

-I he third colmn, loss from cutting down trees, is tile value of the 
rubl)er that the trees would have produced had they" not been cut down. 
Its apparcntly" erratic behavior results from the changes in the average 
age-composition and therefore in tile average yield that tile trees cut down 
in all the preceding years of tile program would have had if they had not 
been cut down. For example, in the fourth year this loss is zero because 
the trees assumed to have been cut dhmn in the prcceding years would 
have been over-age by the fourth year and therefore would have produced 
nothing. A loss occurs in the fiftth year, however, because the trees cut 
down in tile fourth 'ear would have been productive had tiey, not been 
cut down. lhe 'ield of new trees, shown in the fourth column, remains 
at zero for the first six years because replanting does not begin until the 
second 'ear and it is assumed that tapping cannot begin until the seventh 
v'ear. Tihe nlet or shown the lasttotal gain loss, in column, is self
explanatory; its pattern reflects the three preceding columns. 
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Table Vl- I
 

ES'IIMATEI) EFFECTS OF SLAUGHTER-TAPPING AND REPLANTING
 

Area 
slaughter-

tapped (thou-
Year sand hectares) 

1 50 


50 


3 50 


4 50 


5' 50 


6' 25 


7* 10 


8 10 


9 10 


10 10 


Total, first
 
8 years 295 


Total, 9th
 
& 10 years 20 


Total,
 
10 years 315 


ON VALUE OF RUBBER OUTPUT 

Value of Output Gained and Lost (in million $)a 

Additional Loss front Yield Total 
yield from cutting of net 
slaughter- down new gainor 

tapping trees trees b loss (-) 

5.2 0 0 5.2 

4.3 8.6 0 -4.3 

3.5 13.8 0 -10.3 
6.2 0 0 6.2 

6.0 9.5 0 -3.5 
3.0 18.2 0 -15.2 

1.2 20.3 4.4 -14.7 

1.1 16.3 12.5 -2.7 

1.1 13.7 25.0 12.4 

1.1 11.3 37.5 27.3 

30.5 86.7 16.9 -39.3 

2.2 25.0 62.5 39.7 

32.7 111.7 79.4 .4
 

* Years to be covered by proposed loan. 
*These figures are approximations, based on assumptions stated in Appendix E. 
bAss-umes that, beginning in Year 2, replanting occurs every year on the same 

area that was slaughter-tappedin the preceding year. 
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For a number of reasons, including insufficient accuracy of the 
figures entering into the complicated calculation and tile insufficient time 
for greater study, the above estimates should be regarded as approxima
tions. A miore detailed examination of the effects of tile recoinmended 
rates of replanting is needed. 

To carry" out this intensive replanting program, x e recommend a 
loan, mainly to cover the foreign exchange losses and other foreign costs 
that it involves. kVe consider such a loan to he ideal for financing by
the International Bank for Reconstruction and Development. Ve under
stand that the IBRI) has generalhv acted ol the theorY that loans should 
co'cr the out-of-poclet costs of projects and has determined their 
amoun1ts in relation to such costs. In our opinion, however, losses of 
revenue resulting from a project are as much a part of its costs as actual 
disburscmcnts. \c sec no valid basis in economic reasoning for dis
tinguishing between these two forms of cost. 

The distinction that appears to us valid-indeed, necessary-is between 
costs (including both expenses incurred and revenue foregone) to tile 
rubber producers and the costs to tile national economy as a whole. 
The loan should cover tile portion of the latter that cannot appropriately 
be covered by Indonesian sources. The problem of distributing the pro
ceeds of the loan to the rubber producers who incur the expenses and 
suffer the losses is an important one. As noted in Chapter III, producers 
are currently paid for exports in rupiah equivalent to tile vorld price 
converted at .i fixed exchange rate, while the rupiah cost of everything 
connected with production keeps rising. Unless the Government of 
Indonesia makes an upward adjustment in the applicable exchange rate
and tile rate involved in distributing tile proceeds of the loan to meet 
revenue foregone-the estates will increasingly- lose both the incentive to 
replant and the ability to finance replanting, and may be forced into a 
loss po.ition. Since the purpose of the program would be defeated if 
price policy or failure to get the loan proceeds to producers mn!'es re
planting unprofitable, it is essential that these problems be worked out in 
negotiating the loan agreement. 

Vhether the 13RD would accept the view that the loan should cover 
foreign exchange losses or would maintain that only out-of-pocket 
expenses should be covered, we understand that it might consider a loan 
for the purpose of accelerating rubber replanting. 

Assuming that this problem can be solved, tile loan might be made 
to cover the first eight 'ears of the intensified replanting program, these 
being the Years during which the foreign exchange losses are not fully 
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offset. On the basis of our calculations, financing of these net losses 
would require about $39 million. 

The replanting of rubber trees on the estates vill require the inten
sive use of labor, now available only in Java, during the period inimedi
atel, precding the annual rainy season. This wvill involve special trans
portation, housing and fceding problems and costs, to say nothing of 
efficient management of the logistics thereof, which has not so far been 
available. It is assumed, however, that the technical knowledge and the 
high-yielding planting material are, or can be made, available. Proceeds 
of the 'car-old tax on rubber arc also available to defray these rupiah 
costs. 

Apart fronm the increased rcplanting, it will be necessary to make 
available new rubber mill imachinery, or spare parts for oxistin g machinery, 
for the estates, or there will be serious danger that the increased suppiy 
of latex cannot be milled into high-gradc rubber. Finally there is reported 
to be a shortage of acetic acid required for treating the latex prior to 
milling. This, too, must be imported. These requirements are roughly 
estimated to coist $I 1 million. 

Swallholders 
The problems of dealing with smallholder production are more diffi

cult. With a program of slaughter-tapping and replanting only in areas 
of overage tiees, estimated to be 50 to 60 percent of existing trees, and 
with new planting elsewhere, it would be possible to bring smallholder 
production up considerablY, -withoutany interim loss of foreign exchange. 
Machinerv and equipment will be required for the effective operation 
of a large-scale planting program. Most of this is either not available 
locally, or is available only at a cost vhich is prohibitive to the small
holders. A former ICA rubber technician in Indonesia has estimated 
that about $31- million is required to purchase jeeps, station-wagons, 
pick-up trucks, tractors, etc. for the smallholder program. In addition, 
technicians with extensive experience in all phases of plantation opera
tions, in marketing operations, in rural credit systems, and in the training 
of tractor operators and mechanics would also be required. Finally, 
there is a great need for an intensive education and information campaign 
among the smnallholders in order to change their traditional production 
methods, which have been so harmful to the rubber trees. Such technical 
assistance might cost up to $1 million. 

These costs, added to the approximately $39 million of foreignm 
exchange losses, suggest a loan of approximately $45 million. 
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If Indonesia is to maintain its foreign exchange earnings from rubber, 
a drastic and expensive program such as this one must be initiated soon. 
At the same time, more intensive measures to stop smuggling-including 
a more favorable exchange rate for rubber exporters-must be undertaken. 
It would also be helpful if a domestic price scale were established which 
wvould weigh heavily in favor of the higher grades of rulber and dis
count the lower grades, so as to stimulate smallholders, in particular, to 
produce higher quality rubber. 

If such programs are not undertaken, la lavan natural rubber and 
grcatcr production of inexpensive synthetics will gradually squeeze out 
Indoesia's increasingly inefficient and costly production. 

6. INCREASE." OF, I N PROi)UCIION 

The Ministry of Basic Industries and Mining has requested loan 
assistance from tie United States to meet the foreign exchange costs of 
financing a surve\' of tin ,mines on Bangka, Belitung, and Singkep, the 
three "tin islands", and of rehabilitating an existing tin mine on Bangka
Island, reopening mc on Bclitung, and opening a new one on Bangka. 
An application for this lo lan is now before the All). Exports of tin and 
tin ore have accounted for about 5 percent of Indonesian exports in recnt 

'ears. In the past, they have been larger and the question is whether,
with an adequate market, the ore reserves arc sufficient to permit exports 
to be substantially increased in the future. 

The Team thinks that the objective of this proposal is a desirable part
of a program to increase Indonesian exports. Ve recommend that the 
United States provide a giant to finance toc survey, expanded to include 
a stud" of the long-term market if existing studiies do not sufficc to 
providie cnoL(h market information. \Vc believe that this would cost less 
than $100,000. If these market and engineering studies conclude that 
production can be increased, either in the manner that the Indonesians 
propose or otherwise, further recommend thatwe a loan of about $12.5 
million also be provided to finance new diesel engines, spare parts for 
dredges, and other equipment needed to finance the foreign exchange cost 
of increasing production. 

|.IIiENT FOOIDl. OIF PROIDUCTION AND I)ISTRIU'IION 

Since food shortages and soaring food prices can be focal points of 
social unrest, an increase of food production is essential to the success of 
Indonesia's program for economic development. 

Indonesian officials indicate a desire for technical assistance in rice 
production, plant diseases, seed cultivation, fertilizer distribution, and 
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evaluation of soils. Although there are some things that we can do, it 
is not easy at this time to devise a detailed program of substantial magni
tude with anA" assurance that it would be effective. The issues involved 
in getting a large increase of production and in marketable surpluses for 
shipment to deficit areas go beyond matters of technical competence.
They cut across the policy prerogatives of the Government at inany points
and their solution must take account of existing social institutions. Thus 
far, the Government's own program, as well as our technical assistance,
have not been effectively transmitted to the villages, and a solution of 
the production and distribution problems is handicapped by lack of a
realistic anal 'sis of the role of prices in obtaining a surplus that growers 
are willing to sell. These matters cannot be put right by technical assist
ance to agriculture in the usual sense. 

At the same time, it must be emphasized that the question of organi
zation is only part of the problem. While effective organization is indis
pensable in teaching growers how to use the knowledge developed by
technical experts and in enabling them to apply that knowledge, it can
not, alone, provide the incentive for them to do so. If growers are to.
have the incentive to increase their production, and especially to market 
it so that it becomes available for deficit areas, they must be offered 
prices that are not too low, as the prices they now receive appear to be.
Without a realistic price policy, organizational arrangements will not 
succeed in solving the distribution problem. They can be expected onlyto prepare the wvay for more rapid increases in oetput and for a solution 
of the distribution problem when improved price policies are adopted.
The present problem, which is fundamentally to induce growers to pro
duce more for the market, will persistently haunt any organizational
arrangement; it will not be resolved merely by trying one type of
 
organization after another.
 

So far technical assistance is concerned,as while the United States

and Puerto Rico have augmented production of rice, Japan has had more

experience with conditions similar 
 to those affecting rice production in
Indonesia. Japan has assisted India in markedly increasing production
of rice, and we recommend that the United States Government encourage
Japanese cooperation in this field, including the training of selected Indo
nesians in Japan. 

Nevertheless, we feel confident that there is a good deal that the 
United States can and should do at the technical level. We recommend
that up to $3 million be made aailable in the form of a grant to provide
such help, the exact amount to be used depending largely on the response
of the Indonesian Government. This should be used to provide a number
of forms of technical assistance. One is in the planning of fertilizer 
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procurement and distribution, so as to avoid the waste of recent "crash" 
programs and get the different types of fertilizer to the soil for which 
they are appropriate. With regard to improved seed, we alreadv have 
inable specialist at Bogor who has the understanding and drive to carry 
through an effective program. The secd program can scarcely move 
forward on a large scale, however, until the Indonesian Government 
provides the sinall bud(get that is needed to construct drying facilities and 
carry on other necessary functions on village seed farms, one of a number 
of prollms that technicians cannot solvc. The grant should also sup
port a program for control of pest and plant disease, om which little has 
been done. (\Vc ntc especially the neglect of research on sugar cane, 
where vields have been declining, as is to le expected when the control 
of plant disease is neglected.) li's suppo)rt, however, should be subject 
to clear evidence that the Indonesian G overnment really means to carry 
the results of the research to the food grower. Since corn, sugar, and 
other food crops have been slighted in pursuit of the goal for rice pro
duction, we urge that attention also, be given to these crops. 

The diflicultv of obtaining local currency budgets adequate to make 
technical assistance effective is a rather general one. In all fields, it is 
important to negotiate agrecinents for these local currency budgets 
when agreement is reached on the projects. In the case of agriculture, 
these agreements might best be settled \%hen P.L. 480 agreements are 
closed. Otherwise, wc are likely to find technical assistance efforts 
frustrated by budgetary shortages. 

XVc believe that increased fertilizer production is highly desirable, 
but \e think capital assistance to support it should be reserved for future 
consideration, for reasons given later in this chapter. 

\Ve are aware that our recommendations for immediate action are 
modest compared to the magnitude of the problem, and we would like 
to be able to recommend more. We believe, however, that additional 
aid should depend on the performance of the Indonesian Government. 

Vhile all the obstacles to expansion of food production and develop
ment of adequate market surpluses cannot be dealt with from the 
capital, successful use of technical assistance requires more realistic policies 
in Djakarta. Their adoption will provide opportunities for increasing tile 
scale of effective assistance. The United States Government should be 
alert to these opportunities as they arise. 

8. CAPITAl. FOR LIGHT INDUSTRY 

The activities of light industry in Indonesia are coordinated by the 
Ministry of People's Industries, which has jurisdiction over some 73,000 
firms, engaged mainly in manufacture of cotton textiles, processed foods, 
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cigarettes, filin, ceramics, paper, rubber products, leather, building
materials, chenical and metal products. Almost all of these firms,
accounting 'or 85 percent of the total output of light industry, are pri
vately owned. 

Shortages of foreign exchange for equipment and sparc parts have 
seriousl\ restricted the growth of light industry and particularly of the
privatc sector since 1958. It is the opinion of the Team that ;Ilimited 
aillonlllt caln he elCctiVel usI l expnIsion of 1ixed capital and that it
should be made availalol on a hla hasis, provided that adequate controls 
will he exercised to insure that funds are used for productivC capital plant
and that a reasonablic distribution of funds is made between State and 
private enterprises. If these conditions can be insured, such aid will 
encourage the gri\ith of existing small and icdiun-sizcd ente'rises, 
and prmiide new opportunities for the private sector to contribute to the 
nation's economic development. (For examiple, a new technique for
the manufacture of batik, an Indonesian spccialty, hals been proposed,
which gives promise of making a substanltiall contilmtion to output and 
export earnings, but the proposal requires financing of imports of 
machiner" and materials in the first few \ears.) The Minister of
People's Industries and the backers of the prol)osed Private Development
Bank have been authorized by the President to seek foreign loans for 
private industr\.
 

We reconinend 
 that a loan of betwveen $30 and $50 million be made 
to a banking institution to provide foreign capital for light industries. 

9. ENErRGYv 
Electric Power 

The increase of electric power is a prime requisite for economic 
development. Considering the Indonesian Government's plans to expand

this capacity, the Teamlibelieves that the 
most useful United States assist
ance in the inimnediate future is to 
assist in improving the long-term effi
ciency of distribution. First, the installed capacity in the three main

regions of Java must be developed sO that it 11orL nea:ly neets the demands 
of this populous island. Onily after that is done will it Ibe productive to
interconnect these grids. The Team recolmniends a thrce-year contract 
for 1962-1964, in the first two years to design improvements in the existing
grids and, in the l:st ycar, to plan future interconnecting links. The 
estimated cost of the engineering; is $1.5 million. To improve tle 
existing grids, we recommend a con::truction contract for the ,ears 1963
1965. It is estimated that this will co:sL an additional $3 million. To
build more adequate safeguards and greater flexibility into the present 
system, it is desirable to procure materials in 1962-1963. Materials must 
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also be procured in 1964-65 for extending tile capacity of the present
distribution system and preparing tile way for connecting the regional
grids. The foreign exchange costs of these materials are placed at $10.5 
million. Thus the foreign exchange costs of engineering, construction, 
and materials would cal! for a loan of about $15 million. 

Coal 
It is estimated that production of the Bukir Asam coal mine in south

ern Sumatra can be increased from the 1960 rate of 550,000 tons to an 
annual output of approximately two million tons. In order to help the 
Indonesian Government develop this mine, the Team recommends a grant 
to finance a survey of this mine, primarily to see w\'hat kind of equipment
is most appropriate for its expanded operation. The Team also recom
mends that if the survey confirms that the output of this mine can be 
efficiently expanded on the general scale estimated, a loan be provided 
to finance technical services and equipment for it, up to $3 million. 
There arc other coal mines which also require rehabilitation, but this one 
is the most pcomising and the others appear to necessitate a much costlier 
investment, which should be put off for the present. 

10. O'r'n11: R:soucm.: Suuv'ics 
The tin and coal surveys mentioned above are intended to focus 

primarily on the designated "mines with a view to determining the best
methods of increasing their mtput, although the tin survey is also in
tended to include soic geological surveying. In addition to such 
specific surveys there is need for generalmore surveys to assess all 
mineral and forest resources. The Ministry of Basic' Industries and 
Mining made specific requests of the Team for the services of trained 
geologists to make surveys of bauxite, coal and gold as well as tin. Tie 
Team recommends that favorable consideration be given to these 
requests if further examination shows that the prospects arc promising and 
that thev cannot be otherwise financed. Such surveys as arc foreseen 
probably merit high priority aong Indonesia's basic development 
requirements. 

Indonesia has large forest resources that have bahrely been touched. 
In order to determine the real value and the feasibility of developing
Indonesia's forest lands, much more intensive surveying is required, par
ticularly in Kalimantan and Sumatra. 

Ve understand that a Japanese firm, working on a production-share 
basis, is undertaking to develop 8,000 square kilometers of forests in Fast 
Kalimantan, on the basis of field surveys which it has conducted. This 
is only a beginning, however; these surveys provide only a rough estimate 
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of the available timber in a given area, since the" are based on the evalua
tion of trees located along a series of strips, and leave the conditions 
between the strips to be inferred. In order to arrive at more precise 
estimates, and to ascertain where logging might profitably be undertaken, 
acrial surveys arc required, including surveys of the areas between the 
strips. \Vc thcreforc recommniend that technical assistance he mnade avail
able for co nducting such sturvcYs. 

The Ministr' of Agriculture requested assistance in the form of 
capital equipment for logginll, siaw mills and transport. It is the Team's 
vie\,ho.cvcr, that no action should he taken oi this request until the 
results of current field survevs amid cventual aerial surveys are available. 
'vcn then, the Japanese and other nations should be encouraged to pro

vide assistancc in this ficld before the United States contemplates a loan 
for this purpose. 

\\e recomniend that 52 to S3 million he proviided for the conduct of 
the surveys \\c have proposed. 

11. SrrsTIcAL SrERvIcEs 

'rhe Indonesian Government has asked the United Nations Special 
Fund for a $1 million grant to help climinate the most serious gaps in 
lndonesian economic and social statistics. Specifically, they propose to 
establish a Statistical Research and Developmient Center under the auspices 
of the Central Burcau of Statistics to improve statistical series relating to 
production, domestic trade, prices and similar important economic vari
ables, and to develop series that will majc possible better estimates of 
national product, income, expenditure and other components of national 
accounts. They also propose to train more statisticians. The aid will 
support a three-year college level course run by the Central Bureau of 
Statistics, to be taught by members of its staff and nine experts provided 
by, the United Nations, as wcll as 1 experts provided by the Colombo 
Plan. 

There is no doubt about Indonesia's need for additional statisticians 
and, indeed, statistical personnel at all levels. The Bureau is proposing 
to set up regional offices and this will add to its already unsatisfied per
sonnel requirements. The Team believes full support for the efforts tc, 
improve statistical services is essential if costly mistakes in planning are 
to be avoided. The proposed emphasis on the use of sample surveys, 
with censuses onl, to obtain benchmarks, is the most efficient method of 
making the improvements Indonesia needs. The request for aid from the 
United Nations is one of the most carefully worked out that the Team 
saw. We believe this modest request, which will support the statistical 
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work for a period of only three years, should be supported, and that if 
the United Nations does not provide it the United States Government 
should enlist other multinational support for it. 

An expansion of advanced training in statistics abroad is also needed. 
Although Indonesia has requested support for such a program from the 
United Nations, it is not counting on the United Nations for much sup
port in this score. \Vc believe aid for this purpose from the United 
States is desirable in any, event; it should be regarded as included in our 
recommendations for grants to support graduate study abroad under the 
beading "J'ducation and Training". 

12. REGIONAL CEINTER FOR IECHNOLOGICAI, RESSEARI' 

Vestern production experts are accustomIed to thinking in terms of 
production methods that are suitable for an environment in which labor 
is scarce and capital ablundant, relative to their proportions in underdevel
oped countrics. Students of economic devclopment havc Ieen coming in
creasingly to the conclusion that research is needed to develop technical 
methods of production, use of by-products and waste materials, and other 
economic needs that are appropriate to countries in which labor is abund
ant and capital scarce. \Ve recommend the United States act to meet 
this need by taking the initiative in establishing a regional center for tech
nological research of this kind of South and Southeast Asia, and that con
sideration be given -o establishing it in Indonesia. Tile Center could 
service a wide region, or might be one of several related centers. The 
case for establishing it in hIdonesia is that (I) in population Indonesia 
is the second largest non-Communist underdeveloped countrN, (second 
to India); (2) both for its svmbolic significance and temperate climate 
Bandung would be one of the most suitable sites in Asia. (It is already 
a center of scientific education.) (3) Indonesia presents tile problems 
of both sparsely and densely populated areas (Java being one of the 
most densely populated areas in the world and the other major islands 
being sparsely populated). (4) Tile location of an Asian Regional 
Research Center in Indonesia would further tile development of Indo
nesia's national identity while at the same time helping to focus the attena
tion of Indonesia on the rational solution of production problems. 

For the purpose of allocating foreign aid expenditures, this project
would be aid to South and Southeast Asia rather than to Indonesia, but it 
would help Indonesia, among other countries, and would contribute much 
to accomplishing our objectives there. 

We envisage this Research Center as deserving and requiring top
direction of high quality. It should have all international staff consisting 
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mainly of scientists and engineers but with some economists, statisticians, 
and other behavioral scientists. This staff should be recruited from both 
"developed" and "underdeveloped" countries. This common division of 
countries into two categories obscures the fact that the state of develop
ment is a matter of degree. Countries which are regarded as "underde
veloped" but which are in a more advanced stage than others have much 
to offer to the countries in less advanced stages. 

We think such a Center is appropriate for multinational financing, 
perhaps coordinated through the )evelopment Assistance Committee of 
OECI), and that the United States should contribute $10 million to it 
for its first eight years. 

it should be understood by all participants that this Center would be 
an international undertaking and that the host country would have no 
claim to leadership mierely by virtue of being host. The intended enipha
sis on better technical methods that savc capital would focus the attention 
of underdeveloped countries on the economic gains to be derived from 
using production methods that are most cfficicnt for them, and on gains
from using capital assistance in ways that yield greater additions to output
and greater reductions of ovcrt and disguiscd unemployment. The Center 
should, of cOMrsc, cooperate closely with FCAFF. 

PROPOSAI.S CONSIDEREvD BUT NOT RECOM.IFINDEI) AT PiRESETN 

The Team has considered certain other projects but refrains from 
recommending them because they are premature. 

Expansion of FertilizerProduction 
XVe think that an increase in fertilizer production is highly desirable. 

Ve do not recommend support for it at the present time, however, 
because construction of three plants is now under way and we think 
Indonesia's ability both to operate them and to distribute their output
efficicntly should be reviewed in detail before additional plant construc
tion is supported. 

New Ships 
Existing ships are not now being fully utilized, and trained masters 

and crews are lacking. In addition, new tonnage is already assured from 
a number of other countries. United States aid for investment in new 
ships at the present time is therefore not desirable. 

Transmigration Aid 
In the future, the Indonesian Government may ask the American 

Government for assistance in paying the travel and relocation costs for 
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moving migrants from Java to Sumatra and other less-populated islands. 
The Team believes that improved transportation facilities, a vigorous 
rubber replanting program, and industrial development i'1 Sumatra and 
the Outer Islands will, over the course of time, stimulate a spontaneous 
migration of needed labor without assistance from the United States. 
In any event, the costs of relocation require largely internal financing and 
organization. 

Rayon Complex 
United States capital amounting to $50 million has been requested as 

part of multinational financing for the first of several integrated rayon 
complexes. We understand that the foreign exchange cost of an inte
grated complex is thought to be about $80 million, with a total cost of 
perhaps $200 million, but it is clear that firm plans have not been made 
and that the costs are still guesses. Judging it purely on economic 
grounds although not on narrow ones, we think the rayon project is at 
least premature now and would probably not be among the best use of 
resources. Our reasons for this conclusion are the following: 

I. The costs of the project are still very uncertain. The expert
advisers, the Von Kohorn Company, have no yet made a detailed survey. 
Even though they think a rayon complex appropriate for Indonesia, their 
preliminary survey led them to conclude that the proposal of thL Indo
nesian Government needs reconsideration on a number of grounds, includ
ing the fact that experts regard Indonesia's timber resources as not suitable 
for production of chemical cellulose. 

2. An integrated rayon complex, beginning with cutting of timber 
and ending with production of rayon, involves a variety of chemical 
and other plants and a technical pmcess which, at the present time, the 
Indonesians do not havc the personnel to operate and which is too coin
plicated to constitute a good next step in the process of lear:'ing how to 
operate industrial facilities. 

3. Even if there were a firm design for a more feasible complex and 
the Indonesians could operate it successfully, production of rayon would 
be very costly to the Indonesian economy, compared with other uses of 
the same capital. We outlined some of the reasoning that underlies this 
opiiiion in Chapter IN, when we used the rayon proposal to illustrate 
the nature of economic costs. The first point, briefly stated, is that the 
proposal involves using much capital, which i,:scarce, and little labor, 
which is abundant, so total costs would be very high even after the 
whole complex was completed. Moreover, after hind is made available 
and cleared, and after roads, a source of power, and a town for the 
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workers to live in arc available, which might require two years, comple
tion of the plants to provide the raw materials would take at least another 
five years. In this interim of approximately seven years, Indonesia would
have to import raw materials to produce tie rayon, which would involve 
substantial foreign exchange costs. Between the initiation of the project
and its completion, therefore, there would be a long period, during vhich 
the output would be costly in relation to the alternatives. 

It is possible, of course, that the Von Kohorn Report will show pos
sibilities for a complex of lower capital and operating costs. For this and 
other reasons, it may be desirable to postpone a final decision regarding 
support for some form of rayon production. 

Petro-cheiMicals Industry 
The Indonesian Goveniement is interested in aid for construction of 

petro-chemical plants. It appeared to us, however, that plans are still ina vague state. For this reason, we recommend that United States aid be 
confined to technical assistance in planning the future development of 
this industrY. 

lE QUAIFY or APP.ICATIONS LOR ANS 
The quality of applications for loans and its relationship to the 

decisions of lending agencies poses a problem that calls for comment. 
In Indonesia, as in many other countries, few ministries are able to 

draw up applications that full' satisf*" the Export-linport Bank, the 
Agency for International Development, and other lending agencies.
Even within Indonesia, ministries differ in their capacity to prepare satis
factory applications for loans. We have the impression that isthere 
some tendency in W\ashington to confuse the technical adequacy of loan 
applications vith development of the whichthe merits projects for 
financing is sought. The degree to which loan applications may be satis
factory in a technical sense measures neither the priority of tie project 
nor the interest of the United States in providing assistance for it. One 
ministry may prepare an application that is technically unacceptable,
while another presents a more satisfactory application for a less important 
project. 

'fhe constructive approach to a faulty application, for lending agen
cies that are carrying out a policy of assisting economic development, is 
not merely to reject it, but to help the country understand what its 
proposal involves and, if the proposal still appears sound, to help the 
country develop it. If the project gives promise of being satisfactorily
developed, funds should be tentatively and informally set aside in ad
vance. To entertain only applications that are technically competent 
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is to risk assising second-class projects and cortributing to misuse of 
resources. 

The Indonesian Government is aware of its deficiency in developing
essential data for loan applications and has asked for United States assist
ance. 

CHAPTER VII 
THE PRESENT UNITED STATES TECHNICAL AID PROGRAM 

After signing a bilateral agreement with Indonesia in 1950, the United 
States began providing technical assistance which was concentrated in 
education, agriculture, health and sanitation. This and other programs,
including the malaria eradication program, amounted to $160 million in 
the twelve fiscal years from July 1949 to June 1961, and nearlY $16 million 
in the fiscal year 1961 alone and over $17 million is budgcted for FY 1962. 
The total of Export-Import Bank loans has amounted to $163.5 million 
from 1950 to 1961. From sales of agricultural commodities under IP.L. 
480 Title I programs, a total of $139 million of rupiah was planned for 
Grants and Loans through June 30, 1961. (The total salcs agreements
for this period verc $168 million of which $29 was reserved for United 
States uses).* In addition, approximately $7 million ill such commodities 
has been distributed through voluntary relief agencies. The DLF has 
made three loans to the Republic of Indonesia totalling nearly $12 million. 
Thus, United States economic aid to Indonesia since Independence
amounted to $470 million through June 30, 1961. 

These programs are administered and supervised by a United States 
Operations Mission in Djakarta and some 250 American experts. 

At the request of ICA (as it then was), the Team examined the opera
tion of the ICA program in Indonesia as well as it could in the limited 
time available for this and our more general assignment. The evaluations 
are based on the information we obtained during our visit, interpreted
in the light of the Team's view of what the major objectives of the 
United States economic aid to Indonesia should be, as stated in Chapter
V. Some of these objectives lead directly to criteria for the content of 
a desirable program. In judging the day-to-day conduct of any pro
gram, however, it is necessary to apply additional criteria. We have 

On February 19, 1962 a Title I sales agreement for a 3-year period was signedin the amount of $92.7 million of which $83.4 million was planned for Grants andLoans. This agreement, together with an additional agreement and tvo amendmentsto existing agreements, raised the total sales agreements for FY 1962 to $111.5 million
of which $98.5 million is to be available for country use. 
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used the following additional criteria as tests of whether the content and 
conduct of an existing aid project are satisfactory. 

1. The Governments of both Indonesia and the United States 
should con-ider an acrivity as having a high priority in contributing to 
tile development of Indonesia and thc strengthening of her economy. 

2. The Govcrnment of Indonesia should warit the project and co
operate vith it. Thc United States should not urge activities, advisors, 
or projects on the Government of Indonesia in which they are not really 
interested, even though tile United States may think such activities are 
well advised. 

3. In judging a proposed project, the United States Government 
should primarily consider whether a project is economically feasible 
and appropriate for Indonesia. 

The Team was impressed 1* the usefulness of assistance for specific 
projects wherein Indonesian and American efforts are jointly directed 
toward well-defined objectives, and a group of United States technicians
either on contract or )y direct hirc-comes to Indonesia for as long a 
period as is necessary to achieve these objectives. These technicians have 
a clear conccpt of what is expected of them, and the Indonesians under
stand that the Americans are there for that purposc-and will go home 
when the job is completed. 

The Team recommended, in addition to the proposals contained in 
Chapter VI of the Report, that much of the existing program be con
tinued, that certain projects be eliminated and some consolidated. Final 
decisions on the existing projects as well as the new proposals must await 
future negotiations between the All) Mission in Indonesia and the Gov
ernment of Indonesia. 

CHAPTER VIII 

CONCLUDING REMARKS 

In this report we have sought to make clear that Indonesia, a land 
rich in natural resources and with great long-term economic potential, is 
still in an early stage of national development. Its colonial past left it 
with few people trained for responsibility in either political or economic 
administration. Its first y-ears of independence have been devoted mainly 
to building a sense of nationhood and unity, searching for a workable 
political structure and governmental administration, and educating the 
population. With tile attention of leaders absorbed mainly by political 
problems, management of tile economy has suffered, but there are encour
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aging signs that Indonesia is making progress in this field. The unification
of language, the spread of general education, the growing recognition of 
the need for specialized skills and training, the asking of questions, the 
gradual substitution of pragmatic tests for dogmatic demands-these are 
first steps in establishing the pre-conditions for political and economic 
development. We regard the signs of Indonesian progress in overcoming
these inadequacies important. With its period of independence both 
short and unsettled, it should not be surprising that they have not yet
been overcome. 

The political and economic difficulties Indonesia has had in its 12 
years of independence, such as the breakdown of one system of govern
ment and political organization, the need to substitute another, and its 
lack of internal unity, are suggested by the following quotation: 

"As loi;g as the war with the mother-country lasted, the plinciple of 
union was kept alive by necessity; and although the laws which con
stituted it were defective, the common tie subsisted in spirit of their 
imperfections. But no sooner was the peace concluded than the faults 
of the legislation became manifest, and the State seemed to be sud
denly dissolved . . . The Federal Government . . . no longer
sustained y the presence of a common danger, witnessed the out
rages of its flag . . . while it was scarcely able to pay the interest 
of the debt which had been contracted . . . It was already on 
the verge of destruction, when it officially proclaimed its inability to 
conduct the government." 
This passage was not written about Indonesia. It comes from a 

description of the United States in the 1780's by de Tocqueville., It

should serve as a reminder of the difficulties faced by a newly independent
 
country that has not developed nationhood. In appraising the progress

of Indonesia during its 12 years of independence, we would do well to 
bear in mind our own history and recall that after our War of Independ
ence, fought by a loose confederation of colonies with colonial rather 
than national loyalties, separatist tendencies were quick to develop and 
that it took the newly independent colonies six years, from 1783 to 1789, 
to find a form of government strong enough to overcome them. Yet our 
population was relatively advanced in general education, skilled in many
professions and crafts, occupying contiguous territory, and speaking 'a 
common language. For a far larger population 90 percent illiterate at 
the time it became politically independent, living on separate islands,
speaking many different languages, and with an insignificant fraction 
trained in the professions, in skilled crafts, and with experience in taking 

'Democracy in America by Alexis de Tocqueville, abridged edition, edited by 
Henry Steele Commager, Oxford University Press, pp. 85-86. 
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responsibility, a dozen years to find a workable method of governing 
themselves does not seem excessive. 

Looking at Indonesia from this perspective, we conclude that it is 
unwarranted to expect development to occur quicl'y. Accordingly, we 
have put the major emphasis of our recommendations on programs that 
may take longer to yield their fruits than our own sometimes impatient 
country is accustomed to expect. \\e conclude that Indonesia at present 
has a limited capacity to absorb aid for new capital projects which arc 
not accompanied by training and management aid. This docs [ot mean 
that Indoncsia cannot benefit from aid, but oniv that the aid should be 
appropriate to its prescnt stage of dcvclopmenlt, and should hclp the 
cotntry move to the next stage, when its capacit*y to absorb new capital 
will be greater. The aid Indonesia needs is sulstantial compared to that 
received in the past, if not in rclation to what some other countries have 
received, and it certaijly must be sustained. Fconomic development 
is a long-term goal and the prigrao to carry it out must be eJually long 
in tern. Our recommendations Iav' this pcispcctivc. 

Our national interest calls for sticngthcning the econon" of Indo
esia. As the first means of doing so, the United States should commit 

itself to a sustained program of loans and grants, concentrated on training 
people and building institutions, on improving the nation's infrastructure, 
and ol assisting the Indonesians to use their natural resources effectively. 
At the same time, we must be prepared to expand this initial commitment 
later into a larger loan program aimed at forwarding the economic prog
ress of this vast country, while making it clear that such an expanded 
program cannot be carried out until Indonesia makes greater progress in 
putting its house in order. 
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Drs. Surjo Soediono, Chief, Cabinet of the Minister
 
Dr. Mahaga, Chief of Public Relations 
Dr. Miss Sociniarsih Pramadio, Chief of Foreign Aid Section 
Mr. Sardjii Ismoenandar, Prcsident Director, BPU-Industry
Dr. Ukar B.Bratakusunia, President Director, BPU-Mining 
Col. R. Pirngadie, President l)irector, BPU-Tin 
Lt. Col. Tajib, Director, BPU-Coal Mining
Dr. Tampuholon, President Director, BPU-Coal Mining
Drs. Zakaria Raib, Chief, Industrialization Bureau 
Dr. B. Sulaslnoro, Petrol Bureau 
Dr. Ridwan Mahlmud, Petrol Bureau 
Mr. Djajadi Hadikusumo, Chief of Geological Division 
Dr. Sunardjo, Division of Shipping, Chief of Education/Training 
Mr. Sumartono, Member of the Minister's Cabinet 

DEPARTMENT OF BASIC EDUCATION AND CULTURE 

H.E. Prof. Dr. Prijono, Minister for Basic Education and Culture 
Mr. Arsjad, M.A., Secretary to the Minister 
Mr. Subroto, Chief of Foreign Relations Section 
Mr. Hadi Sumantr,, Director, Bureau of Technical Education 
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DEPARTMENT OF PRODUCTION 

Brig. General Soeprajogi, Minister of Production 

DEPARTAI ENT OF HIGHIER EDUCATION AND SCIENCES 

H.E. Prof. Dr. Iwa Kusumasuniantri, Minister for Higher Education and 
Sciences 

Dr. Subroto, Chief of Foreign Contracts Section 
Prof. Dr. Al. Sardjito, Prcsidcnt, Gad jah Mada University
Prof. Dr. Soedjono 1). Pocsponcgoro, President, University of Indonesia 
Prof. Anucs Andiwilaja, University of Indonesia
 
Prof. Alohiag Sitindjak, Universit*N of Indonesia
 
Prof. Dr.Ir. Mohaniad Sadli, UnivcrsitN, of Indonesia
 

I)PARTMENT OF SIA COIM UNICATIONS 

H.E. Dr.Abdulmutalib Danuningrat, Minister of Sea Communications 
I)r. Ong Ping Liang, Director of Harbors 

BANK INDONESIA 

H.E. I)r. Soemarno, Governor, Bank Indonesia and Deputy Minister of 
Finance
 

Dr. Soerjadi, Managing Director
 
Dr. Oei Beng To, Deputy Director
 
Dr. Khouwv Bian Tic, Director
 

DEPARTMINT Oi AGRICULTURE 

H.E. Brig. General Dr. Azis Saleh, Minister of Agriculture
Mr. Amien, Secretary General 
Mr. Soesilo, Director for Manpower
 
Col. Soehardi, Special Assistant to the Minister
 

COUNCIL OF SCIENCE (under First Minister) 

Dr. Sarwono, President 

DEPARTMENT OF PEOPLE'S INDUSTRY 

H.E. Dr. Socharto, Minister for People's Industry 
Mr. Achniad Sunartadirdja, Secretary General 
Dr. Pri Sosroatmodjo, First Assistant to the Minister 
Dr. Adnan Kusuma, Assistant to the Minister 
Dr. 0. Soebroto, Assistant to the Minister 
Mr. Andakijomo, Director of State Enterprises 
Mr. F. Soeharto, Official, Cigarette Trade Association 
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DEPARTMENT OF PUBLIC WORKS 

H.E. Dr. Sardjono Dipokusumo, Minister for Public Works
 
Dr. Srigati Santoso, Secretary General
 
Dr. I)anuenegoro, Assistant to tile Minister
 

rEPAR'r.MEN'] or NArIoN!.i. DEFENSE 

H.E. General A. 1-1. Nasution, Minister of National Securitv/Arn Chief 
of Stair 

Col. Taswin, Assistant Deputy 11, Army Headquarters 
Col. R. Md. Sudarman, Chief Military Historian, Deputy Commander 

Asian Games Project 
Lt. Col. S. Tjokropraxviro, Army Headquarters 
Major Sudjono Rosendro, Army, Headquarters 

SuRI'RtIE AIVISORY COUNCIL 

H.F. Roeslan Abdulgani, Vice Chairman of the Supreme Advisory Council 

I)EIARTMENT OF VETERANS AFFAIRS 

I-.E. Brig. General Sambas Atinadinata, Minister for Veterans Affairs 

STATE DEVELOIMENT BANK 

I)r. Soemanang, President Director 
Dr. Soetjipto, Director 
Mr. Barmawie AIwie, Director 
Dr. Darmiawan Mangoenkoesoemo, Director 
Mr. Djasman, Director 
Mr. Soerjosoemarno, Secretary 

I)EPAR'rIENT OF FINANCE 

H.E. R. M. Notohamiprodjo, Minister of Finance 
Dr. Atmodiningrat, Secretary General 
Dr. Pratikto, Treasurer General 
Mr. Harsoadi, Deputy Treasurer General/Special Advisor to the Minister 
Mr. Pandelaki, Director of Customs 

DEPARTMENT OF LABOR 

H.E. Ahem Erningpradja, Minister for Labor 
Mr. Djohar Abdulmadjid, Chief of Foreign Relations Section 
Mr. Soetomo, Director, Manpower Division 
Mr. Krul Air, Manpower Division 
Mr. Tatung Mahmud, Manpower Division 
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OFFICIAILS OUTSIDE I)JAKARTA 

His Highness Hamengku Buwono IX, Sultan of Jogjakarta
 
Dr. Soemardjan, Secretary to the Sultan and Secretary General of
 

BAPEKAN 
Prof. Dr. Prajudi, Director of the National Institute of Administration
 
Dr. Bohm, Director of Teachers Vocational Training School, Bandung
 
Dean Darman, Facult" for Veterinary Sciences, Bogor
 
H-.. Radja l)jundjungan lubis, Governor of North Sumatra
 
Brig. General Suprapto, l)cputv' Chief of Staff for Sumatra 
 (Arm')
Dr. F. Hutagalung, Chief of Iconomic Section, Office of the Governor, 

North Sumatra 
Major Muluk Lubis, Staff of Reconstruction Officer, Second Military 

)istrict (North Sumatra) 
Mr. Masjrikul Rifai, l)irector of Mcdan Branch, Bank Indonesia 
Mr. A. Al. Siregar, Director PPN (Government Estate Enterprises), North 

Sumatra 
Mr. klan Zahar, Inspector of lxternal Trade, North Sumatra 
Dr. Tarip Harahap, Director of Public Vorks, North Sumatra 
Lt. Col. Kaharudin Nasution, Governor, Riau Province 
H.E. Sis Tjakraningrat, Deputy Governor, Riau Province 
Col. Surjosumpeno, Military Commander of Third Military District (Cen

tral Sumatra) 
Lt. Col. Sujoto, Military, Commander of Riau Military District (part of 

third Military District) 
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Appendix Table B-1 

CONSUMIER PRICE INDEX FOR D IAKARTA, MARCIH 1958 °ro SI'I"I'BER 1961 

(Year ending February 28, 1958 - 100) 

Clothing & .liscel-
Food Housing footwear laneous General 

Period (63.41 %) (10.77 %) (8.5 1 ) (17.31 Index 

1958 	 Mar. 157 104 11V 116 141 
June 122 103 131 112 121 
Sept. 148 106 137 127 138 
Dec. 152 107 187 130 146 

1959 	Mar. 167 123 215 143 162
 
June 162 125 256 149 164
 

Sept. 167 133 272 164 172
 
Dec. 165 125 366 162 178
 

1960 Jan. 182 140 400 165 193 
Feb. 179 147 494 172 201 
Mar. 188 143 514 167 206 
Apr. 201 15 566 178 222 
May 203 146 586 178 225 

June 212 148 639 185 237 

July 216 151 666 198 244 
Aug. 211 152 694 199 244 
Sept. 206 151 667 206 239 

Oct. 203 151 655 207 237 
Nov. 202 151 620 208 233 
Dec. 204 152 574 208 230 

1961 	 Jan. 207 152 526 208 228 
Fell. 225 153 511 211 239 
Mar. 244 154 505 223 253 
Apr. 253 
May 253 
June 249 
July 250 
Aug. 258 
Sept. 288 
Oct. 315 

Note: 	The figures in brackets under group headings reprcsent the group weights 
in the total index. 

Source: Ministry of Labour. 
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Appendix Table B..2 

B.LANCE OF,"PAYM\rENTS OF INDONESIA 

(Millions of dollars) 

1956 197 1958 9 9 1960 
1st half 
1961 p 

Goods and services, net 
lerchandise, neta 

Exports (f.o.b.)a
Imports (f.o.b.)a 

Services, net 
Investment income, net 
Other 

-16 
99 

843 
-744 
-264 

-65 
-199 

-8f 
196 
848 

-652 
-281 

-85 
-196 

-65 
16) 

647 
-487 
-225 

-68 
-157 

2f 
235 
817 

-582 
-210 

-78 
-132 

-62 
154 
870 

-716 
-216 
-67 

-149 

-92 
14 

371 
-357 
-106 
-29 
-77 

.Meanisof financing net goods
and seric',o 

)onations, nti 
Private 
(overnnuAt::l 

llriv.tw capital, net 
Centril Governmnt loans received 
Incr,:ine l rupiah debt to U.S.c 

OzhCricrases of liabilities 
and decreases of assets 

Change in monetary position 
Net hNIF posirion 
Other central inst. liabilities 
Short term assets (increases-) 
Monetary gold (increase-) 

159 
10 
2 
8 
I 

-10 
36 

-4 
126 
28 
38 
23 
37 

81 
12 
-
12 
3 

-4 
46 

-5 
29 
-

-2 
25 

6 

74 
12b 
. 
12a 
5 

58 
8 

-12b 
3 

-
-27 

29 
1 

-2 
17 
. 

17 
1 

121 
9 

-8 
-142 
-23 
-5 

-119 
5 

65 
37 

37 
20 
98 
28 

-22 
-96 
-19 
-11 
-41 
-25 

142 

24 

) 20 

98 

Net errors and omissions 6 4 -9 -23 -3 -50 

a Based on adjusted exchange records. 
bCredit of $177 million covering cancellation of trade debts owed to Japanunder Indonesian-Japanese Reparations agreement of 1958 is excluded from "Donations". The corresponding decreases of $60 million and $117 million long and shortterm liabilities resulting from this cancellation are excluded from "Other increasesof long-term liabilities and decreases of long term assets", and "Increases of other

foreign short-term liabilities", respectively. 
cThese are changes in Indonesian liabilities to the United States Government

arising from purchases of United States surplus agricultural commodities. 

p= preliminary.
 
Source: International Financial Statistics. 
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Appendix Table C-1 
SUMIIARY OF "A" PROJECT EXPENDITURES IN INDONESIAN l)EVEI.CPMENT PLAN 

(in millions of rupiahs) 

Project Category 
Form of 

Expenditure 

Total 
Expendi-

ture 

On projects 
not allocated 

by years Total 1961 
On Proje,7ts Allocated by Years 
1962 196 -1964 1965 1966 1967 1968/69 

Cultural Total 1,554 44 1,510 310 196 196 161 161 161 162 163 

Rupiahs 
Foreign E.Nchangc 

1,554 
-

44 
-

1,510 
-

310 
-

196 
--

196 
-

161 
-

161 
-

161 
-

162 
-

163 
-

Educational Total 16,261 - 16.261 2,123 '210- 2,092 2.061 1,965 1,965 1,973 1,975 
Rupiahs 16,261 16,261 2,123 2,107 2.092 2.061 1,965 1,965 1,973 1,975 
Foreign Exchange - - - - - -- - - - -

Research Total 2,653 465 2,188 745 650 645 28 30 30 30 30 

Rupiahs 
Foreign Exchange 

749 
1,904 

215 
250 

534 
1.654 

196 
549 

156 
494 

148 
497 

6 
22 

7 
23 

7 
23 

7 
23 

7 
23 

Public Welfare Total 6,188 - 6.188 879 >79 880 881 964 565 570 570 

Rupiahs 
Foreign Exchange 

5,963 
225 

-
-

5.96.) 
225 

852 
27 

852 
27 

85 
27 

853 
28 

936 
28 

537 
28 

540 
30 

540 
30 

Government Total 3,632 - 3,632 555 569 569 387 388 388 388 388 

Rupiahs 
Foreign Exchange 

3,632 
-

- 3,632 
-

555 
-

569 
-

569 
-. 

387 388 388 388 388 

Special Project Total 30,000 30,000 

Rupiahs
Foreign Exchange 

)
) Not Distrihuted 

Food Total 25,120 488 24,612 5,367 5,368 5,369 5,370 836 836 743 743 
Rupiahs 13,992 310 13,682 2,639 2,640 2.640 2,641 827 827 743 743 
Foreign Exchange 11,128 178 10,950 2,728 2,728 2,729 2,729 9 9 9 9 



_____ 

- - - -

Appendix Table C-i (cont.) 

SU MARY OF "A" PROJECT EXPENDITURES IN INDONFSIAN I)VELO'.\IENT PLAN 
(in millions of rupiahs) 

Total On projects
Formof Expendi- notallocated On ProjectsAllocated by YearsProject Category Expendituire ttre by years Total - Y961 1962 1963 1964 1965 1966 1967 1968/69 

Clothing Total 28,945 180 28,765 5,624 5,624 5,624 2.538 2,538 2,538 2,139 2,140 
Rupiahs 14,240 110 14,130 2.769 2,768 2.767 1,225 1,225 1,225 1,075 1,076Foreign Exchange 14,705 70 14,635, 2,855 2,856 2.857 1,313 1.313 1.313 1,064 1,064 

Industrv TotalRuih 52,022 1,915 50,107 6,685 6.209 7,0272819-- 63 8,171 7,917 4,164 4,168 5,766644_4,3171797214 ,6 ,6 
Rupiahs 28.192 1,630 26.562 3,529 3,232 3.644 4.312 4.154 2,304 2,305 3,082Foreign Exchange 23,830 285 23,545 3,156 2.977 3.383 3,859 3.763 1,860 1,863 2,684 

Health Total 2,175 240 1,935 413 414 414 138 139 139 139 139 
Rupiahs 1,675 240 1,435 351 352 35-2 76 76 76 76 76Foreign Exchange 500 - 500 62 62 62 62 63 63 63 63 

Transportation and Total 60,182 11,432 48,750Communications 5,303 5,304 6. 54 6.354 6,356 6,358 6,360 6,361 
.. .. 

Rupiahs 36,167 4,460 31,707 3,917 3,908 3,981 3,982 3,983 3,984
Foreign Exchange 24,015 6,972 17,043 1.396 1.3(6 2.373 2.373 2,375 2,376 2,377 2,377 

Finance Total 11,268 - 11,268 2,794 2,795 2,795 2,628 128 128 

Rupiahs 10,518 - 10.518 2(.44 2.645 2.645 2.528 28 26Foreign Exchange 750  750 150 150 150 100 100 100 
Total All Projects Total 240,000 44,764 195,236 30,798 30,115 31.965 28,717 21.422 17,272 16,672 18,275 

Rupiahs 132,943 7.009 125,934 19,875 19,425 19,887 18,231 13,748 11,500 11,243 12,025Foreign Exchange 77.057 7,755 69.302 10,923 10,690 12,078 10.486 7,674 5,772 5,429 6,250Not Distributeda 30,000 30,000 - - -  -

a Special Project is not distributed between rupiahs and foreign exchange. 



- - - -

- - - -
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Appendix Table C-2 
CULTURAL PROJECT EXPENDITURES IN INDONESIAN DEVELOPMENT PLAN 

Number 
of !ormn of Expenditures (in millionsof rupialos)Name of Project Years Expenditure Total 1961 1962 1963 1964 1965 1966 1967 1968/69 

Collection of Cultural Heritage 8 Total 50 6 6 6 6 6 6 7 7 
Rupiahs 50 6 6 6 6 6 6 7 7 
Foreign Exchange - - - - - - - - -

National Museum 8 Total 313 39 39 39 39 39 39 39 40 
Rupiahs 313 39 39 39 39 39 39 39 40
Foreign Exchange - - -  -

t4 National Art Gallery 8 Total 469 58 58 58 59 59 59 59 59 

Rupiahs 469 58 58 58 59 59 59 59 59
Foreign Exchange - -  - -

National Library 8 Total 453 56 56 56 57 57 57 57 57 

Rupiahs 453 56 56 56 57 57 57 57 57
Foreign Exchange - -  - - - -

Language and Literature Foundation N.A. Total 44 

Rupiahs 44
 
Foreign Exchange -


Cultural Garden 
 3 Total 110 36 37 37 

Rupiahs 110 36 37 37 
Foreign Exchange - . . 



Appendix Table C-2 (cont.) 

CULTURAL PROJECT EXPENDITURES IN INDONESIAN DEVELOPMIENT PLAN 

Name of Project 

Number 
of 

Years 

Translation of the Koran I 

Translation of the Bible 1 

Translation of Weda and Dhamma Paddha 1 

Total Cultural 

Allocated by Year 

Not Allocated by Year 

Form of 
Expenditure Total 

Total 62 

Rupiahs 62 
Foreign Exchange -

Total 33 

Rupiahs 33 
Foreign Exchange -

Total 20 

Rupiahs 20 
Foreign Exchange -

Total 1,554 

Rupiahs 1,554 
Foreign Exchange -

Total 1,510 

Rupiahs 1,510 

Foreign Exchange -

Total 

Rupiahs 44 
Foreign Exchange -

Expenditures(in millions of rupiahs) 
1961 1962 1963 1964 1965 1966 1967 1968169 

62 

62 
-

33 

33 
-

20 

20 
-

310 196 196 161 161 161 162 163 

310 196 196 161 161 161 162 163
 
. . . . . . .
 



Appendix Table C-1 
EDUCATIONAL PROJECT EXPENDITURES IN INDONESIAN DEVELOP.MENT PLAN 

Number 
of Expenditures (in millions of rupiahs)a

Name of Project 
 Years Total 1961 1962 1963 1964 1965 1966 1967 1968/69University Gadjah Mada 8 1,650 206 206 206 206 206 206University of Indonesia 207 2078 1,400 175 175University of Airlangga 175 175 175 175 175 1758 950 118 118 119 
 119 119
University of Hasanuddin 119 119 1198 700 87 87 87University of North Sumatra 87 88 88 88 888 700 87 87 87 87 88 88 88 88University of Andalas 8 700 87 87 87 87 88 88 88 88University of Padjadjaran 
 8 1,050 131 131 131
Institute of Technology 131 131 131 132 1328 1,082 135 135 13r 135 135 135, University of Sriwidjaja 136 1368 250 31 31 31 31 314- Universitv of Kalimantan 31 32 328 250 31 31 31 31 31 31 32 32University of Moluccas 8 250 31 31 31Private Universities 8 
31 31 31 3., 32

250 31 3 1 1 31 31 31Middle Technical Schools 32 328 156 19 19 19 19 20 20 20Middle 'chnical Schools 208 132 16 16 16 6 17 17 17Technical Teachers' Colleges 178 84 10 10 10 10 11 11 11
Technical Teachers' Colleges 

11 
I 12 4 4 4Technical Traiing Courw 8 48 6 6 6 6 6 6Technical Schools 6 68 1,081 135 135 135 135 135 1351'echnical Schools 135 1366 56 -  9 9 9 9 10 10Academv of Public WNorks 1 4 4


Private Techincal Education 
 8 279 34 35 35 35Academy of Agriculture 35 35 35 358 30 3 3 4 4 4 4Veterans' Academy of Dcvelopment 4 42 13 6 7Higher Institution for Textile Industry 2 4 2 2Academy of Navigation 3 8 2 3 3 



Appendix Table C-3 (cont.) 
EDUCATIONAL PROJECT EXPENDITURES IN INDONESIAN DEVELOPM .NT PLAN 

-

-

Name of Project 
Navigation and Ship Building
P. T. T. Personnel Training 
Institute for Cinematography 
Academy of Sugar Industry
Analysts Institute 

Hotel Personnel Training 
Senior Agricultural High School 
Quarantine Training 
Senior Forestry Mid. School 
Senior Fishery Mid. School 
Senior Veterinary Mid. School 
Senior Teachers College 
Senior Domestic Science Teachers College
Senior Middle Schor.1 
Primary Schoo, 

Anti-llliter.acy, Social Courses, Libraries 
Vocational Training in Navigation Economy 
Training Institute for Deck Officers, Engineers,Wireless Operators 

Total Education 

Number 
of 

Years 

I 
8 
1 
1 
8 

1 
2 
2 
2 
2 

2 
8 
8 
8 
8 

4 
3 

8 

Total 

60 
596 

10 
2 

88 

4 
20 
2 
4 
4 

4 
900 

60 
268 

2,625 

423 
12 

4(0 

16,261 

1961 

20 
74 
10 
2 
it 

4 
10 
1 
2 
2 

2 
112 

7 
33 

328 

105 
4 

5 

2,123 

Expenditures(in millions of rupiahs)a 
1962 1963 1964 1965 1966 

20 20 
74 74 74 75 75 

11 11 11 11 11 

10 
1 
2 
2 

2 
112 112 112 113 113 

7 7 7 8 8 
33 33 33 34 34 

328 328 328 328 328 

106 106 106 
4 4 

5 5 5 5 5 
2,107 2,092 2,061 1,965 1,965 

1967 

75 

11 

113 
8 

34 
328 

5 

1,973 

196g/69 

75 

11 

113 
8 

34 
329 

5 

1,975 

a All pla,med expenditures for Educational Projects are in the form of ruipiahs. 



Appendix Table C-4 
RESEARCH PROJECT EXPENDITURES IN INDONESIAN DEVELOPMNENT PLAN 

Number 

Name of Project 
of 

Years 
Fo'-,z of 

Expenditure Total 
Expenditures (in millions of rupiabs) 

1961 1962 1963 1964 1965 1966 1967 1968/69 
Institute for Chemistry 3 Total 262.5 87 87 88.5 

Rupiahs 60 20 20 20 

Institute for Physics 3 
Foreign Exchange 
Total 

202.5 
262.5 

67 
97 

67 
87 

68.5 
88.5 

Rupiahs 60 20 20 2 

Institute for Geology and Mining 3 
Foreign Exchange 
Total 

202.5 
701 

67 
233 

67 
233 

68.5 
234 

Rupiahs
Foreign Exchange 

160 
540 

53 
180 

53 
180 

54 
180 

Institute for Metallurgy 3 Total 175 58 58 59 

Rupiahs 40 13 13 14 
Foreign Exchange 135 45 45 45 

Institute for Electronics 3 Total 175 58 58 59 

Rupiahs 40 13 13 14 
Foreign Exchange 135 45 45 45 

Institute for Biology 3 Total 262 87 87 88 

Rupiahs 60 20 20 20 
Foreign Exchange 202 67 67 68 

Institute for Economy and Society 2 Total 25 12 13 

Rupiahs 20 10 10 
Foreign Exchange 5 2 3 



Appendix Table C-4 (cont.) 
RESEARCH PROJEc:r ExPENDITURES IN INDONESIAN DEVELOPMENT PLAN 

Number 
of Formof

Name of Project Years Expenditure 

Research on Field of Geology and Mining N.A. Total 

Total 

200 

Expenditures (in millions of rupiahs)
1961 1962 1963 1964 196f 1966 1967 1968/69 

Aerial 1 

Rupiahs 
Foreign Exchange 
Total 

65 
135 
96 96 

Research on Industry NA. 

Rupiahs 
Foreign Exchange 

Total 

40 
56 

I00 

40 
56 

Research on Food Production NA. 

Rupiahs 
Foreign Exchange 

Total 

60 
40 

50 

Research on Estates and Forestry N.A. 

Rupiahs 
Foreign Exchange 

Total 

40 
10 

75 

Postal, Telegraph and Telephone Research 
Laboratory 8 

Rupiahs 
Foreign Exchange 

Total 

50 
25 

100 12 12 12 12 13 13 13 13 

State Railway Research 8 

Rupiahs
Foreign Exchange 

Total 

54 
46 

1OC 

7 
5 

12 

7 
5 

12 

6 
6 

12 

6 
6 

12 

7 
6 

13 

7 
6 

13 

7 
6 

13 

7 
6 

13 
Rupiahs 
Foreign Exchange 

-. 
100 

. 
12 

. 
12 

. 
12 

. 
12 

. 
13 

. 
13 

. 
13 13 



Appendix Tabie C-4 (cont.) 

RI.'SLAIucII PRo ILCE FXI'ENDITURES IN INDONESIAN DEVELOP\ENT PLAN 

Number 
of Form of Expenditures tin -millionsof rtpiabs) 

_ame
of Project Years Expenditure . Total 1961 1962 1963 1964 196 - 1966-1967-1968/69 
Research A%iation and Aeroplane Production 8 Total 30 3 3 4 4 4 4 4 4 

Rupiahs - - - " - - - - -

Research Promotion in Other Important Foreign Exchange 30 3 4 4 4 4 4 4 
Fields N.A. Total 40 

cc Rupiahs -Foreign Exchange 40
 

Total Research Group 
 Total 2,653 

Rupiahs 749 

Foreign Exchange 1,904 
Allocated bv Years Total 2,188 745 650 645 28 30 30 30 30 

Rupiahs 534 196 156 148 6 7 7 7 7Foreign Exchange 1.654 549 494 497 22 23 23 23 23 
Not Allocated by Years Total 465 

Rupiahs 215
 
Foreign Exchange 250
 



Appendix Table C-5 
PUBI.lC XLELFARE PROJECT EXPENDITURES IN I NDONESI:N I)\EVELOP.MIEN'r PLAN 

Number 

Na_e of Project 

Small Public -aspital and CombattingPublic Diseases 

of 
Years 

8 

Formn of 
Expenditure 

1oral 

Total 

1,245 

Expenditures (in mUlions of rupiahs) 
1961 1962 1963 1964 196f 1966 1967 1968/69 

155 155 155 156 156 156 156 156 
Rupiahs 
Foreign Exchange 

1,245 
-

5 
-

155 
-

155 
-

156 
-

156 
-

156 
-

156 
-

156 
-Polyclinic Functioning as Health Center 8 Total 730 91 91 91 91 91 91 92 92 

Central Public Hospital 4 

Rupiahs 
Foreign 

Total 

IExchangc 
730 
-

330 

91 
-

91 
-

91 
-

91 
-

91 
-

82 

91 
-

82 

92 
-

83 

92 
-

83 

Housing Bank 5 

Rupiahs 
Foreign Exchange 
Total 

33o 

2,000 400 400 40 400 

-2 

400 

82 83 83 

City Planning Program Including Capital City 8 

Rupiahs 
Foreign 

Total 
Exchange 

2,000 
-

130 

40-0 
-

16 

40-0 
-

16 

40-0 
-

16 

40-0 
-

16 

40-0 
-

16 16 17 17 

City Planning Program 8 

Rupiahs 
Foreign Exchange 
Total 

40 
90 
76 

5 
I1 

9 

5 
11 
9 

11 
9 

5 
11 

9 

5 
11 
10 

5 
11 
10 

5 
12 
10 

5 
12 
10 

Rupiahs 31 -4 4 4 4 4 4 4 

City Planning Program 8 
Foreign Exchange 
Total 

45 
290 

5 
36 

5 
36 

5 
36 

6 
36 

6 
36 

6 
36 

6 
37 

6 
37 

Rupiahs 
Foreign Exchange 

200 
90 

25 
11 

25 
11 

25 
11 

25 
11 

25 
11 

25 
11 

25 
12 

25 
12 
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Appendix Table C-5 (cont.) 
PUBLIC VELFARE PROJECT EXPENDITURES IN INDONISIAN DEVELOP.IENT PLAN 

Number
 
of Form of Expenditures (in millions of rupiahs)


Name of Project Years Expenditnre Total 1961 1962 1963 1964 196T 
 1966 19671968769 
Drinking water. hnprovement and Increase

of Drinking Water 8 Total 787 98 98 98 98 98 99 99 99 
Rupiahs 787 98 98 98 98 98 99 99 99Social Welfare. Rehabilitation of Disabled Foreign Exchange -  - - - - - - -

Persons 8 Total 198 24 24 25 25 25 25 25 25 
Rupiahs 198 24 24 25 25 25 25 25 25VillagSocial Institution (including... Foreign Exchange - - - - -

IInormation, etc.) 8 Total 22 25 25 25 25 25 25 26 26 
Rupiahs 202 25 25 25 25 25 25Foreign Exchange - - - 26 26 - - - -WVelfare of Farmers and Fishermen 8 Total 200 


25 25 25 25 
 25 25 25 25 

Rupiahs 200 2-'5 25 25 25 25 25Foreign Exchange - 25 25- - - - - - - -Total Public Welfare Total 6,188 879 879 880 881 964 565 570 570
 

Rupiahs 5,963 852 852 853 853 936 537 540 540
Foreign Exchange 225 27 27 27 28 28 28 30 30
Transmigration 8 Total 1,000 125 125 125 125 125 125 12. 125
 

Rupiahs 1,000 125 
 125 125 125 125 125 
 12; 125
Foreign Exchange - - 



Appendix Table C-6 

GOVERNMENT PROJECT EXPENDITURES IN INDONESIANT DEVELOPMENT PLAN 

Number 
of Form of Expenditures(in millions of rupiabs) 

Name of Project Years Expenditure Total 1961 1962 1963 1964 1965 1966 1967 1968169 

Depernas 8 Total 100 12 12 12 12 13 13 13 13 

Rupiahs 100 12 12 12 12 13 13 13 13 
Foreign Exchange - - - - - - -

Cooperative 3 Total 500 166 167 167 

Rupiahs 500 166 167 167 
Foreign Exchange - - - -

Modern Prison 2 Total 26 - 13 13 

Rupiahs 26 - 13 13 
Foreign Exchange - - - -

Police 8 Total 2,000 250 250 250 250 250 250 250 250 

Rupiahs 2,000 250 250 250 250 250 250 250 250 
Foreign Exchange - - - - -

National Law Foundations 3 Total 6 2 2 2 

Rupiahs 6 2 2 2 
Foreign Exchange - - - -

Total Government Total 3,632 555 569 569 387 388 388 388 388 

Rupiahs 3,632 555 569 569 387 388 388 388 388 
Foreign Exchange - - - -

Table C-7 
SPECIAL DF.VEI.OPMENT PROJECT EXPENDITURES IN INDONESIAN DEVELOPMENT PLAN 

Project in Special Field NA. Total 30,000 



Appendix Table C-8 
FOOD PROJECT EXPENDITURES IN INDONES'iAN DEVELOPMENT PLAN 

Number 
of Formn of Expenditures (in millions of rupiabs)Name oY Project 
 Years Expenditure 'otal 1961 1962 1963 1964Increase of Rice Centers 1965 1966 1967 1963/69
4 Total 18,135 4,533 4,534 4,534 4,534 

Rupiahs 7,255 1,813 1,814 1,814 1,814Foreign Exchange 10,880Irrigation (Repairs, Expansion, New Projects) 8 
2,720 2,720 2,720 2,720

Total 5,818 727 727 727 
 727 727 727 728 728
 

Rupiahs T--18 2 7 
 727 727 727 728
Foreign Exchange 728- - - - - - -Irrigation (Continuation) - 6 Total 567 94 94 94 95 95 95 

Rupiahs 567 94 94 94 95 95 95Foreign Exchange - - - - - - -Poultry Farming NA. Total 103
 

Rupiahs 45 
Foreign Exchange 58Construction of Sheds and Rice Silos NA. Total 250
 

Rupiahs 250 
Foreign ExchangeLand Fishery 8 Total 102 12 12 13 13 13 13 13 13 
Rupiahs 32 4 4 4 4 4Foreign Exchange 70 8 4 4 48 9 9 9 9 9 9 



Appendix Table C-8 (cont.)
 

FOOD PROJECT EXPENDITURES IN INDONESIAN DEVELOPMENT PLAN
 

Number 

Name of Project 
of 

Years 
Formof 

Expenditure Total 
Expenditures(in millions of rupiabs) 

1961 1962 1963 1964 1965 1966 1967 1968/69 
Intensification of Soy Bean Cultivation 8 Total 10 1 1 1 1 1 1 2 2 

Rupiahs 10 1 1 1 1 1 1 2 2 
Foreign Exchange - - - - - - - - -

Intensification of Corn Cultivation NA. Total 15 

Rupiahs
Foreign Exchange 

I
-

Cattle Breeding (Cows) NA. Total 120 

Rupiahs 
Foreign Exchange 120 

Total Food Total 25,120 

Rupiahs 13,992 
Foreign Exchange 11,128 

Allocated by Years Total 24,632 5,367 5,368 5,369 5,370 836 836 743 743 
Rupiahs 13,682 ,639 2,640 2,640 2,641 827 827 73-"473-4 
Foreign Exchange 10,950 2,728 2,728 2,729 2,729 9 9 9 9 

Not Allocated by Years Total 488
 

Rupiahs 310 
Foreign Exchange 178 



Appendix Table C-9 
CLOTHING PROJECT EXPENDITURES IN INDONESIAN DEVELOPMENT PLAN 

Number 

Name of Project 
of 

Years 
Formn of 

Expenditure Total 
Expenditures (in millions of rupiahs) 

1961 1962 1963 1964 1965 1966 1967 1968169 
Spinnery 3 Total 7,820 2,606 2,607 2,607 

Rupiahs 
Foreign Exchange 

3,910 
3,910 

103 1,304 
1,.tJ3 1,303 

1,303 
1,304 

Completion of Textile Industry Project 3 Total 1,440 480 480 480 

Rupiahs 720 240 240 240 

Sewing Thread NA. 
Foreign Exchange 
Total 

720 
180 

240 

60 
240 

60 
240 

60 

Rupiahs 
Foreign Exchiange 

110 
70 

37 
23 

37 
23 

36 
24 

Cotton 6 Total 2,400 400 400 400 400 400 400 

Rayon 8 

Rupiahs 
Foreign 

Total 

Rupiahs 

Exchange 
900 

1,500 

!6,830 

8,415 

150 
250 

2,103 

1,052 

150 
250 

2,103 

1,051 

150 
250 

2,104 

1,052 

150 
250 

2,104 

1,052 

150 
250 

2,104 
1,052 

150 
250 

2,104 

1,052 
2,104 
1,052 

2,104 
1,052 

Hemp 8 
Foreign 
Total 

Exchange 8,415 
130 

1,051 

16 
1,052 

16 
1,052 

16 
1,052 

16 
1,052 

16 
1,052 

16 

1,052 

17 
1,052 

17 

Rupiahs 
Foreign Exchange 

130 
. 

16 
. 

16 
. 

16 
. 

16 
. 

16 
. 

16 
. 

17 
. 

17 
. 



Appendix Table C-9 (cont.) 

CLOTHING PROJECT EXPENDITURES IN INDONESIAN DEVELOP.IENT PLAN 

Number 

Name of Project 

Mosquito Net (Tulle) Knitting 

of 
Years 

8 

Form of 
Expenditure 

Total 

Total 

145 

Expenditures(in millions of rupiahs) 
1961 1962 1963 1964 1965 1966 1967 1968/69 

18 18 18 18 18 18 18 19 

Rupiahs 
Foreign Exchange 

55 
90 

7 
11 

7 
11 

7 
11 

7 
11 

7 
11 

7 
11 

6 
12 

7 
12 

Total Clothing Total 28,945 

Rupiahs 14,240 
Foreign Exchange 14,705 

Allocated by Years Total 
Rupiahs 

28,765 
14,130 

5,624 
2,769 

5,624 
2,768 

5,624 
2,767 

2,538 
1,225 

2,538 
1,225 

2,538 
1,225 

2,139 
1,075 

2,140 
1,076 

Foreign Exchange 14,635 2, 5 2,856 2,857 1,313 1,313 1,313 1,064 1,064 
Not Allocated by Years Total 180 

Rupiahs 110 
Foreign Exchange 70 



Appendix Table C-10 
INDUSTRY PROJECT EXPENDITURES IN INDONESIAN DEVELOPMENT PLAN 

Name of Project 
Superphosphate Factory 

Ammonium-Sulphate Ammonia, Sulphuric
Acid 

Initial Stages of Chemical and Petro-

Chemical Industry 

Sulphur 

Electric Power (Hydro-electric, Steam,
Diesel-power, Turbo-gas) 

Petroleum 

Coal and Coke (Repairs and Expansion,
Purchase of Colliers) 

Number 
of 

Years 
4 

Formof 
Expenditure 

Total 

4 

Rupiahs 

Foreign Exchange 
Totals 

4 

Rupiahs 

Foreign Exchange 

Total 

RupiahsForeign Exchange 

5 Total 

5 

Rupiahs 

Foreign Exchange 
Total 

4 

Rupiahs 

Foreign Exchange 
Total 

5 

Rupiahs 

Foreign Exchange 
Total 

Rupiahs 

Foreign Ex-hange 

Total 
615 

300 

315 
1,000 

500 

500 

1,750 

7501,000 

50 

18 

32 
14,150 

7.075 


7,075 

j,850 

2,050 

1,800 
4,584 

2,178 

2,406 

Expenditures(in millions of rupiahs) 
1961 1962 1963 1964 1965 1966 1967 1968/69 

153 154 154 154 

75 75 75 75 
78 79 79 79 

250 250 250 250 

125 125 125 125 
125 125 125 125 

437 437 438 438 

187 187 188 188250 250 250 250 
10 10 10 10 10 

3 3 4 4 4 
7 7 6 6 6 

2,830 2,830 2,830 2,830 2,830 
1,415 1,415 1,415 1,415 1,415 
1,415 1,415 1,415 1,415 1,415 

962 962 963 963 

512 512 513 513
 
450 450 450 450
 
916 917 917 
 917 917 

435 436 
 436 436 435
 
481 481 481 481 4G2
 



Appendix Table C-10 (cont.) 

INDUSTRY PROJECT EXPENDITURES IN INDONESIAN DEVELOPMENT PLAN 

Number 
Name of Project 

Aluminum 

of
Years 

1 

Fomn of
Expenditure 

Total 

Total 

1,749 

Expenditures(in millions of rupiabs)1961 1962 1963 1964 1965 1966 1967 1968/69 

1,749 

Tin Smelter 3 

Rupiahs 
Foreign Exchange 
Total 

850 
899 

250 83 83 84 

850 
899 

Iron and Steel 5 

Rupiahs 
Foreign Exchange 
Total 
Rupiahs 

142 
108 

4,93! 
3,050 

47 
36 

47 
36 

48 
36 

986 
610 

986 
610 

986 
610 

986 
610 

987 
610 

Asphalt 1 
Foreign Exchange 

Total 
1.881 

480 480 

376 376 376 376 377 

Rupiahs 300 300 

Other Mining Industries 4 
Foreign Exchange
Total 

180 
300 

180 
75 75 75 75 

Cement Factories 8 

Rupiahs 
Foreign Exchange 
Total 

300 
-

3,875 484 484 484 484 

75 
-

484 

75 
-

485 

75 
-

485 

75 
-

485 

Workshops 8 

Rupiahs 
Foreign Exchange 
Total 

2,313 
1,562 
500 

289 
195 
62 

289 
195 
62 

289 
195 
62 

289 
195 
62 

289 
195 
63 

290 
195 
63 

289 
196 
63 

239 
196 
63 

Rupiahs - - - - - - -
Foreign Exchange 500 62 62 62 62 63 63 63 63 



Appendix Table C-10 (cont.) 
INDUSTRY PROJECT EXPENDITURES IN INDONESIAN DEVELOPMENT PLAN 

Number 

Name of Project 
of 

Years 
Form of 

Expenditure Total 
Expenditures(in

1961 1962 1963 
millions of rupiahs)

1964 1965 1966 1967 1968169 
Paper Factories 8 Total 2,170 271 271 271 271 271 271 272 272 

Shellac 8 

Rupiahs 
Foreign Exchange 

Total 

1,194 
976 

25 

149 
122 

3 

149 
122 

3 

149 
122 

3 

149 
122 

3 

149 
122 

3 

149 
122 

3 

150 
122 

3 

150 
122 

4 

Rupiahs
Foreign Exch.i-gc 

24 
1 

3 
-

3 
-

3 
-

3 
-

3 
-

3 
-

3 
-

3 
I 

Forestry 8 Total 300 37 37 37 37 38 38 38 38 

Rupiahs 
Foreign Exchange 

300 
-

37 
-

37 
-

37 
-

37 
-

38 
-

38 
-

38 
-

38 
-

Rice Mills 8 Total 375 46 47 47 47 47 47 47 47 

Rupiahs 
Foreign Exchange 

375 
-

46 
-

47 
-

47 
-

47 
-

47 
-

47 
-

47 
-

47 
-

Government's Salt 8 Total 456 57 57 57 57 57 r- 57 57 

People's Salt 8 

Rupiahs 
Foreign Exchange 

Total 

411 
45 

250 

52 
5 

31 

52 
5 

31 

52 
5 

31 

51 
6 

31 

51 
6 

31 

51 
6 

31 

51 
6 

32 

51 
6 

32 

Sugar Factories 6 

Rupiahs 

Foreign Exchange 
Total 

250 

-
5,000 

31 
-

-

31 

-

-

31 

-

833 

31 

-

833 

31 

-

833 

31 

-

833 

32 
-

834 

32 
-

834 

Rupiahs 
Foreign Exchange 

2,500 
2,500 

-
-

-
-

417 
416 

417 
416 

416 
417 

416 
417 

417 
417 

417 
417 



Appendix Table C-10 (cont.) 
INDUSTRY PROJECT EXPENDITURES IN INDONESIAN DEVEIOPNIENT PLAN 

Name of Project 
Coconut Oil Factories 

Number 
of Formof 

Years Expenditure 

8 Total 

Total 

500 

Expenditures (in millions of rupiabs) 
1961 1962 1963 1964 1965 1966 1967 1968/69 

62 62 62 62 62 63 63 64 

Soap Factories 8 

Rupiahs 
Foreign Exchange 

Total 

225 
275 

100 

28 
34 

12 

28 
34 

12 

28 
34 

12 

28 
34 

12 

28 
34 

13 

28 
35 

13 

28 
35 

13 

29 
35 

13 

Gunny/Marsh Palm Bag Factories 8 

Rupiahs 
Foreign Exchange 
Total 

50 
50 

1,086 

6 
6 

134 

6 
6 

136 

6 
6 

136 

6 
6 

136 

7 
6 

136 

7 
6 

136 

6 
7 

136 

6 
7 

136 

10 

Tanneries 3 

RupiahsFceign Exchange 

Total 

543543 

25 

6767 

8 

6868 

8 

68
68 

9 

63 
68 

68 
68 

68 
68 

68 
68 

68 
68 

Rubber (Sheet, Tires and krticles) 4 

Rupiahs 
Foreign Exchange 
Total 

25 
-

245 

8 
-

61 

8 
-

61 

9 
-

61 62 

Ceramic Factory 4 

Rupiahs 
Foreign Exchange 

Total 

145 
100 

300 

36 
25 

75 

36 
25 

75 

36 
25 

75 

37 
25 

75 

Kaolin Refinery NA. 

Rupiahs 
Foreign Exchange 

Total 

150 
150 

20 

38 
37 

38 
37 

37 
38 

37 
38 

Rupiahs 
Foreign Exchange 

10 
10 



Appendix Table C-10 (cont.) 

INDUSTRY PROJECT EXPENDITURES IN INDONESIAN DEVELOPMENT PLAN 

Numi er 
of Form of Expenditures(in millions of rupiahs) 

Name of Project Years Expenditure Total 1961 1962 1963 1964 1965 1966 1967 1968/69 

Fireproofing Materials 2 Total 40 20 20 

Glassware 
bottles) 

Factory (Drinking glasses and 
5 

Rupiahs 
Foreign Exchange 

Total 

20 
20 

105 

10 
10 

-

10 
10 

- - 21 21 21 21 21 

Rupiahs 
Foreign Exchange 

50 
55 

-
-

-
-

-

-

10 
11 

10 
11 

10 
11 

10 
11 

10 
11 

Bulb Factories 4 Total 115 28 29 29 29 

-R 

Glassware Factory (Window panes, panels, 
etc.) 

Glassware Factory (Pharmaceutical uses) 

4 

4 

Rupiahs 
Foreign Exchange 

Total 
Rupiahs 
Foreign Exchange 

Total 

-46 
69 

40 
20 
20 

16 

11 
17 

10 

5 

4 

12 
17 

10 

5 

4 

12 
17 

10 

5 

4 

11 
18 

10 

5 

4 

Continuation of Incomplete Project of 

L.P. 31a NA. 

RupiahsForeign Exchange 

Total 

88 

375 

22 
22 

2
2 

2
2 

Rupiahs 
Foreign Exchange 

200 
175 

aNot otherwise explained in available material. 



Appendix Table C-10 (cont.) 
INDUSTRY PROJECT EXPENDITURES IN INDONESIAN DEVELOPMENT PLAN 

Name of Project 
Atom Reactor 

Number 
of Formof 

Years Expenditure 

5 Total 
Total 

375 

Expenditures (in millions of rupiabs) 
1961 1962 1963 1964 1961 1966 1967 1968/69 

- - - 75 75 75 75 75 

Industry of Educational Equipment 4 

Rupiahs 

Foreign Exchange 
Total 

150 

225 
500 

-

- . 
-

-

30 
5 

30 

45 
125 

30 

45 
125 

30 

45 
125 

30 

45 
125 

Industry of Telecommunication N.A. 

Rupiahs 

Foreign Exchange 

Total 

2-50 

250 

zoo 

62 

63 

63 

62 

62 

63 

63 

62 

-

Ship Building Industry N.A. 

Rupiahs 
Foreign Exchange 
Total 

100 
100 

1,320 

Total Industry 

Rupiahs 
Foreign Exchange 
Total 

1,320 
-

52-022 

Allocated by Years 

Not Allocated by Years 

Rupiahs 
Foreign Exchange 
Total 

Rupiahs 
Foreign Exchange 

Total 

28,192 
23,830 
50,107 

26,562 
23,545 

1,915 

6,685 

3,529 
3,156 

6,209 

3,232 
2,977 

7,027 

3,644 
3,383 

8,171 

4,312 
3,859 

7,917 

4.154 
3,763 

4,104 

2,304 
1,860 

4,168 

2,305 
1,863 

5,766 

3,082 
2,684 

Rupiahs 
Foreign Exchange 

1,630 
285 



- -

Appendix Table C-1I 

HEALTH PROJECT EXPENDITURES IN INDONESIAN 

Number 

Name of Project 
of 

Years 
Fo,-nz of 

Expenditure Total 

Processing of Medicines 3 Total 825 
Rupiahs 825 

Foreign Exchange -

Antibiotics 8 Total 1,110 

Rupiahs 610 

Medical Supplies Factory, Protein Institute,
Institute of Foot-and-Mouth Diseases NA. 

Foreign Exchange 

Total 

500 

240 

Rupiahs 240 
Foreign Exchange -

Total Health Total 2,175 

Rupiahs 1,675 
Forcign E-x:change 500 

Allocated by Years Total 1,935 

Rupiahs 1,435 

Foreign Exchange 500 

Not Allocated by Years Total 240 

Rupiahs 240 
Foreign Exchange -

DEVELOPMENT PLAN 

Expenditures (in milliors of rupiahs) 
1961 1962 1963 1964 1965 1966 1967 1968/69 

275 275 275
 
275 275 275
 

-

138 139 139 138 139 139 139 139 

76 77 77 76 76 76 76 76 
62 62 62 62 63 63 63 63 

413 414 414 138 139 139 139 139 
351 352 352 76 76 76 76 76 

62 62 62 62 63 63 63 .63 



Appendix Table C-12 
TRANSPORTATION AND COMMUNICATION PROJECT EXPENDITURES IN INDONESIAN DEVELOPMENT PLAN 

Number 
of Formof Expenditures(in millions of rupiahs)

Name of Project Years Expenditure Total 1961 1962 1963 1964 1965 1966 1967 1968/69 
Roads (Equipment, Personnel Training) 8 Total 1,450 181 181 181 181 181 181 182 182 

Rupiahs 
Foreign Exchange 

100 
1,350 

13 
168 

13 
168 

12 
169 

12 
169 

12 
169 

12 
169 

13 
169 

13 
169 

Road Building, New 8 Total 8,985 1,123 1,123 1,123 1,123 1,123 1,123 1,123 1,124 

Rupiahs
Foreign Exchange 

8,029 
956 

1,004 
119 

1,054 
119 

1,00 
119 

1,004
119 

1,003
120 

1,003
120 

1,003
120 

1,0-0
120 

Modernization of Asphalt State Highways 8 Total 1,693 211 211 211 212 212 212 212 212 

Rupiahs 1,693 211 211 211 212 212 212 212 212 
Foreign Exchange - - - - - - - - -

Hardening Gravel (Sandy) State Highways 8 Total 2,582 322 322 323 323 323 323 323 323 
Rupiahs 2,582 322 322 323 323 323 323 323 323 

Foreign Exchange - - - - - - - - -
Hardening of Provincial Gravel Roads 8 Total 8,115 1,014 1,014 1,014 1,014 1,014 1,015 1,015 1,015 

Rupiahs 
Foreign Exchange 

8,115 
-

014 1,014 
- -

1,014 
-

1,014 
-

1,014 
-

1,015 
-

1,015 
-

1,015 
-

Hardening of Regency (County) Roads 8 Total 2,674 334 334 334 334 334 334 335 335 

Rupiahs 
Foreign Exchange 

2,674 
-

334 
-

334 
-

334 
-

334 
-

334 
-

334 
-

335 
-

335 
-

Bridges and Ferry Boats 8 Total 1,000 125 125 125 125 125 125 125 125 

Rupiahs
Foreign Exchange 

600 
400 

7T 
50 

5 
50 

5 
50 

75 
50 

75 
50 

75 
50 

75 
50 

75 
50 



Appendix Table C-12 (cont.) 
TRANSPORTATION AND CO,,,UNICA.4TION PROJECT EXPENDITURES IN INDONESIAN DEVELOPMENT PLAN 

Number 
of Formof Expenditures(in millions of rupiabs)

Name of Project Years Expen~diture Total 1961 1962 1963 1964 1965 1966 1967 1968/69 
Purchase of Buses and Trucks NA. Total 2,400 

Rupiahs
Foreign Exchange 2,400 

Workshops, Auto Transport N.A. Total 1,700 

Rupiahs
Foreign Excha~age 1,700 

Assembling Vehicles N.A. Total 290 
'0Rupiahs 

Foreign Exchavge 
40 

250 
Spare Auto Parts Manufacturing N.A. Total 34 

Rupiahs 20 

Railway Transport 8 
Foreign Exchange 
Total 

14 
",000 875 875 875 875 875 875 875 875 

Rupiahs 
Foreign Exchange 

3,000 
4,000 

375 
500 

375 
500 

375 
500 

375 
500 

375 
500 

375 
5M) 

375 
500 

375 
500 

Building Up Postal Service NA. Total 1,590 

Rupiahs 1,090 

Telegraph Service 8 
Foreign Exchange 
Total 

500 
651 81 81 81 81 81 82 82 82 

Rupiahs 
Foreign Exchange 

329 
322 

41 
40 

41 
40 

41 
40 

41 
40 

41 
40 

42 
40 

41 
41 

41 
41 



Appendix Table C-12 (cont.) 
TRANSPORTATION AND COMMUNICATION PROJECT EXPENDITURES IN INDONESIAN DEVELOPMIENT PLAN 

Number 

Name of Project 
Telephone Service 

of 
Years 

8 

Formof 
Expenditure 

Total 
Total 
4,904 

Expenditures (in millions of rupiabs) 
1961 1962 1963 1964 1965 1966 1967 1968/69 
613 613 613 613 613 613 613 613 

Radio Service 8 

Rupiahs 
Foreign Exchange 
Total 

2,234 
2,670 

520 

280 
333 

65 

280 
333 

65 

279 
334 

66 

279 
334 

66 

279 
334 

66 

279 
334 

66 

279 
334 

66 

279 
334 

66 

Merchant Fleet (Coastal and Ocean) 6 

Rupiahs 
Foreign Exchange 

Total 

26 
240 

6,290 

35 
30 

35 
30 

36 
30 

1,048 

36 
30 

1,048 

36 
30 

1,048 

36 
30 

1,048 

36 
30 

1,049 

36 
30 

1,049 

Motorization of Sailing Fleet 8 

Rupiahs 
Foreign Exchange 
Total 

440 
5,850 

866 108 108 

73 
975 

108 

73 
975 

108 

73 
975 

108 

73 
975 

108 

74 
975 

109 

74 
975 

109 
Rupiahs 346 43 43 43 43 43 43 44 44 

Rehabilitation and Construction of 
Shipping Safety Facilities 8 

Foreign Exchange 
Total 

520 
1,527 

65 
190 

65 
191 

65 
191 

65 

191 

65 

191 

65 

191 

65 

191 

65 

191 

Harbor Construction and Improvement 8 

Rupiahs
Foreign Exchange 

Total 

989 
538 

1,450 

123
67 

181 

124
67 

181 

124
67 

181 

124
67 

181 

124
67 

181 

124
67 

181 

123 
68 

182 

123 
68 

182 

Airport Construction Improvement and 
Rupiahs 
Foreign Exchange 

1,450 
-

181 
-

181 
-

181 
-

181 
-

181 
-

181 
-

182 
-

182 

Equipment 8 Total 1,480 185 185 185 185 185 185 185 185 
Rupiahs 1,125 141 141 141 141 141 140 140 140 
Foreign Exchange 355 44 44 44 44 44 45 45 45 



Appendix Table C-12 (cont.) 
TRANSPORTATION AND COMMUNICATION PROJECT EXPENDITURES IN INDONESIAN DEVELOPMENT PLAN 

Number 

Nane of Project 

Aircraft Repair Shops 

of 
Years 

NA. 

Form of 
Expenditure 

Total 
Total 

75 

Expenditures(in millions of rupiabs) 
1961 1962 1963 1964 195 1966 1967 1965/69 

Rupiahs 2 

Aircraft Equipment 8 
Foreign Exchange 
Total 

50 
900 112 112 112 112 113 113 113 113 

Hangars, Warehouses, etc. for Aviation 8 

Rupiahs 

Foreign Exchange 
Total 

-
900 
500 

-

112 
62 

-

112 
62 

-

112 
62 

-

112 
62 

-

113 
63 

-
113 
63 

-
113 

63 

-

113 
63 

Air Safe~y Facilities NA. 

Rupiahs 
Foreign Exchange 

Total 

500 
-

1,500 

62 
-

62 
-

62 
-

62 
-

63 
-

63 
-

63 
-

63 
-

Rupiahs 500 

Total Transportation and Communications 
Foreign Exchange 
Total 

1,000 
60,182 

Rupiahs 36,167 

Allocated by Years 
Foreign Exchange 
Total 

24,015 
48,750 5,303 5,304 6,354 6,354 6,356 6,358 6,360 6,361 

Not Allocated by Years 

Rupiahs 
Foreign 

Total 
Exchangc 

31,707 
17,043 

11,432 

3,907 
1.396 

3,908 
1,396 

3,981 
2.373 

3,981 
2,373 

3,981 
2,375 

3,982 
2,376 

3,983 
2,377 

3,984 
2,377 

Rupiahs 4,460 
Foreign Exchange 6,972 



Appendix Table C-13 
FINANCE (INcI.UDING ToURISMI) PROJECT EXPENDITURES IN INDONESIAN DEVELOPMENT PLAN 

Number 
Name of Project 

Tin 

of 
Years 

6 

Form of 
Expenditure 

Total 

Total 

768 

Expenditures(in millions of rupiahs)1961 1962 1963 1964 1965 1966 1967 1968169 

128 128 128 128 128 128 

a Rural Development Bank 4 

Rupiahs 
Foreign Exchange 

Total 

168 
600 

I0,000 

28 
100 

2,500 

28 
100 

2,500 

28 
100 

2,500 

28 
100 

2,500 

28 
100 

28 
100 

Tourism 3 

Rupiahs 
Foreign Exchange 

Total 

10.000-
-

500 

T500 

-

166 

2,500 
-

167 

2,500 
-

167 

2,500 
-

Rupiahs 350 116 117 117 

Total Finance 
Foreign Exchange 
Total 

150 
11,268 

50 
2,794 

50 
2,795 

50 
2,795 2,628 128 128 

Rupiahs 
Foreign Exchange 

10,518 
750 

2,64 
150 

2645 
150 

2,645 
150 

2,528 
100 

28 
100 

28 
100 



Appendix Table D-1 

UNITED STATES ECONOMIC ASSISTANCE TO INDONESIA 

(Obligations and commitments, in millions of dollars) 

1950 1951 1952 1953 1954 1955 1956 

Mutual Security Program 39.7a 8.0 -1.9 13.2 4.4 7.2 11.1 
ICA 39.7a 8.0 -1.9 13.2 4.4 7.2 11.1 

Technical Cooperation - 0.1 0.1 4.1 3.5 5.7 7.0 
Other ICA 39.7a 7.9 -1.9 9.1 0.9 1.5 4.1 

Development Loan Fund - - - - - - -

Other Economic Assistance 100.0 - - - 0.1 0.2 78.1 
PL 480, Title 1, Planned
 

for Grants and .oans 
 77.4 
Sales Agreement 

(Not in totals) . . . . . . (96.7) 
PL 480, Title Ill-

Voluntary Relief - 0.1 0.2 0.7 
Ex-in 	Bank Long-Tm 

Loans 100.0 - - -

TOTAL ECONOMIC 139.7 8.0 -1.9 13.2 4.5 7.4 89.2 

Grants 39.7 8.0 -1.9 13.2 4.5 7.4 24.0 
Loans 100.0 - - - - 65.2 

Total 
I9M7 1958 1959 1960 1961 1950-1961 

Mutual Security Program 11.7 21.3b 16.2b 10.5b 8.3b 143.7b,c 
ICA 11.7 21.3b 7.2b 7.9b 8.3b 132.1b,c
 

Technical Cooperation 7.0 6.1 6.0 6.5 5.8 49.1c
 
Other ICA 4.7 15.2 1.2 1.4 2.5 83.0c
 

Dev.Icpnient Loan Fund - - 9.0 2.6 - 11.6 
Other Economic Assistance 1.3 5.0 47.5 60.1 17.2 309.5 

PL 480, Title I, Planned 
for Grants and Loans - 2.2 34.2 9.6 15.8 139.3 

Sales Agreement 
(Not in totals) - - (40.3) (11.3) (19.7) (168.0) 

PL 480, Title I11-
Voluntary Relief 1.3 1.0 1.4 0.7 1.4 6.7 

Ex-lin Bani Long-Ternm 
Loans - 1.8 11.9 49.8 - 163.5 

TOTAL ECONOMIC 13.0 26.3b 63.7b 70.6b 25.5b 453.2b,c 

Grants i2.3 8,Ob 22.8b 10.3b 16.6b 180.7bc 
Loans 0.7 18.3 40.9 60.3 8.9 272.5 

a Marshall Plan aid channeled throuph Netherhlnds. 
b Excludes World Wide Malaria Eradication Program in Indonesia of $2.7 million for FY 1958;

$3.2 for FY 1959; $3.3 for FTY19(0 and $7.5 for FY 1961. 
c Sums u~findividual years may be larger than totals for 1950-1961 because ICA totals are on a"net" basis (funds app priated foreach ycar plus or minus reobligations or deobligations of prior

years funds) whereas data forindividual years 1955-1961 are on a "funds" basis (obligations only
from appropriations forthr. year an.l do not reflect reobligations or deobligations of prior years funds).

Sojrce: Auncy forInternational Or.clopment, Office of Statistics and Reports. 
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APPENDIX E
 
METHOD OF ESTIMATING FOREIGN EXCHANGE GAINS AND
 

LOSSES FROM PROPOSED ESTATE RUBBER PROGRAM
 

Recommendation 5 in Cliapter VI proposed a program for slaughter
tapping of estate rubber trees and replanting the slaughter-tapped areas 
with high-yielding trees in the year after slaughter-tapping. The esti
mates of the foreign exchangc gains and losses of such a program, presented
in Table VI-I, were derived as described below. 

It was assuMCd that the program would be carried out by slaughter
tapping and replanting the areas with the oldest trees first, subject to the
constraint that no more than 50,000 hectares would be slaughter-tapped
in a 'ear. IThis liimt was iiiposL4 because it is assumed that there is not 
enough trained manpower to replant a larger area with high-yieldingclonal material in a single year, and it would involve loss to slaughter-tap 
areas in one Ycar that cannot be replanted in the following year. The
assumed age dist ribution of trees is shown in the first two columns of 
"Fable i,]-i below and the assumed slatghter-tapping schedule is shown in 
the latter two columIns. 

Table E-1 
AREA oi RUi1FIRi I.'STATES wi'riI ITRi:Es AGED 26 YEARS AND 

MORE, AND PROPOSED Si...\UGii'nIi-TAPPING SCrIIw)UI-

Assumned average
Area age of trees Slaughter-tapping schedule 

(hectares) in Year /a Years Area 
150,000 38 31, 2 and 50,000 per year
25,000 34 4 25,000
25,000 33 4 25,000
25,000 32 5 25,000
25,0W0 31 5 25,000
25,000 30 6 25,000
10,000 29 7 10,000
10,000 28 8 10,000
10,000 27 9 10,000
10,000 26 10 10,000 

aBased on Rubber Statistics, published by Central Bureau of Statistics, Govern
ment of Indonesia, 1960. 

To estimate the yield from slaughter-tapping, it is necessary to know 
the average ages of trees in an area when it is slaughter-tapped because 
that determines their average yield. These average ages were readily
determined from the ages in Year I and the year when slaughter-tapping is 
scheduled. 
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Slaughter-tapping yields 1I. times as much rubber as normal tapping, 
so that the additionalyield is half the normal yield. For purposes of the 
present estimates, it was assumed that the additional yield is obtained for 
one year. The average normal yields per hectare for trees of different 
ages and the average additional yields derived from them are shown in 
Table E-2 below. 

Table E-2 

Y'liLi) oir ESTrA'rl: Ruiu.A:t Tiu.:rs 

(Kilograms per hectare) 

AdditionalAverage age yield from 
of trees Normal yield slaughter-tapping 

35 ycars 500 250 
36 years 450 225 
37 years 400 200 
38 years 350 175 
39 years 300 150 
40 years 250 125 
41 years and over 0 0 

The additional output of rubber from slaughter-tapping in an' year 
was obtained by multiplying the number of hectares of trees of a given 
age, slaughter-tapped in that year, by the assumed additional yield per
hectare for trees of that age. The results are shown in the first column 
of Table [-5, below. 

Losses fron; Slaughter-Tapping 
The loss of output from slaughter-tapping and cutting trees down is 

the yield that they would have had if their productive lives had not been 
ended to make way for higher-yielding trees. This foregone output 
begins in the year after slaughtcr-tapping and continues throughout the 
productive life of the trces. It was computed separately for each area 
having trees that would have attained a given average age in a given year.
The hectarage of each such area, shown in the second column of Table 
E-3, was multiplied by thc normal yield that the displaced trees would 
have attained had they not bccn cut (]own, shown in Table E-2 above. 
The results in each year, for each such area, are shown in the body of 

'Table E-3. The total output foregone in each year is shown in the last 
1line, and is carried to the second colunm of Table E-5. 
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Appendix Table E-3 
GROSS LOSSES OF RUBBER OUTPUT RESULTING FROM PROPOSED SLAUGHTER-TAPPING 

Acreage
Year of slaughter- Age whenslaughter- tapped s,..ughter-
tapping (thous. bect.) tapped 1 

1 50 38 -
2 50 39 -
3 50 40 -
4 25 37 -
4 25 36 -
5 25 36 -
5 25 35 -
6 25 35 -
7 10 35 -
8 10 35 -
9 10 35 -

10 10 35 -

2 

15,000 
-
-
-

-

-

-

-
-
-

-

Output Foregonein Year Indicated (in thous. kilograms)3 4 5 6 7 8 

12,500 0 0 0 0 0
12,500 0 0 0 0 0 

- 0 0 0 0 0 
- - 8,750 7,500 6,250 0 
- - 10,000 8,750 7,500 6,250 
- - - 10,000 8,750 7,500 
- - - 11,250 10,000 8,750 
- - - - 11,250 10,000 
- - -- - 4,500 
- - - -

- --- - -
- - - -

9 

0 
0 
0 
0 
0 

6,250 
7,500 
8,750 
4,000 
4,500 

-

10 

0 
0 
0 
0 
0 
0 

6,250 
7,500 
3,500 
4,000 
4,500 

Total 315 0 15,000 25,000 0 18,750 37,500 43,750 37,000 31,000 25,750 



17ield of New Trees 
The new, high-yielding trees yield two to four times as much, after 

ten years, as the low-yielding trees. They do not all approach maturity 
at the same rate, however. In the present estimates, we have assumed that
one-third of them begin producing in their sixth years (i.e., after they arc
five vears old), another third begin in their seventh years, and all are
producing in their eighth years. Since an area is replanted in the year
after it is slaughter-tapped, an area slaughter-tapped in Year 1, while not 
reaching full production until Year 11, begins producing i:.Year 7. We 
have made the conservative assumption that the replanted areas yield 189 
kilograms per hectare in the sixth year of life of the new trees, 378 kilo
grais per hectare in the seventh year, and 567 kilograms per hectare in 
the eighth and ninth 'ears. The outputs from each area in a given year
and the total output for each of the first ten years are shown in 'Table E-4, 
and are carried to Table E-5. 

Table E-4 
OUTPmIUT FROM PLANTING OF HIGH-YIELDING TREE.S IN FIRST TEN YEARS 

AreaYear of replanted Years Year YearYear Yearreplanting (thous.beet.) Ito 6 7 8 9 10 
2 50 0 9,450 18,900 28,350 28,3503 50 0 0 9,450 18,900 28,3504 50 0 0 0 9,450 18,9005 50 0 0 0 0 9,4506 50 0 0 0 0 07 to 10 55 0 0 00 0 

Total 315 0 9,450 28,350 56,700 85,050 

Value of Gains and Losses 
The additions to output from slaughter-tapping and from new trees

and the losses from foregone output of old trees, expressed in weight of 
output, are brought together in the first three columns of Table E-5, and 
net gain or loss in each year is shown in the fourth column. These output
gains and losses were then converted into money values, expressed in mil
lions of dollars, in accordance with the price schedule shown in the fifth 
and sixth columns of the table. 
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Appendix Table E-5 
ESTIMATED GAINS AND LOSSES IN FIRST TEN YEARS OF RECOMMIENDED RUBBER REPLANTING PROGRAM 

Weight in thousand kilograms Price Value in thousandsdollars 

Year 

Effect of 
slaughter-tapping 

Added yield Loss 
Yield of 

new trees 
Net Gain 
orLoss 

4 per 
lb. 

$ per 
1000 kilo 

Effect of 
slaughter-tapping 

Added yield Loss 
Yield of 
new trees 

Net Gain 
orLoss 

(D 

1 
2 
3 
4 
5 
6 
7 
8 
9 

10 

8,750 
7,500 
6,250 

11,625 
11,875 
6,250 
2,500 
2,500 
2,500 
2,500 

0 
15,000 
25,000 

0 
18,750 
37,500 
43,750 
37,000 
31,000 
25,750 

0 
0 
0 
0 
0 
0 

9,450 
28,350 
56,700 
85,050 

+ 8,750 
- 7,500 
-18,750 
+11,625 
- 6,875 
-31,250 
-31,800 
- 6,150 
+28,200 
+61,800 

27 
26 
25 
24 
23 
22 
21 
20 
20 
20 

595.24 
573.20 
551.15 
529.10 
507.06 
485.01 
462.97 
440.92 
440.92 
440.92 

5,208 
4,299 
3,445 
6,151 
6,021 
3,031 
1,157 
1,102 
1,102 
1,102 

0 
8,598 

13,779 
0 

9,507 
18,188 
20,254 
16,314 
13,669 
11,354 

0 
0 
0 
0 
0 
0 

4,375 
12,500 
25,000 
37,500 

+ 5,208 
- 4,299 
-10,334 
+ 6,151 
- 3,486 
-15,157 
-14,722 
- 2,712 
+12,433 
+27,248 



Comment on General Method 

It should be noted that the slaughter-tapping schedule on which 
,dese estimates are based was not determined by any rigorous process, 
such as maximizing the present value of the monetary gain or the sum of 
the annual gains. The accuracy of the figures used is not great enough 
to justify the additional effort that such a calculation would have required. 

Among the inaccuracies is the fact that the assumed ages of trees, 
besides being only approximations based on grouped data in the original 
source, relate to 1j59. No adjustment has been made for the fact that 
the trecs would be at least three years older when the program begins. 
Failure to make this adjustment, however, has offsetting effccts, since it 
cause overestimation of both the output gained by slaughter-tapping and 
the output lost by destruction of trees. It is believed that the niet error 
is not serious relative to other unavoidable sources of error in the estimates. 

APPENDIx F 

PROPORTION OF DOMESTIC SAVING ABSORBED BY
 
ADDITIONS TO INVENTORIES
 

In Chaiter IV, a general formula ,vas used to derive the proportion 
of current domestic saving absorbed by investment in additions to inven
tories from two other ratios: (1) the ratio of inventory investment to 
total investment and (2) the ratio of current domestic saving to total 
current saving (i.e., domestic saving plus the net deficit on current inter
national account), when the government budget is balanced. This 
formula was derived from a fundamental national accounting identity: 
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total saving plus taxes equals total investment plus government expendi
ture. The derivation is as follows: 

Inventory investment = 
Inventory investment X (Total invest. + Gov't expend.) 

Total investment +- Gov't expenditure 
)omestic saving - Domestic saving X (Total saving + Taxes) 

Total saving + Taxes 

Dividing the first equation by the second, we get: 

Inventory investment 
l)oniestic savings --

Inventory investment X (Total invest. + Gov't expend.) 
Total investment + Gov't expenditure 

Domestic saving X (Total saving + Taxes) 
Total saving + Taxes 

Since total investment 4- government expenditure = Total saving 
+ taxes, it follows that: 

Inventory investment 
Inventory investment 

lotal investment - Gov't expenditure 
Domestic saving = Domestic saving 

Total saving + Taxes 

If, in addition, government expenditure = taxes, then total investment 
= total saving, and it follows that: 

Inventory investment 
Inventory investment Total investment 

Domestic saving - Domestic saving 

Total saving 

This is the formula used in Chapter IV. 
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