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1. 4/29/68 

2. 

3. 

4. 

5. 

6. 

7. 

5/13/68 

6/12-15/68 
(Djakarta) 

" 

" 

" 

" 

" 

II 

" 

" 

6/19/68 

9/28/68 

10/4/68 

8. 11/29/68 

9. 5/7/69 

10. 9/29/69 

INDONESIA 

Professor Widjojo, Dean of the Economic Faculty, University of 
Djakarta; Chairman, Indonesia's National Development Planning 
Agency (BAPPENAS); Director, Economic and Social Research 
Council (MIPI) 

Accompanied by Professor Salin and Ambassador Soedjatmoko 

Ambassador Soedjatmoko 

Sultan Hamengku Buwono IX (Sultan of Jojakarta), State Minister 
Prof. Widjojo 
Dr. Ali Wardhana, Minister of Finance 
Dr. Soemitro Djojohadikoesoemo, Minister of Trade 
Dr. Frans Seda, Minister of Communications 
Dr. Radius Prawira, Governor, Bank of Indonesia 
Prof. Dr. Mohammad Sadli, Chairman, Foreign Investment Board 
Dr. Emil Salim, Deputy Chairman of BAPPENAS 

President Suharto 

Ambassadors of Interdepartmental Group for Indonesia 

Adam Malik, Minister of Foreign Affairs 

Summary of Problems of the Indonesian Economy Based on Discussions 
held June 12 and 13, 1968, as prepared by the Indonesians 

Principal Conclusions on Indonesian Economic Problems, as prepared 
by the Indonesians 

Speaker Nasution, House of Representatives 

Student Leaders, including Sumantri Brodjonegoro, Rector of the 
University of Indonesia and Minister of Mines 

Guest list at Ambassador Green's dinner 

Ambassador Soedjatmoko - lunch at the Bank 

Prof. Widjojo 

Dr. Ali Wardhana, Minister of Finance. (I 

General Ibnu Sutowo, President/Director of PERTAMINA (National Oil 
and Gas Company) 

Mr. Hasmoro, PERTAMINA representative in NYC 
General Suhardiman, Indonesian Consul General in NYC 

Ambassador Soedjatmoko 

Dr. Ali Wardhana, Minister of Finance 
Radius Prawiro, Governor, Bank of Indonesia 
Djoeana Koesoemahardja, Deputy Governor, Bank of Indonesia 
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11. 5/27/70 President Suharto 

12. 

13. 

14. 

15. 

5/27/70 

8/3/70 

9/22/70 
(Copen.) 

9/29/71 

2/25/72 

4/17/72 

Adam Malik, Minister of Foreign Affairs 
Prof. Widjojo 
Ambassador Soedjatmoko 

Prof. Widjojo 

Dr. Sumitro Djojohadikusumo, Minister of Trade 

Ali Wardhana, Minister of Finance 
Radius Prawiro, Governor, Bank of Indonesia 
Suwito Kisumowidagdo, Ambassador to Sweden 

Ali Wardhana, Minister of Finance 
Radius Prawiro, Governor, Bank of Indonesia 

Ambassador Sjarif Thajeb 

Ali Wardhana, Minister of Finance (with Committee on ED Remuneration) 

5/3-5/72 Soedjatmoko, National Development Planning Agency 
(Bellagio) 

16. 5/30/72 Franz Seda, Minister of Transport and Communications (with delegation 
from Coordinating Committee of Southeast Asian Senior Officials 
on Transport and Communications (COORDCOM) 

17. 6/14/73 Ambassador Thajeb 

18. 

19. 

Prof. Mohammed Sadli, Minister of Mining 

7/24/73 General Ibnu Sutowo, Pertamina Oil 
Amb assador Thajeb 
Colonel Benson, US Representative to Pertamina 

2/16-19/74R_McN Notes on visit to Indonesia {~_:_.~ Lht.:-~ ~) . 
2/16/74 Dinner with Soedjatmoko 

(Djakarta) 

20. 2/16-19/74 Professor Subroto, tinister of Manpower, Transmigtation, Cooperatives 
(Djakarta) Radius Prawiro, Minister of Trade 

General Arifin, Head of Logistics Agency 
Prof. Sukowati, Minister of State for People's Welfare 
Dr. Siwabessy, Minister of Health 
Mintaredja, Minister of Social Affairs 
General Sjarif Thayeb, Minister of Education and Culture 
Prof. H.A. Mukti Ali, Minister of Religious Affairs 
Dr. Suewardjono, Chairman of National Family Planning Coordination Board 
Prof. Hafid 
Dr. Raganathan 

Professor Widjojo Nitisastro, Minister of State for Economic, Financial 
and Industrial Affairs 

Ali Wardhana, Minister of Finance 
Professor Mohammed Sadli, Minister of Mining 
Rachmet Saleh, Governor of the Bank of Indonesia 

(Cont'd) 
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.2/16---19/74 
(Djakarta) 

(Contd) 

21. 2/19/74 
(Djakarta) 

4/5/74 

22. 10/1/74 

23. 1/17/75 

24. 1/31/75 

3/3/75 

25. 8/30/75 

26. 10/29/75 

1/6-10/76 
(Dev. Cte., 
Kingston) 

27. 10/5/76 
(Manila) 

10/7/76 
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Prof~ Thajib Hadiwidjaja, Minister of Agriculture 
General Andi Mohammad Jusuf, Ministe? of Industry 
Sutami, Minister of Public Works and Electricity 
Dr. Emil Salim, Minister of Communications 

Sujono Sosrodarsono, Director General of Water Resources 
Mr. Poernomisid, Director General of Highways 
Ir. Rachmat Wiridasuria, Director General of Housing, Planning 

and Urban Development 
Abdul Kadir, President Director of the National Power Co. 
Agus Sujono, Director General of Chemical Industries 

President Suharto 
Rachmat Saleh, Governor of Bank Indonesia 
Ali Wardhana, Minister of Finance 

Ambassador Sjarif Thajeb (farewell call) 

Ali Wardhana, Minister of Finance 
Rachmat Saleh, Governor, Bank Indonesia 
Julianto Moeliodihardjo, Director General of Monetary Affairs, 

Ministry of Finance 
J. E. Ismail, Executive Director, Bank Indonesia 
Saleh Afiff, Deputy Chairman, State Planning Bureau 

Ali Wardhana, Minister of Finance 
Rachmat Saleh, Governor, Bank Indonesia 

Ignu Sutowo, President of PERTAMINA 
Ambassador Rusmin Nurjadin 
Rex Hasmoro, PERTAMINA Representative in New York 
Colonel George C. Benson, PERTAMINA Representative in Washington 

Sir Sultan Hamengku Buwono IX, Sultan of Jogjakarta and 
Vice President of Indonesia (Breakfast at home) 

Ali Wardhana, Minister of Finance 
Rachmat Saleh, Governor, Bank Indonesia 
Byanti Kharmawan, Executive Director, IMF 
Ambassador Rusmin Nurjadin 
(Also memo of meeting with Mr. Bell) 

Lt. Gen. Ali Moertopo, Deputy Chief of the Intelligence 
Coordinating Agency (BAKIN) 

Ambassador Rusmin Nurjadin 

Rachmat Saleh, Governor, Bank of Indonesia 

Ali Wardhana, Minister of Finance 
Rachmat Saleh, Governor, Bank of Indonesia 

Ali Wardhana, Minister of Finance ) 
Rachmat Saleh, Governor, Bank of Indonesia) (with ASEAN Group) 

(Minutes filed Singapore) 
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Widjojo Nitisastro, Minister of State for Economy, 
Finance and Industry 

Suwardjono Surjaningrat, M. D., Chairman, National Family 
Planning Coordinating Board 

Byanti Kharmawan, Executive Director, IMF 

Ali Wardhana, Minister of Finance 
Rachmet Saleh, Governor, Bank Indonesia 
Arifin M. Siregar, Executive Director, Bank Indonesia 
Julianto Moeliodihardjo, Director General, Monetary Affairs, 

Ministry of Finance 

Nitisastro Widjojo ~ Chairman, National Planning Agency (Bappenas) 
AmbassadorAshari 

Ali Wardhana, Minister of Finance 
Soegito Sastromidjojo, Dir.Gen. International Monetary Affairs 
D. Ashari, Ambassador 
Rachamat Saleh, Governor, Bank Indonesia 
Arifin M. Siregar, Man~ging Director, Bank of Indonesia 

Dr. B.J. Habibie, Indonesian Minister of State for 
Research and Technology 
Ambassador Ashari 

Mr. Mortono, Jr. Minister for Transmigration 
Dr.Saleh Afiff, Dep. Min. for Economic Affairs, BAPPENAS 
Amb. Ashari 

Soedjatmoko 
Mr. Sadli, former Minister of Mining 
Mr. Seda, former Minister of Communications 
Mr. Sarbini, Economist 

Adam Malik - Vice President 
Professor Selo Sumardjan 

President Soeharto 
Basjuk Slamet, Head of the Palace Protocol 
Finance Minister Ali Wardhana 
Rachmat Saleh, Governor of the Central Bank 

Emil Salim, Minister of State for Environment and Development 
Ir. Soehoed, Minister of Industry 
Professor Ir. Habibie, Minister forResearch and Technology 
Professor Subroto, Minister for Mines and Energy 
General Pangabean, Coordinating Minister for Political and 

Security Affairs 
Dr. E. J. Sinaga, Private Secretary to Minister Pangabean 



35. 5/10-
5/15/79 

(Indonesia) 
(con't) 

36. 10/1/79 
(Annual 
Meeting) 

3/31/80 

11/11/80 

37. 9/30/80 
Annual 
Meeting 
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Bank Indonesia 
Minister of Finance Ali Warfihana 
Governor Rachmat Saleh 
Minister of Trade and Cooperatives Radius Prawiro 
Minister of State for Admin Reform Dr. J. B. Sumarlin 
Minister of PUblic Works Dr. Ir. Purnomosidi 
Minister of Agriculture Professor Ir. Soedarsono Hadisapoetra 
Miniseer of Manpower and Transmigration Professor Dr. Harun 

Alrasjid Zain 
Junior Minister for Transmigration Martone 

'Ministry for Social Welfare 
Coordinating Minister for Social Welfare General Surono 
Junior Minister for Women's Affairs Mrs. Lasijah Soetanto 
Secretary to the Coord. Minister Mr. Satibi Darwis 
Third Asst to Coord Minister Mr. Hidayat Mukmum 
Professor Dr. Setijadi from Ministry of Education 
Dr. R. Bahrawi Wongsokusumo from Ministry of Health 
Dr. Subekti, Director General of Community Health 
Dr. Sugeng Supari from Ministry of Social Affairs 
Dr. Henri Pardoko from Ministry of Social Affairs 
Mr. Drajat, Head of the Planning Bureau 
Director General for Islamic Affairs Dr. H. Kafrawi (Ministry 

for Religious Affairs) 

Ali Wardhana, Minister of Finance 
Rachmat Saleh, Governor, Bank Indonesia 
Soegito Sastromidjojo, Director Gen. for International 

Monetary Affairs, Min. of Finance 
Arifin Siregar, Managing Director, Bank Indonesia 

Soedjatmomo - Lunch at Tracy Place 

Soedjatmoko -Dinner at Harrimans' 

Minister of Finance Ali Wardhana 
Rachmat Saleh, Governor, Bank Indonesia 
Soegito Sastromidjojo, Dir.Gen., International Monetary Affairs, 

Min. of Finance 
Amb. Ashari 
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FoRM No . 57 

TO: 

FROM: 

SUBJECT: 

-~--------

INTERNATIONAL DEVELOPMENT I INTERNATIONAL BANK FOR I INTERNATIONAL FINANCE 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION 

OFFICE MEMORANDUM 
Hr. Rainer B. Steckhan 

J 0>1-io J ~en 
Indonesia - Visit of Professor Widjojo 

DATE: April 25, 1968 

With reference to your request to Mro Goodman, following are 
biographical notes on Professor Widjojo: 

Personal Data: In his early forties; married, one childQ 

Education: Ph D in Economics (1962) from University of 
California where he studied under a Ford Foundation grant. He is 
known to have a special interest in demography but considers himself 
to be a general economist. His command of English is good. 

Present Position: Dean of the Economic Faculty of the 
University of Djakarta; Chairman of Indonesia's National Development 
Planning Agency ( BAPPENAS); a director of the Economic and Social 
Research Council (MIPI). As Chairman of BAPP.ENAS he is directly 
responsible to President Suharto and a de facto member of the cabinet. 

Previous Functions: Leader of the Indonesian delegation to 
the 1955 ECAFE Conference and to the 1963 ECAFE Population Conference; 
leader of the Indonesian delegations to recent inter-governmental 
meetings on Indonesian Debt and Assistanceo 

Professor Widjojo is considered to be the leading economist 
in Indonesia and is respected among professional economistso He is a 
close adviser to President Suharto with whom he sided from the start 
against Sukarno. 

cc: Mr. Brakel 

JMJentgen/rf 





FoRM No. 57 

TO: 

FROM: 

SUBJECT: 

L l 

INTERNATIONAL DEVELOPMENT I INTERNAT ION h L BANK FOR I INTERNATIONAL FINANCE 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION 

OFFICE MEMORANDUM 
Mr. Robert S. McNamara DATE: June 27, 1968 

William Clark ~ 

Indonesian Conversations 

At our last formal meeting with the Sultan, you summed 
the conclusions that you had arrived at during our visit: 

You said that there was no more deserving 
country that you knew of than Indonesia. It needed 
assistance and it had taken the right steps to 
ensure that assistance would be made good use of. 
There was at the moment a correct emphasis in the 
development program on food production and import 
substitution. 

But there was at present a world shortage of 
aid money. Loans from any source were extremely 
difficult, not least from the World Bank itself in 
view of Indonesia's debt problem in relation to 
hard loans, and in view of the delays in replenishing 
IDA in relation to soft loans. 

However, technical assistance from the Bank was 
possible and this would be given by a resident mission 
under Bernard Bell, one of the most senior and 
respected members of the Bank's staff. This would 
include help in the rehabilitation of irrigation 
for the rice paddies, and here it was possible that 
the World Bank would be able to provide soft loan 
finance of up to $4 million. We would also try and 
help with technical assistance to expand fertilizer 
production, at least at the design stage. Further, 
we could perhaps help to coordinate somewhat the 
flow of aid and technical assistance from the inter­
governmental group (IGGI). 

The Minister of Industries at once raised the 
question of how far the Bank could help in the 
rescheduling of debt. This was a most urgent matter. 
You took note of his remark. 

You said that we should start on the legal aspects 
of making irrigation loan and carrying on irrigation 
work within the next 10 days, and the whole process 
might be tied up by July. On fertilizers, you said 
that it is your understanding that the U.S.AID might 
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Mr. Robert S. McNamara - 2 - June 27, 1968 

pay for studies that were necessary if they are 
undertaken by the Bank. 

Dr. Sumitro forceably made the point that the 
people were getting very impatient, unless there were 
signs of external assistance, and signs of development 
that was helpful to ordinary people. Indonesia might 
need to accept hard loans, or even suppliers credits, 
since the debt problem was a lesser problem than 
popular revolt. 

Franz Seda raised the matter of the importance 
to Indonesia of getting debt rescheduling for a much 
longer period than three years at the next meeting of 
the intergovernmental group which is to be held in 
October in one of the creditor countries. You took 
note of his suggestion. 

There were a number of questions pressed upon 
you about what the Bank would do once it had IDA funds 
at its disposal. You parried these questions and did 
not give any direct promise or suggestion of where 
such funds would flow, while leaving the impression 
that Indonesia was a very deserving case that would 
not be forgotten by you. 
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FoRM No. 57 

TO: 

FROM: 

SUBJECT: 

&/t~ --- 1{ 
INTERNATIONAL DEVELOPMENT I INTERNATIONAL BANK FOR I INTERNATIONAL FINANCE 

ASSO C IATION RECONSTRUCTION AND DEVELOPMENT CORPORATION 

OFFICE MEMORANDUM 
Mr. Robert S. McNamara DATE: June 20, 1968 

William Clark un,., 

Conversation With Sultan of Jogjakarta, and Economic Ministers 

We were a few moments early for our appointment with the 
Sultan, and therefore had a short rather private conversation with 
him before he was joined by 11Hios8 Economic Ministers who work 
under his general guidance. We gained the impression that because 
of his seniority and long experience the Sultan was still in 
effective charge of the economic affairs of the Indonesian Govern­
ment, but that in the recent reshuffle Mr. Sumitro, who had become 
Minister of Trade, was a growing influence on the Economic Minis­
ters, several of whom had been taught by him .in their younger days. 
It was also in general apparent that while the Sultan favored a 
continuance of the liberalization program which had been put into 
effect under IMF guidance, Mr. Sumitro was more inclined to regard 
the present failure of a sufficient flow of aid as justifying our 
return to import quotas and a dirigiste approach. The Sultan 
began by mentioning the need that Indonesia had for financial 
assistance in building an aluminum smelter based on the bauxite 
supply in Sumatra, and power derived from a large hydroelectric 
project. This dam would also supply irrigation for rice estates. 
The surveys on all of this were almost complete. 

The Sultan then, however, pointed out that the five year 
plan which would end in 1972 was 90% for rehabilitation. There 
was a great need for rehabilitation, e.g., on the railways, tele­
communications, shipping, etc. 

In response to a question from you the Sultan said that 
the supply of aid from various external sources was coordinated 
by BAPPENAS, but he added that it was new to the job, and not very 
efficient. He would warmly welcome Bank help in this coordination 
of aid. 

He also hoped that the large amount of technical assist­
ance give by various UN and .bilateral bodies would be implemented 
with World Bank help. At the moment there are a large number of 
plans, but no money to carry them out . 

The Sultan said that he was having to cancel quite a 
large number of projects which were already well under way, be­
cause they had been so badly planned. He cited several east 
European projects such as a Russian steel plant which simply 
could not produce any steel, a paper pulp plant which was 
situated upstream from the point in which the logs could be 



Mr. Robert s. McNamara - 2 - June 20, 1968 

floated, and a Czech sugar plant which was extremely inefficient. 
The Sultan then went on to stress the extreme importance of 
agriculture, and the great hope that had arisen as the result of 
the new and more effective seeds brought from the Philippines. 
He gave us a preview of the state of agriculture and its impor­
tance in Indonesia, which was confirmed at the meeting the follow­
ing morning of which we have received a separate record from the 
Indonesians. The Sultan and his Ministers went on to describe the 
extreme difficulties which Indonesia faced due to inflation . They 
pointed out that the budget had been balanced or almost so for the 
first time in 1967. But they were still stuck with an enormously 
inflated civil service which devoured Government revenues. They 
had increased direct taxes eightfold in 1967 and indirect taxes 
fourfold, but even so very little money was left over for develop­
ment after the payment of wages and a rice ration to civil servants 
and their families. 

Ministers freely admitted that last year {partly}they 
hinte~at the insistence of the IMF) they had cut their imports 
of ri~ too drastically to save foreign exchange, and as a result 
the price had skyrocketed during the last months of 1967 and the 
early months of 1968 since they had to buy rice in the commercial 
market in order to keep their contract with the civil service and 
others this had resulted in a sharp rise in the cost of living, 
and sharp inflation. 

It was at this point that Mr. Sumitro began his com­
plaints that the IMF policies were really too liberal, and cut 
into the amount of money which was available for development . 
He said that so long as the price of commodities fell and 
foreign exchanges fluctuated, and there was no certainty about 
the supply of aid it was really impossible to carry out the 
development plan. He pointed out that Indonesia had been led 
to expect something like US$325 million in aid during 1968, and 
with almost six months of the year gone only US$15 million had 
been received. Really, he said, unless the donors can treat us 
more considerately it will be impossible to continue to fulfill 
the demands for liberalization of the IMF, and I shall have to 
reintroduce trade quotas and exchange control. What was needed, 
he added, was a buffer stock of rice to keep down its price, and 
of finance to stop the rupiah from losing its value on the ex­
changes. 

He pointed out that owing to the liberalization of trade 
the extremely scarce foreign exchange of Indonesia was largely 
being spent on consumer goods with the result that the imports of 
raw materials, e.g., yarn were very much reduced, and therefore 
exports of textiles were reduced. Over the past ten years 
Indonesia's export earnings had fallen by two-thirds, and the re­
sult was a drastic slowing down of development. 



~ . 

Mr. Robert S. McNamara June 20, 1968 

The Chairman of the Central Bank explained some of the 
difficulties that arose over using United States aid which was 
tied . In essence the difficulty seemed to be that they could not 
persuade private importers to buy fertilizers in the United States 
where they were more expensive , and therefore large amounts of 
American aid were not in fact being used at all . 

You asked that the Indonesian authorities should supply 
you with a list of the goods that they would like to buy with 
their leftover American aid . These lists have now been made 
available. 

The Ministers further explained their desire to get 
more wheat under PL480 from America . They also mentioned that 
there was considerable difficulty in getting wheat properly 
used, since it did not all together suit the dietary habits of 
many Indonesians . They were nonetheless very anxious that as 
much wheat as possible should be made available before January 
which was the peak of the shortage period for cereals . 

Mr . Sumitro surmned up by saying that "everyone is 
anxious to help us, but no one is willing to promise us any­
thing different from the present1 which is that aid is 
dependent on availability rather than on our needs" . This, 
he said , made planning very hard indeed . He asked whether the 
World Bank might help them negotiate with the governments , and 
increase the amount of useful aid that would flow particularly 
from Japan and the United States. 
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FoRM No. 57 

TO: 

FROM: 

SUBJECT: 

Y>/r~, , 1(" 

INTERNATIONAL DEVELOPMENT I INTERNAT ION .l.L BANK FOR I INTERNATIONAL FINANCE 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION 

OFFICE MEMORANDUM 
Mr . Robert McNamara DATE: June 20 , 1968 

William Clark ~. 

Conversation with President Suharto 

President Suharto received us in the modest front parlor 
of his own home which he uses as his office. After an exchange of 
compliments he explained the needs of Indonesia as he saw them . 

These needs were primarily to reconstruct and rehabilitate 
the economy of Indonesia which had been ruined by the mismanagement of 
the previous five years . If this were not done , or if the reconstruction 
were unsuccessful the communists would take advantage of the failure to 
stir up trouble again. It was necessary therefore to move at a gallop, not a 
canter . 

Apart from rehabilitating the infrastructure of the country 
the other great need was to stabilize the monetary situation . Here the 
burden of debt which had been run up by the previous Government was the 
real problem, and it was only very temporarily settled until 1971 . In 
both rehabilitation and stabilization Indonesia recognized its great need 
of help from abroad and particularly from the international bodies . 

The economic development plans of Indonesia took in 
particularly food production , house building , school building, and the 
creation of jobs . Of these the first essential was the creation of a 
better agriculture . This needed fertilizers , insecticides and the 
education of farmers . 

About half of the work in farming that needed to be done 
could be done by the Indonesians themselves but they would need external 
help with the other half . For instance their current need was for 
200 , 000 tons of fertilizer , and they produced only 100 , 000 . At the 
moment they either needed the fertilizer or the foreign exchange to 
buy it . In the long run they needed assistance to produce the fertilizer 
for themselves . In the education of farmers the students were used 
extensively , and they were introducing the new seeds which had come 
from Los Banos in the Philippines . 

Another need in agriculture was to rebuild and rehabilitate 
the irrigation system which had been broken up as well as neglected by 
the communists . With good irrigation and with the cutting down of some 
unnecessary forest and the draining of some swamps , something like 
forty million hectares of extra land could be made available for rice 
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production in the next twenty years . This could produce 120 million 
tons of rice extra , but by the time this amount was produced the 
population would have risen from 115 million to 200 million . Even so 
by the end of the century Tndonesia ought to be able to export rice . 

All plans for Indonesia's development should focus on 
agriculture , but industry must also be developed to back up agriculture , 
e . g ., by producing fertilizers and tools . It is also necessary to 
develop mining , forestry , and fishing . 

The richness of resources in Indonesia was almost 
unparallelled, and the President said that he was looking forward to 
increased foreign investment in the country . He hoped the Rank would 
make an appraisal of the possibilities of development in Indonesia in 
both the long and the short term . With the Bank ' s prestige he felt 
that such an objective survey could induce considerable investment from 
abroad in Indonesia . 

On our last day we again called on President Suharto and 
you gave him a very favorable account of our talks with Ministers , 
emphasizing the high respect you had for their qualities . You stated 
the Bank ' s intention of establishing a resident mission , and gave 
copies of the exchange of letters between yourself and the Sultan , 
and the draft text of what you intended to say that day to the 
press conference . You further mentioned the high quality of the 
miss i on that you hoped to send , and concluded by reminding the 
President that there would be problems concerned with housing these 
people , and that you hoped for help from the ~overnment . 

In response the President said that your mission had 
had a double impact on public thinking : 

1 . It should help to encourage donors to give more 
aid to Indonesia; 

2 . domestic opinion in Indonesia would be convinced 
that the Government was really getting ahead with 
development and was concentrating on that as their 
number one task . 

You commented on the length of time that it would take 
for progress to become apparent , and in conclusion the President gave 
us assurances that he would not allow any over-optimistic promises to 
be made to the people . 





F'oRM NO. 57 

TO: 

FROM: 

SUBJECT: 

INTER~ATIONAL DEVELOPMENT I INTERNAT ION I,L BANK FOR I INTERNATIONAL FINANCE 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION 

OFFICE MEMORANDUM 
Mr. Robert S. McNamara DATE: June 24, 1968 

William Clark ~ 

Meeting With the Ambassadors from the Intergovernmental Group 
for Indonesia 

The French Ambassador at your request opened the talk, 
He said he was delighted that you had said that the implementation 
of policies was now needed, since the right decisions had been 
taken. He was also glad to learn that the Bank would help in 
planning and management, management help was by far the most 
important need of Indonesia. What really was necessary was that 
Indonesia should be restructed for a modern industrial society. 

The Australian Ambassador spoke next. He paid tribute 
to the planning staff in Djakarta, but said that the difficulties 
which remained were enormous. A great deal more staff work was 
especially needed on most of the projectso Bank help on this 
planning side was very much to be welcomed. 

The Netherlands Ambassador. The great bottleneck in aid 
to Indonesia is the lack of any coordination to avoid overlapping. 

The Japanese Ambassador: agreed on the importance of 
coordination also of projects. 

The American Ambassador also gave general welcome to the 
Bank's role. In a brief exchange with the Australian Ambassador 
they both agreed on the extreme importance of speed in setting up 
the mission and speed in giving help to the plan and projects. 

Mr. Sumitro, the Minister of Trade, intervened to repeat 
his earlier line about the urgency of actually getting the aid which 
had been promised. He pointed out that the delay in using U.S. aid 
was not an argument for Indonesia's inability to absorb aid, it was 
because U.S. aid was extremely difficult to digest because of its 
tying. He pointed out the great difficulty of any forward planning 
when the availability of loans is not certain. '~id is not the 
sole requisite of development but it is an essential." The 
institutional impediments to development which undoubtedly existed 
in Indonesia were tremendously aggravated by this uncertainty about 
aid. The next six months were crucial for the implementation of 
future plans, but they must have a clear certainty of food reserves 
if disastrous inflation was to be avoided. In recent months the 
reserves had been used up on buying rice in the open market. For 
this reason a financial buffer stock was needed against the gnomes 
of Hong Kong; this was as necessary as a buffer stock of rice. 
"If the next two quarters are going to be coped with efficiently 
by us I cannot recommend continued liberal policies and policies 
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of easy convertibility of the ruppiah. I am already considering 
some form of import control." (These import controls were indeed 
introduced four days later.) 

The Italian Ambassador explained at some length that 
Italy also had problems of development, which perhaps helped to 
explain the long delay in his debt rescheduling. The World Bank 
should help to get private and governmental investment in Indonesia, 
and prevent their overlapping. 

The Finance Minister explained that increases in the routine 
budget of the country had been financed by unpopular taxes, e.g., that 
on gasoline. The balancing of the development budget was a great 
deal more difficult since only one-eighth of the aid which had been 
expected had come in during the first five and a half months of 
the calendar year. This has threatened the "ceilings" laid down by 
the IMF. 
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FORM No. 57 

TO: 

FROM: 

SUBJECT: 

INTERNATIONAL DEVELOPMENT I INTERNAT ION /, L BANK FOR I INTERNATIONAL FINANCE 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION 

OFFICE MEMORANDUM 
Mr. Robert s. McNamara DATE: June 24, 1968 

William Clark ~ . "" 
Statement to Mr. Adam Malik, Indonesian Foreign Minister 

I accidentally omitted from my memorandum on your conversation 
with Mro Malik your own opening statement, which was in brief as follows: 

'We are here at your invitation to see whether and 
how we can help Indonesiao The World Bank is a 
development agency even more than it is a bank. We 
attempt to assist those who require help, and who 
can use it efficiencly. I am encouraged by your 
leadership and the Ministers who are in charge of 
economics. 

This program will demand unpopular decisions, and 
you have shown the courage necessary to take them, e.g., 
to reduce corruption, advance efficiency, etc. 

I am anxious to show by my first visit as President 
of the World Bank the importance of Indonesia with its 
great potential, wealth and large population. I am 
ready to put in a resident mission as a sign of 
confidence and support, a sign which will be read by 
the western world as well as by Indonesians." 

(This statement was roughly speaking a repetition of what 
you had just said at the end of your interview with President Suharto.) 



Fc.lM No. 57 

TO: 

FROM: 

SUBJECT: 

hrJ,~,f15 
INTERNATIONAL DEVELOPMENT I INTERNAT ION .l.L BANK FOR 

ASSOCIATION RECONSTRUCTION AND DEVELOPMENT 
INTERNATIONAL FIN,NCE 

CORPORATION I 

OFFICE MEMORANDUM 
Mr . Robert McNamara DATE: June 20 , 1968 

William Clark ~. ... ... 
Conversation with Mro Adam Malik - Foreign Minister of Indonesia 

Mr . Malik welcomed your visit to Indonesia and stressed 
the importance of giving hope to the Government and people . The 
Communist Party was the second biggest party in Indonesia and the 
largest in Asia outside China . People did not feel yet that the 
Government was making sufficient progress , but hope still flickered . 

He felt that the army must be made more interested in 
the development process . After all it included about half a million 
people . 

Nonetheless the civil population were the most important 
part of the scene , and for them greater production of food was the 
most important item o Indonesia would be able to accept large quantities 
of wheat in the future , but at present it was still necessary as far as 
possible to get rice . The demand for rice had risen both because of 
the increase in the population and because of increased standards of 
consumption . Today, the Indonesian people expected to eat rice three 
times a day . 

Mr . Malik said that Japan had not offered a great deal 
of help and hoped that it would be possible for you to persuade them 
to raise their help . You replied that you would indeed try to do this 
when you were in Tokyo . At the same time you urged that signs of 
corruption amongst the army rather than the Government should be 
eliminated so far as possible because of its deterrent effect on 
donors . Mr . Malik replied that he hoped the Bank would help to 
restore good administration . 

Speaking of southeast Asia generally , Mr . Malik said 
that the best that could be obtained in Viet Nam was a compromise 
and the question was how long a coalition government could remain 
independent of total communist control . 

He went on to say that we must use the time at our disposal 
to build up the economies of southeast Asia so as to prevent more 
communist takeovers . In this connection he regarded the Thai Government 
as a weak spot. He added that both the Thais and the f1lipinos 
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were dubious about any compromise in Viet Nam . 

He mentioned that Indonesia had some difficulties with 
Singapore because of the way in which the Chinese population had been 
treated in Indonesia . 

Speaking of the army Mr . Malik hoped that they would 
stay out of business , but hoped that they would help development by 
building roads , repairing agricultural implements , helping with shipping , 
and above all by keeping honest and appearing so . He mentioned that 
over 50% of the army was in Java . He added that t he Br i tish withdrawal 
from the Far East was of no great importance except for its impact on 
the budget of Singapore . 





SUMMARY OF PROBLEMS OF THE INDONESIAN ECONOMY 
BASED ON DISCUSSIONS HELD JUNE 12 AND 13, 1968 
AS PREPARED BY THE INDONESIANS 

I. GOVERNMENT FINANCE. 

1. In 1966 Government expenditures were Rp. 29 billion and Government revenues 
were Rp. 13 billion; the deficit amounted to Rp. 16 billion. In 1967 the 
principle of balanced budget was adopted and maintained, resulting in a 
deficit of only Rp. 3 billion, with Rp. 87 billion expenditures and Rp. 84 
billion revenues. 

The main problem is to close the deficit in spite of rising prices. 

2. Revenues from direct taxes in 1967 rose to 8 times compared with 1966, 
whereas revenues from indirect taxes rose to only 4 times. 

3. In 1967 the counterpart funds out of foreign aid were used for routine 
expenditures. In 1968 routine expenditures have to be covered by internal 
revenues, and the counterpart funds will be used for development purposes. 

4. Our main problem is the large number of government employees (including 
armed forces and employees of autonomous regions) and the dependents, which 
amount to 5.5 million. Their salaries and rice rations constitute a large 
proportion of the budget. The I.M.F. keeps close watch on the budget. 
Quarterly reports are examined. Overshooting the planned expenditures 
endangers the drawing limits from I.M.F. 

5. Inflation rate in 1967 up to August was relatively low. The basic mistake 
was the Government buying of rice which took place too late. As a resul~ 
the rising prices during the last quarter got out of hand. 

6. Inflation rate for January 1968 was 40%. After that the average was 5% 
monthly. The increase of the gas price to 4 times last April resulted 
in a general price increase of 5.9% in May. 

II. FOREIGN AID. 

1. 

2. 

This year Indonesia plans to import 600.000tons of rice, of which 200.000 
tons will come from P.L. 480, and the remainder will have to be imported 
with our own foreign exchange. In addition we need some 500.000 tons of 
wheat flour. Normally we import 1.200.000 tons of rice annually. The 
import this year will not saturate the market but will limit the rise in 
prices. 

There is a definite interrelationship between rising prices of rice and 
rising exchange rates. As soon as the shortage of rice was felt during 
the last quarter of 1967, speculators went to buy foreign exchange antici­
pating cash imports of rice by the Government. This resulted in a sharp 
increase of the exchange rate. What we need is a Government controlled 
stock of rice (with wheat as a supplement). In addition we need an 
equalization fund to keep the exchange rate stable and to make the Rupiah 
convertible. 



3. The target of our monthly exports in 1968 is $46 million excluding over­
prices. During the first five months the average of our realized exports 
is $32.5 million. This was the consequence of the destabilizing price 
rises of rice and foreign exchange, which resulted in inventory hoarding 
and smuggling. 

4. We have entirely gone away from import lice~ing since October 1966. If 
we do not get aid sufficiently and in time, we may have to resort to 
licensing and quotas again, even though we do not want this. 

5. Out of the $236 million of aid committed for 1968, so far only $15 million 
has been disbursed and sold to importers. Aid from the U.S.A. has to go 
through a time-consuming administrative procedure. In addition, U.S. 
commodities are not competitive due to distance and higher prices. The 
U.S. has pledged $110 million, out of which $25 million will be sold under 
the BE system. Originally this $25 was earmarked for busses and tr · cks 
for the city Djakarta. The U.S. government did not agree. Then thought 
has been given to use it for Urea fertilizers. But the U.S. is actually 
a net importer of Urea and the price of Urea in the U.S.A. is much higher 
than elsewhere. The next idea was to buy the Urea offshore. At that 
point Grace offered to help, but the U.S. Government could not approve. 
The U.S. Government then offered Urea. We cancelled Grace's offer. ·But 
then the U.S. Government withdrew their offer. We then decided to make 
use of Grace's credit. We now plan to use the $25 million for insecticides, 
material to make sprayers, and trucks (for transportation of wheat and 
fertilizers). 

6. The $20 million over and above the $110 million would be most welcome. Its 
use will be programmed soon. 

7. The U.S. Government has not given any indication to give the 500.000 tons 
of wheat flour ($50 million) requested by Indonesia. With an adequate price 
differential between rice and wheat, people will use more wheat. The bulgur 
ration for Government employees may be substituted by wheat, and bulgur can 
be sold on the market since people are more or less used to eating bulgur. 
In addition some wheat may be transformed into artificial rice. Other uses 
of wheat may be stimulated. This is the reason why we request some cooking 
oil from P.L. 480. 

8. There was an informal understanding with the Japanese Government that Japan 
would give $110 million in aid. Out of this $110 million $80 million would 
be disbursed this year. We would prefer $90 million. 

9. The commitment of the U.S. Government to give $110 million and additional 
aid amounting to $20 million and $50 million are contingent upon the 
willingness of Japan to give $110 million. 

10. We realize that external aid should not be the determinant of economic 
development. Speedy implementation of it now is most urgent. What we 
need is: 

a. food bufferstocks; 
b. foreign currency reserves 

Late and irregular aid has a bad influence on the monetary situation and on 
the stability of the exchange rate. 
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11. The Development Budget relies on aid from the donor countries. We expected 
a realization of 19% during the first quarter and 40% in the second quarter, 
but very little has been realized. As a consequence we have to reduce 
development activities and we have to resort to inflationary advances from 
the Central Bank. The result is raising the deficit ceilings which endangers 
the drawing rights with the I.M.F. 

12. The Representative of the I.M.F. declared that all advice of the Fund has 
been determinately implemented. The amount and timing of aid is of primary 
importance. 

III. AID FROM THE WORLD BANK. 

1. It is understood that the World Bank would not be in a position to give cash 
loans. The Indonesian Government would request aid from the World Bank in 
the form of program loans, which may include buyer's credits to be used to 
buy materials for rehabilitation. 

2. A Residence Mission of the World Bank in Indonesia is considered necessary. 

IV. PLANNING. 

1. The Five Year Plan emphasizes programs, which may cut through the administrative 
boundaries of Departments. First priority is given to agriculture, including 
the rehabilitation of irrigation and flood control. 

2. One major difficulty in planning is the large number of uncertainties due to 
the unstable situation at the present. 

V. AGRICULTURE. 

' . 

Agriculture's predominant role in Indonesian economy is evidenced by a number 
of factors: well over 70% of the country's 115 million people live from agricul­
ture, 70% of foreign exchange earnings are derived from plantations, 50% of 
national product comes from agriculture. 

Agricultural exports are declining from US $547.00.000 in 1960 to US $317.200.000 
in 1967 because of declining yields, price drops in international market, and de­
crease of product quality. 

Efforts to increase food production are absolutely necessary to relieve 
pressures on foreign exchange reserves for import of food stuffs. BIMAS program 
is aimed at intensification of rice production without expansion of acreage. 
Indonesia has 7.600.000 HA of cultivated land, 1.300.000 HA of which is technically 
well irrigated, 2.000.000 half technically irrigated, with the rest of 4.300.000 
HA rain fed land. 

Next year 200.000 HA with approximately 400.000 farmers will be included in 
the BIMAS program with a US $ 40/HA incremental cost for a US $ 80/HA incremental 
output. 

In addition a contract has been signed with CIBA Ltd (Switzerland) for 
treatment of 300.000 HA in Java with aerial spraying of insecticides and appli­
cation of fertilizers. With an estimated cost of US $ 40/HA the CIBA program 
amounts to US $ 12.000.000. The present program will cover the 1968/1969 wet 
season. Indonesia is still looking for sources of financing. 
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IRR 5 and IRR 8 seeds are being cultivated and plans are ready for utili­
zation of these new varieties in the next wet season. For the success of this 
experiment irrigation and fertilizers are indispensable. Rehabilitation of 
irrigation system, neglected for many years, and import of fertilizers deserve 
serious concern. 

To increase production of plantation (rubber, citronella oil, tea) fresh 
credits are needed for: 

a. fertilizers (annually) US$ 8.550.000 
b. replanting and new planting US$ 32.000.000 
c. processing machineries US$ 18.000.000 
d. other equipment US$ 2.000.000 

Total US$ 50.550.000 

For more detailed report on the possibilities of increase in rice production 
see informal report of LIP! - NAS Workshop on food. 

VI. PUBLIC WORKS. 

1. The government has made plans for the rehabilitation of existing irrigated 
rice fields, highways and bridges, water supply and electric power supply. 
Some figures demonstrate the programming for the next 10 years (1968-1978). 

Present situation 

a. Total Irrigated 3.8 million Ha. 
paddy fields 

b. Highway & bridges to be rehab.: 
construction, state 
roads: 9115 km. 

c. Fresh water supply 

d. Electric power 

(in 1968): 805 km. 

capacity: + 10,000 
1/sec. 

average: 43 1/cap/ 
day. 

electric supply in 
1967: 5,4 watt/ 
capita 

VII. TRANSPORT AND COMMUNICATION. 

Target 1973 

rehabilitation 
more than 50% 
plus new exten­
sification. 

to be rehab.: 

9,115 km. 

cap: 17,000 
1/sec. 

average: 65 1/ 
cap/day. 

electric supply 
9 watt/capita. 

Target 1978 

rehabilitation 
of all existing 
irrigated rice 
fields plus new 
extensification. 

extension new 
roads: 

8,605 km. 

average: 
86,4 1/cap/day. 

electric supply 
13 watt/capita. 

1. The overall transport performance in ton/km of inter-regional traffic perform­
ance by each mode of transport is as follows (expressed in%): 

sea transport + 59 % 
road transport + 25.8 % 

+ 15 % 
- 4 - + 0.2 % 



2. The main task in the field of transport and communication in the coming Five 
Year Development Plan 1969-1973 is therefore the rehabilitation of overaged 
and replacement of worn-out assets, which were subjected to great strains 
and neglect during the preceding decade. 

3. In the field of railways the main emphasis is placed on rehabilitation of 
tracks and bridges, including signalling and tele-communications. On account 
of the heavy capital investment required, the need for track rehabilitation 
and renewal could probably not be fully met in the 1969-1973 plan period, 
but have to be extended to the second five year development plan. The total 
rehabilitation and development cost for the railways in the 1969-1973 plan 
is roughly $35 million + Rp. 25 billion. 

4. In the interest of improving air transport services as quickly as possible, 
several urgent projects will be developed and implemented in the Five Year 
Plan 1969-1973, namely: 

- rehabilitation and development of the major domestic airports; rehabilita­
tion of communications system; further development of certain airports and 
terminal building. 

5. For the development of postal and telecommunication services in some cities 
and areas, especially in trade and export centres, a total expenditure of 
US $ 62,7 million and Rp. 20 billion is needed. 

6. The development plan in the field of sea transportation includes programmes 
for the development of major and minor ports, expansion of shipping and 
rehabilitation of docking facilities. 

VIII. INDUSTRY. 

1. The existing domestic industries are still facing many obstacles. Industries 
generally run with 30% to 40% capacity except some plants favored by special 
credits and other facilities by the former government. The principal 
problems are: 

a. Shortage of liquidity. Financial facilities from the Government are 
limited and the current high rate of interest put a heavy burden in 
loan capital. 

b. Machineries and equipments are obsolete but shortage of foreign exchange 
constitutes a barrier to import of spare parts. 

c. High cost of production due to high cost of power and transportation. 

d. Inadequate managerial and technical know-how. 

Under those circumstances domestic industries are unable to compete with 
imported commodities. Foreign aid is therefore badly needed to rehabilitate 
industries. 

2. To overcome the existing problems of the industrial sector, the following 
policy has been adopted: 
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a. Immediate steps are to be taken to rehabilitate and modernize existing 
industries in order to region their potential capacities in an efficient 
and optimal manner. 

b. Delayed and suspended economic projects should be finished or full utili­
zation of their units has to be made as far as this is technically and 
economically feasible. 

c. New projects are to be erected in accordance with the national priority 
scale, and taking into consideration their economic and social aspects. 

3. For the implementation of Indonesia industrial development, large amount of 
funds are definitely required. To this end, the Government of Indonesia is 
opening its door for foreign investment through the Foreign Investment Law. 
In this respect it is hoped that the World Bank and its subsidiaries will 
actively participate in providing and facilitating the supply of the funds 
for the following projects which have been given priorities by the Government 
for 1968: 

a. Textile Industries. 

- 2 spinning mills projects (Makasar, Padang) 
- Completion of and spare parts for existing mills 

b. Chamical Industries. 

- Rehabilitation, modernization and expansion of 
existing industries and completion of suspended 
projects (appendix •••••••••••• 

- PUSRI fertilizer plant, Palembang, South Sumatera, 
(expansion by 300% of present capacity) 

- GRESIK cement plant, East Java (one additional 
kiln of 125.000 tons annual capacity) 

c. International Fiaance Corporation Projects: 

- Integrated Textile Mill 
- Cement Plant at Tjibinong, West Java 
- Fertilizer plant at Tjirebon, West Java 
- Automotive Industries 
- Aviation Industries 
- Survey & Research 

IX. MINING. 

$. 8.000.000.­
$. 1.250.000.-

$. 2.058.000.-

$. 60.000.000.-

$. 5.000.000.-

$. 
$. 
$. 
$. 
$.. 

10.000.000.-
20.000.000.-
60.000.000.-
15.000.000.-
3.200.000.-

$. 2.500.000.­
$.187.008.000.-

1. Only 5% of Indonesia is mapped geologically. We need technical assistance 
for a general geological survey. 

2. In exploitation are: oil, gas, tin, nickel, bauxite, gold, silver, manganese, 
diamonds and coal. 

3. Like in Europe coal consumption is declining. We have 3 coal mines employing 
6.000 men. 
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4. There is a great demand for oil in the international market. Output in 
1967 is 600.000 barrels per day. Planned production in 1970 is 1.2 
million barrels per day. 

5. Natural gas reserves in West Java and being surveyed by I.F.C. A request 
is submitted to the Asian Development Bank to finance an ammonium plant. 

X. FOREIGN INVESTMENT. 

1. Measures have been taken to attract foreign investment, such as: 

a. the enactment of the Law on Foreign Investment in 1967; 

b. the issuance of regulations on tax facilities, transfer of profits, 
depreciation allowances, and transferable costs; 

c. the conclusion of investment guarantee agreements with the USA and 
Denmark, and the intention to conclude similar agreements with other 
countries; 

d. Parliament has ratified participation of Indonesia in the Convention 
on the Settlement of Investment Disputes; 

e. the return of foreign enterprises under control of the Government to 
their proper owners; 

f. the formulation of policy directives by the Ministries concerned; 

g. the preparation to establish industrial estates. 

2. Promotional activities: 

3. 

a. PIBA conference in Djakarta (June 1967) under sponsorship of the 
Stanford Research Institute; 

b. Geneva Conference (November 1967) under sponsorship of Time, Inc.; 

c. Roundtable conference in Djakarta under sponsorship of Business Inter­
national (September 1968); 

d. Establishment of Foreign Investment Services at Indonesian Embassies 
on Consulates in Geneva, Paris, The Hague, London, New York, Washington, D.C., 
San Francisco and Tokyo. 

So far main interest from foreign investment is in the extractive industries: 
mining, forestry and . fishing. These projects are located outside Java. 
Interest in manufacturing is increasing, mostly in consumption goods, 
location in Java. Most projects are either foreign exchange earning or 
foreign exchange saving. Transfer abroad of profits and other transferable 
items are expected not to be a balance of payments problem. 

4. An improvement in the conditions of our infrastructure will make Indonesia 
more competitive than our neighbouring countries. 

5. Provisions are under way to make tax system less complicated and more 
attractive to foreign investors. 

- 7 -



XI. INDONESIAN DEVELOPMENT BANK. 

1. Out of the Rp. 32 billion allocated for development purposes in the 1968 
Budget, Rp. 7 billion is earmarked for the rehabilitation, expansion and 
finishing of state-owned industrial projects. This amount will be granted 
as a non-interest bearing loan to the Indonesian Development Bank and has 
to be used as a revolving fund. 

2. Deposits from private sources and loans from the Central Bank are used for 
the financing of private industrial projects. 

3. In order to raise more funds for the private sector the Indonesian Develop­
ment Bank is looking for foreign sources. It is hoped that the World Bank 
and the I.F.C. will renew their statutes which would make it possible to 
grant loans to Government-owned banks, such as the Indonesian Development 
Bank. 

- 8 -



~ . 

CONFIDENTIAL 

I.B.R.D. PRESIDENT McNAMARA'S 
PRINCIPAL CONCLUSIONS ON INDONESIAN ECONOMIC PROBLEMS 

AS PREPARED BY THE INDONESIANS DECLASSIFIE 
APR 0·1 2013 

WBG ARCHIVES 

CURRENT PRIMARY PROBLEMS 

1. To maintain stability of rice price. This requires additional P.L. 480 aid 
from the U.S.A. Indonesia can definitely absorb large amounts of wheat 
flour. In this respect Mr. McNamara thinks he can exercise effective 
persuasion upon US Government. 

2. Import of fertilizers and food stuff before start of next west season. 

3. Scarcity of loan capital all over the world, particularly soft loans (average 
interest rate is now 7% per year). 

4. Servicing of foreign debt is too severe. Consequently Indonesia cannot afford 
hard loans, unless rescheduling arrangements are made better bearable. 

EVALUATION OF ECONOMIC PROGRAM. 

Said Mr. McNamara: "No other country I have ever visited, particularly in 
Southeast Asia, has a sounder approach to its economic 
problems, backed by so many resources, as Indonesia. 
And in no other country are the top men responsible 
for the nations economy so well qualified as in 
Indonesia.'' 

Identification of short term needs is right. Inducement of private foreign 
investment and domestic saving is sound. 

WHAT I.B.R.D. CAN DO FOR INDONESIA. 

1. 

2. 

Rehabilitation of unfinished projects, particularly irrigation, has first 
priority in Mr. McNamara's mind. He is confident that he can obtain approval 
of the Board of Directors of the Bank for some US. $. 4.000.000 to finance the 
design of irrigation rehabilitation in Indonesia. Later this month the Bank 
can send its lawyers to Indonesia to draft an agreement with the government 
of Indonesia. After that technicians will follow for technical aid. 

For the next five years Indonesia needs to develop its industries and infra­
structure. The Bank can help with technical aid to lay the foundations for 
that development. 

3. A couple of million dollars can be expected from the Bank to design the 
expansion of Indonesia's fertilizer plant. The expansion itself has to be 
financed from other sources. 

4. To obtain financing from other sources for Indonesia's development needs the 
Bank could organize a joint financing which essentially means the use of tied 
aid without any purchasing penalties. The Bank's soft loans can of course 
be made available. 

CONFIDENTIAL 



OTHER CONCLUSIONS. 

DECLASSIFIED 
AP;\ 0 1 2013 

WBGARClllVES 

CONFIDENTIAL 

1. Recently there has developed in the USA a psychological barrier against 
foreign aid because of misuse of aid funds by some receiving countries. 
This limits US contribution to the Bank and consequently restricts the 
Bank's potentialities for loans. But for Indonesia the requirements to 
receive a loan are convincing and the chances are great that a loan can 
be pushed through. 

2. IDA is at the moment literally at its financial bottom because the 17 
countries from where contributions should come have so far failed to 
fully live up to expectations. There is some hope that within the 
cousing(?) 90 days US legislation will pass a bill to replenish IDA. 
If that happens IDA can give substantial loans to Indonesia. If not 
the Bank still can be of considerable help to Indonesia. 

3. There is nothing entirely satisfactory in getting loans, but it is 
always better to get something than nothing at all. A "piggy back 
operation11 may be organized: a relatively small loan can be received 
for the design of a project, which then can be followed by other loans 
(perhaps from other sources) for further development. 

4. For the design of projects and feasibility studies there is a possibility 
that US - AID agrees on the financing with funds to be administered by 
the Bank. 

5. Mr. McNamara will discuss with Mr. Bell the problem of Indonesia's pro­
gram of debt rescheduling which is considered a heavy burden to the 
country's economy. 

6. At the press conference on Saturday, June 15, Mr. McNamara and the Sultan 
will announce Indonesia's request for a resident mission and the Bank's 
positive reply on it. 
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TO: 

FROM: 

SUBJECT: 

~ . 

INTERNATION AL DEVELOPMENT 
ASS OCI A T1 ON 

OFFICE 
Records q(, 
Raymond J. Goodman ~ P.:y 1. 

Visit of General Sutowo 

DATE: December 2, 1968 

General Ibnu Sutowo, President/Director of PERTANITNA (National Oil 
and Gas Company), Indonesia, called on Mr. McNamara at 5:00p.m. on 
Friday, November 29th, accompanied by ex-Governor Brown of California, 
Mr. Hasmoro, PERTAMINA's representative in New York, and General 
Suhardiman, Indonesian Consul-General in New York. I was also present. 

Governor Brown explained that in visiting Mr. McNamara they had no 
specific matters to raise with him. General Sutowo had missed meeting 
Mr. McNamara during the latter's visit to Indonesia this Summer, and 
wanted to use the occasion of a trip to the United States to call upon 
him. 

The conversation was on a general plane and concerned principally 
the importance to Indonesia of oil exploration and oil exports, and the 
need to rehabilitate Indonesia's agriculture. Governor Brown did most 
of the talking. General Sutowo mentioned PERTAMINA's interest in 
fertilizer production, but if he had any specific proposition in mind 
he did not refer to it. 

cc: Mr. Shoaib 
Mr. Bell 
Mr. Brakel 

has seert 





May 7, 1969 

MEMORANDUM OF CONVERSATION WITH AMBASSADOR SODJATMOKO OF INDONESIA, 
MAY 7, 1969 

The Ambassador, during a brief visit, stated: 

1. He hoped we could avoid future controversy of Bank mission reports 
by better coordination between the Government, the Resident Mission, and 
our home office. 

2. The Government would like the Bank to organize a consortium to 
finance the expansion of the Pusri fertilizer plant. Such a consortium 
should include the Asian Development Bank. 

3. The Government needs advice and assistance in the review of 
construction and proposals from private industry for investment in Indonesia. 
They would like the Bank to assign a man for this purpose to the Resident 
Mission. They have made a similar request to the Harvard Development Service. 

4. The Development Bank in Indonesia is "in bad shape" and they would 
like our assistance in reorganizing it. 

I told the Ambassador we would be happy to try to meet the requests outlined 
in 2, 3 and 4 above, but I believed the Government should initiate its re­
quests through the Resident Mission in Indonesia. He promised to so advise 
his Government. 

I later reviewed each of these four points with Doug Fontein. 

Robert S. McNamara 





FoRM No. 57 I NTERN.ATI ONAL DEVELOPMENT I INTERNATIONAL BANK FOR 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT I 

INTERNATIONAL FINANCE 
CORPORATION 

OFFICE MEMORANDUM ( 

TO: Files DATE: October 8, 1969 

FROM: Stokes M, TolberJ /J!l ;;J c.c_. L d ; kJt? .-/ ::Ir~ 

suBJECT: INDONESIA: Meeting of Delegation with Mr . McNamara 

Mr . McNamara met the Indonesian Delegation at 5 :00 p .m. , J-
Monday, September 29, 1969. Those present were: ~ 

Indonesia 

Mr . Ali Wardhana, Minister of Finance 

Mr . Radius Prawiro, Governor, 
Bank Indonesia 

Mr . Djoeana Koesoemahardja, Deputy 
Governor, Bank Indonesia 

1 . PUSRI Fertilizer Expansion Project 

Bank 

Mr . McNamara 
Mr . Knapp 
Mr . Shoaib 
Mr. Goodman 
Mr . Bell 
:r-rr . Tolbert 

After congratulating the delegation on Indonesia ' s continued 
sound economic performance over the past year, Mr . McNamara noted that 
he had talked earlier that day with 11r . Watanabe of the Asian Development 
Bank and with the Japanese Minister of Finance regarding the PUSRI 
project. There appeared to be no problem regarding a contribution by 
ADB to the project, but the Japanese had some difficulties . These 
related not only to the availability of funds - a matter ·Ihich they 
hoped would be resolved before January 1970, but could conceivably take 
until April - but also to the soundness of the project itself , especially 
as regards transport facilities for the fertilizer production and the 
marketing and demand aspects . We ·Hill have to work very closely with 
the Japanese . Mr . Aldewereld "tvould be speaking further with the Japanese 
during the "tveek and Mr . Goodman was meeting with the members of the 
Japanese Delegation on ~vednesday . We would make certain that the 
Appraisal Report covered satisfactoril y t he questions that the Japanese 
had on the project . ~ve would want to satisfy ourselves on these points 
also; we would not be willing to finance an unsound project . It was 
our hope that even if Japan could not make a formal commitment before 
April they could at least give us a firm enough assurance to enable us 
to proceed with the project . 

2. Technical Assistance in Project Control 

Mr. ~vardhana stated that his Government wished to obtain technical 
assistance for instituting a system to keep track or projects under the 
development program. A planning and control system was needed v1hich would 
produce t imely information on both physical and financial progress of 
projects, and enable the Government to identify the bottlenecks . Mr . Bell 

. e~ir\.; "" has see . 
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. noted that there was definitely a need for such a system, and it 
probably required not more than three or four experts to assist the 
Indonesian officials in the National Planning Agency (B.APPENAS) and 
in the ministries concerned with development projects . We did not 
have the required people available in the Resident Staff in Djakarta 
to do the job, but it should be easy for the Government to obtain 
such people from a number of sources . Mr. McNamara asked Mt:- . Bell 
to follow up with the Finance Minister and work out a proposal to 
meet the need, utilizing, if necessary, funds from the $2 million 
technical assistance credit . 

3. Development Finance Company 

Mr . Goodman noted that Mr. Diamond, in a meeting with the 
Indonesian delegation on September 27 , _had explained that it '\iOUld not 
be possible to accelerate the Appraisal Mission as the Indonesians 
wished. The mission is now scheduled to arrive in December, and this 
cannot be advanced because of other staff commitments . However, it 
was hoped that Mr . Uquaili, former head of PICIC and former Finance 
l1inister of Pakistan, would be available for an assignment in Indonesia 
starting before the end of October, to stuqy private sector operations 
and financing requirements prior to the arrival of the Appraisal 
Mission . In the meantime, we would be discussing with BAPlliDO arrange­
ments for an independent audit of their operations . 11r . MCNamara 
raised the question as to whether the audit was required before the 
arrival of the Appraisal Mission; Mr . Goodman said he understood that 
some audit work, but not a completed audit, was a prerequisite for the 
appraisal. Mr . McNamara stated that he would meet with Mr . Diamond 
and Mr . Goodman shortly to see what could be done to accelerate the 
preparation of this very important project . 

4. Credit Insurance Scheme 

Governor Prawiro stated that the Government wished to 
institute a scheme for insuring credits to small businesses in order 
to encourage the extension of such credits by state banks . At present, 
BAPINDO and other state banks extended investment credits to small 
businesses only against collateral, and the Government was seeking 
assistance in devising a scheme to ease such restrictions . Mr. McNamara 
asked Mr . Bell to look into the problem. Mr . Bell pointed out that 
the Government could either set up a specialized agency for lending to 
small business, or it could establish an insurance scheme to encourage 
such lending by the banks. Each approach had its merits . He would 
discuss the matter further with Governor Prawiro in Djakarta . 

5. West Irian Development Fund 

Mr. Wardhana noted that the Foreign Ministers of Indonesia 
and the Netherlands, meeting in Rome recently, had issued a statement 
announcing their intention to seek the formation of a new fund for 
economic development of West Irian, possibly to be administered by the 
ADB. It was hoped that the Netherlands, the United States and Australia 
might contribute. An existing $30 million fund, contributed. by the 
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· Netherlands, was presently administered by the U.N. (under an organization 
called FUND~{[, or Fund for West Irian). As a result, however, of wide­
spread resentment in the Netherlands over the Indonesian administration 
of the "Act of Free Choice 11 in ·v.lest Irian, and opposition to the 
continuation of the U.N. arrangements arising out of the 1962 settlement, 
the Dutch and the Indonesians both desiredto establish a new fund. 

An organizational home was needed for the fund. The ADB 
was new and, in the Indonesian view, slow-moving. Mr. ~iardhana con­
sequently wished to know whether the IBRD would agree in principle to 
consider administering such a fund, provided, of course, that the Dutch 
agreaialso. 

Ambassador Sudjatmoko added that President SUharto had asked 
President Nixon to consider a possible u.s. contribution to such a fund; 
the futch 't-Jere considering the provision of $5-10 million; and the 
Australians were understood to be willing to consider a contribution. 
If the Bank were not opposed in principle to administeri.11g the fund, 
the Government of Indonesia would know that it could then pursue the 
question further as events developed. 

~~. McNamara said the Bank always wished to be of help to 
its member countries and, assuming there were no restrictions as to 
maturity or purposes which might result in an uneconomic use of the 
funds or of our time, he would be willing in principle to consider a 
proposal for administration of a fund for a specific area . However, 
we would not wish to appear to be elbowing the ADB aside. Mr. Knapp 
suggested that the Indonesians determine first the attitude of ADB 
in this regard since this proposal had been made to ADB in the first 
instance. The Indonesians agreed to do so. (It was learned later 
during the week that Mr. Watanabe had in fact informed the Indonesians 
that ADB would be willing to administer such a fund if established) . 

6. Invitation to Visit Indonesia 

The Finance Minister then stated that he wished, on behalf 
of his Government, to invite Ivir . McNamara to visit Indonesia. Mr. 
McNamara expressed appreciation and said he hoped to be able to accept 
at some time in the future, but saw no early opportunity to do so; 
he hoped, however, that :Mr, Knapp would soon be able to find the 
opportunity to visit Indonesia, perhaps early next year . 

cc: Messrs. Knapp 
Shoaib 
Tazi 
Bell 
Diamond 
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FROM: 

SUBJECT: 

INTERNATIONAL DEVELOPMENT I INTERNATIONAL BANK FOR 
ASSOCIATION RECONSTRUCTI·ON AND DEVELOPMENT I 

INTERNATIONAL FINANCE 
CORPORATION 

OFFICE MEMORANDUM 
DATE: June 8, 1970 Mr. Robert 

Raymond J. 

s. McNamarat 

Goodman l- ~ 
Follow-up a tion on your meeting with President Suharto INDONESIA: 

During your meeting with President Suharto on May 27, you 
agreed to send him written comments reflecting the Bank's thinking on 
two topics you raised with him: development administration and rice 
production programs and policies. 

At your suggestion, we discussed the matter with Mr. Bell 
by telephone; we have agreed with him that Mr. Tims, who will visit 
Djakarta in mid-June, would bring draft statements on these two points 
and obtain the comments of the Resident Staff prior to dispatching them 
to President Suharto. On this schedule, we would be sending suggested 
statements to you around the end of June. 

You also raised with me the question whether the progress 
of the Indonesian family planning program might be accelerated by the 
provision of an adviser in this field attached to the Resident Staff. 
We have discussed this with Mr. Bell, whose reaction was that one or 
more advisers could usefully be made available to the Government for 
the national family planning program. They might be attached to the 
Resident Staff, or they might, Mr. Bell suggested, be provided in the 
context of a Bank-financed project, depending on the timing of the latter. 
I will discuss the matter further with Mr. Bell, Mr. Chadenet and Mro 
Kanagaratnam, and make a specific recommendation to you. 

cc: Mr. Knapp 
Mr. Shoaib 
Mr. Chadenet 
Mr. Kanagaratnam 
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OFFICE MEMORANDUM 
TO: Files DATE: June 8, 1970 

FROM: Raymond J o Goodman~~ 
SUBJECT: INDONESIA: Discussion with President Suhartoo 

--------------~--~~--~~~~~~~--~~~~ 

. . 

Mr. McNamara, accompanied by Messrs Knapp, Shoaib and Goodman, 
called on President Suharto at Blair House on May 27. Also present were 
the Minister of Foreign Affairs, HoEo Adam Malik, Professor Wijojo, head 
of Bappenas, and the Ambassador, H.E. Soedjatmokoo 

President Suharto said how grateful Indonesia was for the techni­
cal and financial help of the Bank Group, and in particular for the assist­
ance of the Bank Resident Missiono He regarded the Bank and the IMF as 
having a most important role in the economic life of his country and in 
its relations with donor countries through the IGGio He mentioned the 
readiness of his Government to adopt new policies on the advice of its 
friends, and referred in particular to the April decisions on the exchange 
rate. The objective was to ensure that the Indonesian people should feel 
that life was becoming better0 Mro McNamara, after thanking the President 
for his remarks, congratulated him on his political courage in taking these 
decisions and said that Indonesia had great opportunities before it but 
that it also confronted a number of serious problem/:-

* 

lo Administrationo There were too many civil servants, not 
all of them competent, and none of them ade~uately paid. This 
led to inefficiency and corruption, problems which would become 
more of a burden as the development tasks became more difficult 0 

He offered to put on paper some suggestions as to how the admini­
strative problems might be tackled. President Suharto accepted 
this offer and then talked at some length about corruption, a 
phenomenon he attributed mainly to the bad economic situation 
in the country o 

2o Rice Production. Mr. McNamara noted that the aim was to 
achieve self-sufficiency in rice by 1974 and said that on this 
subject also the Bank would be glad to put its suggestions on 
paper. President Suharto again accepted0 . 

For a fuller statement see background paper attached to my Memorandum 
to Mr. McNamara of May 25o 

President h~: seen. 



Memo to Files 2 June 8, 1970 

3. Population Planningo Mr. McNamara said how important it 
was to reduce the growth of population but acknowledged that 
this was a very complicated problem which so far only Korea 
and Taiwan had tackled with any practical resultso The Bank 
had limited experience in this field, but would be glad to 
give such assistance to the Government as it could through 
the Resident Mission and drawing on the experience of other 
agencies. President Suharto thanked Mr. McNamara for this 
offero He said that the Family Planning Program was already 
accepted by the Government but that the real difficulties 
were to get it accepted by the public, especially the reli­
gious leaders, and to ensure that the program was implementedo 
He had just appointed a well-qualified official to be respon­
sible for family planning and would welcome any suggestions 
from the World Bank. 

4. Long-term Planning. Mro McNamara said that economic 
management had been good so far but that there was now a 
need to look further ahead, say over the next 10 years. 
The World Bank would be sending an economic mission to look 
into this later in the year, and we would of course make 
its comments and suggestions available to the Government. 
President Suharto agreed that a longer perspective was 
necessary but noted that any long-term plan, since it would 
go beyond the mandate of the present Government, would have 
to be submitted to the people for their approval. 

cc: Mr. McNamara 
Mr. Knapp 
Mr. Shoaib 
Mr. Tolbert 
Mro Bell 
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G r..erat Soeharto 
P e ent of th Republic 

o£ Indonesia 
Sckr p i p Nagar 
Djakarta 
In on · 

ar I-1r. Pr~ dent: 

You will recall that in the course ot ou.r meeting in liash1neton on hay 27 
• touched on sorae of the steps w..ich your Gover-mtt.~nt had taken an ¥13.3 tak.tnrr 
to put Indonesia £irrnly on the path o! economic progl"3ss. l 'e also tallted of a 
e o~ a eriou:J obatacl s l, ch you · : ~di rely co ront 1 .. d of the ... orto ./ 

yo .... ro mal::i.n.., to deal 'ttith thc.-n. e r · ..Pen .. eo., amon ther matters, · . 10 nee p 
to cchiov - a substa:a'ltial7~ncreae L'1 rica prod ction, ~..~.a noe to r ·uc t~ ... o r c. ' 
o population gro ~e nee for subt:tantial irnprovoxr~nt 1n C-ovarru ... ent ""' - t 
minis ' ~atio · d • a managerr.snt o S uo-opo:.;."'at ~ tcrp sa an s icoo • ....-
You in · oat,ed that you ul walco.m arr;- uggest ons I m.ight e bl to • on 

co probl ~ns. 

I realize that in theso/ as in most nmtt.., ... s, 1:1! at you n e oro not so ... 
idoa about mat to do as co:1creta suggestions on how to do it and, eve 1 1nor , 
assistance in doing it. I &~ atJ~~ also that you had, p ·~ior to the timo of t:r 

~ scussion» taken a number of steps to al. \ tl tha problems ~a discuosc d 
have, sine that tirr.e, taken further notion. I realize moreover tr.at you, y1 lr 

-· nistars and their staffs 1 m th as 1st ce <:md ad·nce from our Rasidon Stru: 
a..~d ot crs, have been s.cti valy engaged in forlnuL"lting furth polici and o :>Or -
tine programs and in actually executirlf.; t ws programs in each of the 
di~cusaad. Consequ ntly, at least S0."1l or tho crugg stions I make t 
will not be naw to you but they ~ n verth~le . , o£ inter st . 

Reduction of Po"'ulation Gro1(Ch: 

· I mention thi problem first bGcaus o .. its over- riding importance. Yo· 
ha a recently received the report and rocom.'1lend.a.tions of tho Family Planning 
dssion sponsored by the Bank jointly ~1it the United r~ations nnd tho l·" rld 

Health Organization. I was happy to learn that ev n prior to the receipt o 

.. 

the £irull report of this i·Iission you had ere t - a new organization for the con­
wet of your Family Planning Program, ha it raade a Government progr.nm fo lmioh 
you too personal responsibility, had appointed a Hi.nist rial Council to givo 

ha progrruu genel"al. guidance and an Exaouti Vo2 0£ icor and staff to dir ct · "'ld 
oor te the operations of the several D partllants involve • I un, r tc.n 
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J ~ •• 
~ .. ·. ,. 

•• ~: .·j i' ! f: ~ .... "'{ i•' 

I e fo't: f'lw~her suggestions to n · at t" ·• i;'i :.::t· ge. I .op that you C::>• 
rocinte, l':.o"·rover, that if the prozz-a.11 is to oo eifec ively cox ducted rui"'t on 

scala J"i7 .. - l~- to have re.nl iznpac't o~ :lW of· rJO;; U.ation gro"i.r..Ttil 
r:.cc ::;s-::;:y to de.i rt £ro: existing · .. .::.ions ~..:1d praotic s · ~r.:::x.cts . 
In .J11 z ~scar I ~ zgeO"t~ 

) '.(~':\t t ba 
oevoral 

(2) 'ruat it will prob bly 'b3 n3cessD.ey to p .• lt.~ ·t, excr..pt on in th c~.Ja 
· t Qd p:'O£:l"4l:ll to yo"! . go."'l ·•rcl rul ha.._ flO adell tion:J.l G •;)nlt'1l0nt !)Ol'­

S0Il!"1Sl ltG. bo ·tiploy\;;d. w.hi pr rJ!'<m let- refl'!.tire l:u-g nuz oo .. a of 
-.. :_.G~D ~t. "" G clinics "LT-'ioh e..re to pr -:rlc~ i!1!orrr:.a ... ~io~ aal D~ icos 

throu . .:;: out rural aa t-mll as Ul .. ban · eas, a:nd ao,,,1tional n · .bcrs to 
..1. 11.-~ s t :rougoout t11.{1) cotmtzsr ~'> dis~:r~:r':.l.na:·~e . ot ii..:. :rw.3tio 

vices. It has been w,sgocte t · t s r.l2.r:y e.s 1.5, 00 ,.copl ldll bo 
q ·• -cd, most ot thom ·:o.."ne:n. It ·"t--JOuld oo dosir7-bl~S ho.t s•.l · .. as .. s5ible 
t-he peroon.'lol. roquirem.c..-ry.ts ~ mst tra."'ls ~C'l'TL~ sui table psrsom.ol i~ror.1 ·., 
oth '::' p:e~cro.-'1ls and a.gonoies, bu to t..'l nt , t th1 s not lo !J 

n · · liring will bG esso."'ltial. 

)) That it wU1 ba n~cassary to pro'tid ad.eqtw.te le ls o£ CO'"l.l)Oneati.o 0~ 
t: .. a pcc- eo4;-::tcl emplo:red on t:r£J !Jror;:.'"am., and e epeeia'lly !or tho :a ~ .. .:...ca-1 nd 
p"'-cr~d.:teal persoru""lol. P·refo~ably this ..-i:~'luld bo done ao pat t of ~ pro­
grfXIJ. to pro71de more .eouata co~ ..• " ... :lsa:t.io.. r~ all _ GoVi~ .. ::u ·.tJ.t G I ... loyco:: 
....... oo sarvica ar in £act req,u.il."""d, ~t it "t car.smt be ~ o a in tl¥;).v .. r. 
ten 1 t m'lou.ld be dime in sal oct · ·cry h.i.eh priori tty proer~us suoh as t ho 
Fwd.ly Planning Frogra:m. 

\ 
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I"' appears to be ~ooptad both 0:, ... yoUl"' Gov CXT.L1lcnt ·and by f'oreign ob;;crvcr 
tb.at 121-· lev..- exceptions Indonc~'ian C"'vor:t;;iwn·(; a~ tloies and state ento...~riw03 
ar ry oo:."!o:.J.~ol. .. ably o -r-staf.fe~ · ~ ~, inA i"cctively organized, that, proc ... "'1ra.s 
ar c:..ficient and tl'ul.t porsonnel'.., e':'ecially m~dium hi.q;h l evel parao :.~l 

inac.;; uatGly cOJnponsc.tcd. These · e ot pr-:.>bl...:m m c 1 m--e u."lique to tl o 
Co\i"cr :.:.ent of Indonesia, and almost c '!1.17 NOV· "'nli..On"r, in tha wrld is enca;;ed :t..n 
tho co~1ti.t uoua ofi'ort to <:losl 'Wit! ·1ey do app. • .,a: , houov: r, to be 

pronounced in tha c aa o£ Indon sia. the baois of our o'Wll exper-lcnc · 
:; · rvations of tho ~p~r-lc11ee of o "' I hav · number of sugee "ons 

_ .. _... I put o ... mrd mthout ol bora io : 

(1) I su.zcost, that ~ deterr.a:ned fort ba .r1C.C to l"Cduca the nu.Tflbers o.~. bot 
·:vu a."'1.Cl mi.lita.l-,1 pel"sonncl. I r ~~o t ... ~t this is dif!icult i,o oo on 

any scslo so lonr; a.s altel""llative opport ~ tieo or employ:."lel t 1 ot cr~rrl.ne 
.. a.pidly. ~r~ er ~loles~ , eom;l grot · e::.plcY'l!' .. ~.n:" opport "tics in In :....,: .. c~a 

is oocurrfug ~'ld shoul accolcr to. I ur..dc.t~ctand Gohat you avo r .. c tly .~o-
uil•o that all p rsonnal D.god ~6 ol~ b r · ir · no la· r thim ·..arc; 31., 

l97l ~ and suggo t that ~ p 

2) It should be posoible to inv ntory exi:;tr g s!dlls, nptitudo·s and dcoircs 
g Go ·l"Zlment paroonn~ or P• od..:.cti V'- ....:-t~)lcr_nr:OJ. t ou oid the Go rn .. $lt 

a.'1.d the to att · pt to m~tch th .... D "'Ji.th nc ·opportunities ~or produc .~v~ 
oploy;;umt in w prl.v t0 sector. I Ull" ;.;.l"'wt~ that a fl art as cen k./"U, 

in this · rection in th cao of L1il.i .., 'Y per-.;onnal, and I wul us~ ct 
v b - th se :vi c:J ... ~ .;;orJllCl a "ell. 

(3 I uould suzccst the; moro mplolfli;.O: t o rtur.itica ca11not 
G{)vcrnr~ .. itself l.or personllel o be c1i •-:rl.s5c ol· r ,etir d, 
Girable to provida s l'"rul e ·ay for i.l''l -:"~viduals oo 01 ... rc ·u"'c:;... fo'Z' 

p ~ od duri.."'l" ch they thc;n.!lolVi s c ul so alte nativ cmplo~z.ent,. 

(4) I sug[;est also the l. .. efo ot the !l:ighol"' s::.tiary structure and lovels 

(S) 

'U d, Ol~Ol'lg o"t.l!CU"' thi s, go..."'lta: al.ly ll'lCX'OaS~ ss.lari .&.Or pOrSOl U'· 

respon~ibl positions cmd mth tee nical vrairdn3. A new higher lc 
co1~tpensc.tion could be off011

...: .:""o thoco C11L.lc:i'"Ceo "· 10 aro pj,""Cpa::u to giv 
up second at' third jobs an to 1!:..yVoto ·U!oir .full time d ei'£orts to 
jobs in t!l. Go·.rer· ~nt. Thi h s boon den.:.. suco~ssi'ully iu a nut:bar f ·S 

including Brazil where the tor.m 1E.'"'tclusive Dedication" is ua d. 

R duction or ol.imination of redu.."'ld.ant nor onncl an' raore ada uato lC"le 
co:m.penwaticn arc necessary but not outi cic :1t ccn ·tic e tor il1Cl"C3.:JC; 

icncy a.ld the eJ:hnin.atio o£ COlTUption in O.oV :rZJ.m nt a.dministr t:i • 

. ' .. 
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suggest therrcfol"e that in eC:dition it ~:Ul be lWcesaary to evaluato po:;;·­
row.ance by Goverr~wnt per~onn~ ana to cr.:;:raand af'ticient and · honest par• 
formano • I understD.4"ld that you have racontly called for th ·· eotol.,l::teJl­
m.ont of tl systs...'ll ot personnel Er'i'aluation in all agencies of the C--o Cl,n~2:1t. 
This is cleal"ly a. step in "'C.r..e rl ;ht direction. It will :r.eed to be aooom­
panied by rewords &"lld. pen..utiea if it is to hava the desired eff'ect. I 
~lorstard also that you have recently required tha declaration and re~is• 
ti at1on of assats by' employees of a.ll Gover.nment agencies and entcrprlseo. 
mhis too tdll need to be eccoropanied by retfa.rds and penalties it it i to 
bava tho run desired. effect. 

(6) 0..11 another aspect of the · p --oble:m, a series or organizational and procedural 
steps cot.tld be ta?-...vn w.:.uch fro:n experience elsa1utara lt'rould, I believe, eo!l­
tributo e1gni.fic~'1tl1' to't\~d greater Cl.ficiency and the oJimination ot 
~ nagir~ c-orr~ption. Thes includo: 

(a) Ests.blismel'lt of the rule that all C10vernment and state nterprise 
purchases of goods and .sen-lees f:t~m auppli~ .. , and contractors are 
to ba.-.on tha basis of oo.··upeti tive bi ... ~dJ.ng, in rcoport...se to tender 
documents tmieh elearly nnd fairly szt speei.:t:ica:tions, t>rl.th evDJ.uo.­
tion of bids O·ll a!1 objsc . VC basis by tOali1S OX responsible ofi'iciu13t; 
end wl th . their recom...~'ln<L1.tions in reor..ect to contract alro.rd.s suhjcc·~ 

· to reviaw and csrti.t''ica.tiOl'l or cnc!orscrrt.ent by the most so~do ... of"ficial 
· o.t tha ~a."lcies o1• enterpi'isos cet.'1cerncd. SUch procaduros !1 I or-
stand, are no1-1 bein2,: fo lo-;-ro· to nn L'fl'lereasing extent. I beli~ a . 
uaaful pattern. l1as b3en s...,t in connectio ldth proow.-a'Uent of e ods an 
s..,rvic · s 1•at- projects financed. by ou:..,.. Crcdi ts, and that 'ttaau is required 
now~ is: extension .• ~a.f\:th:i's tsy_s:teirr::t ·o .. all procurement~.- ::l t:-t'i:. .. 

(b) I sugGest. the establisr1.11ent or eystems.tio procedures for th.e handling 
of inventories ot materials ar.d equipment held by Goven1r00nt ag~ c-e·a 
and entel"'Pr1s-es. I asS1.lme that a tf'Ol"kable inventory system a."ld pro­
cedure already erlsts in you:r.• :millta.:cy services. I undertrtand. it is 
now l:x~dx~~ estaolislled 111. · your FJ.ghv.t:.y- llL.~ctorate in the ltL"'li~tr-.f of 

· Public lforks; and tn.'"tension and. e,daptat:to~ to oth .. r Govo:r-ams11t ag()nci · s 
and enterprises trould be highly det:irable. 

(c) · I suggest a systmr.atJ.c revie.:t of the procedures tdleroby Govor.nment 
agencies control~ regulate~ approve and lieonce a great v~!riot7 o~ pr 
d:uction and trade activitiea. I Ul."'ldorata11d that such a sy"'t€nl.O.tie r0-
Tlm; uas made or procedures related to import and e..~rt trade in con-

. nection 'til til the April. 17 moo.sures, ana that it was found at the t:J.ma 
· th.at ma.v ot tho ex:l.S'tan~ procedures i'!'0re relics ot a no lonzer ~nstJ.n: 
or nseass.!lr'J effort aT; control., tbnt they imposed excessive end tu .. oc..-cs­
sary coats on thooa engaged in trade ac-t.ivlties, and ··ere sel"'!ous obs"'cr-·· .. 

, CJ.es to dav~pmant. It is extremely likely that exactly the SD.-uo c tuntion 

\ 
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minimum S"'Jpport prices to tarr.Jsro combined, thl"'ou.gh tho operation of a 
u.ffsr stock-p ~CUl'"err.ent-scl.es p··~oer~, -~rl th the r~l tena..vtca o reaoon-

aole stability in con~er prices. I SllJ~est that it will r-.,.cnr oo c:t.":i.t.:.oal.ly 
i mportant to raviet.g the initial deciaioru~ made :in respect to the ler~"'~l at 
11hich Sl.lpport prices have been set to c:etc:rr:Li.n0 't1hether t.."lay do in fact pro­
v de adequate inoan-t.ivos to tar :ers. It t:rlll oo neceeaar)"'1 I ali sure, from 
time to tirt..O to make adjustments in t!le 1 vel ot th0so support prices. Tho 
progr:11-a evaluation to \taich I refer above is intended, omong other thil'.gs 1 to 
devolop a basis and am chaniam for the necessary review ao'"ld adjus+wmantn. 

(2) It h"i.ll also be essential to ensu..-re that Dulog has and e!teoti ely do:?loyo tha 
re ourees requil"ad to imt)letr..ent the pl"iee oupport, poliay, including Cl.t.."?'"'rlcnced 
personnel, crop i'o1 .. ecast. inton1ation., mar~et i..tttelli:zcnco 1 storage oapaci ty !'!'In 
supply mobility. Expariencs in o nt yeal .. '"S · leew1ler® has indicated that c· ­
f'eoti ve iznple:mentati.on ot a pric · support policy is a vertJ large ·:: .... '1d C.E:n'l..'lndinf' 
ef':tort . Consequently, I 6>Ugt;est that Buloe ba relieved of otr...er fnnctions and 
duties in order that it may concentrat. ell its resou.rces on s effort , o~o, 
.c olving tr,.e operation or a buffer stoc ... 1rlt~'l pr curcmant o£ ricG ho .w Q!".d 
abroad, and injections of rice into do.ilCSt;ie markets in the intore3tS of an~~--. 
1ng prices to prod~aers lmiah do not faLl Lelow pre- dster.mined levels and oon­
et...11Iler prices lurl.ch do not rise above pre eterzdned levels. It should be ra­
li(;.'Va o£ the responsibility of di . tr·~buti:r~ rica to Govera.11ont, civilian \L""ld 
military agencies lthicb com:pant>ate thoir employees partly in kind. I su.r.r:ost 
that, gS:vcn the price stability. icl you nave achieve , you s loul not:" !".'l ,..,_ 

to aboodon tha system of payment in ld.llld in avor of com:oansatio in C\l£1 • It 
· s ... ou.ld be possible 1 it neces:Ja:ry ~ to raas:::.ruro -c--overnm.ollt employoss by proV':i ding 
that cash salary and waga ~ts would be appl~priatel.y increased U rice 
pricas should rise. ..,· 

(3) ot:.er major elements in ~"le program are production credit tor t~rs ru1d im­
proved processine, storage, transport and marketing ,facilities ten ... 1"1co. I 
un erstar.d that studies of t:."le lat"'c,er a:.~ cbout to be u. . .'l1dartal:en out, of --hie 

he should e~r60 concrete pr'i grali'lS or aation. ·' In :reopeot to ·credit:; .I cr ,.. ~~ at 
that tha progrmn nat'S' being devaloped for cx'c,enrJion ot Qt>edi t bJr Ba.m~ Ral:jat a..;1d 
its implement,ation bs systematieall3" and earei\tlly eval · ted ttlth a vie1-1 to sue:· 
mod:l..fications as may be neeassar:y ana appropriate. \'~ are proparGd to a.... , wt in 
this. 

I hope that theso suggestions will prove usef'ul to you. As I stated at t 1e out• 
f::'ot , I apprnc: • o.ta tu.l1y that !olt it v:ny of t.t e suggeatio.'1S m.s o in this rJU.;.T.::Jr,f ra­
present new ideas t,0 you &"'ld that lli1.at you need is assistance in elaboratin:; them 
1r:.to tull op ·rational programs and holp· in tha insti·iutio~1. of theae progr~""ls .. I 
'trould ... e to asgrJ.r& you again t'h.at the Bank is propared to assist 1n a var ety of 
W.Jl-.~ 1n tn.is elaboration and im;pl~ntati n. I ho. , tl'uit you will not hesitate to 

cuss th our Resident Stat hot-1 w may do Do. 

BP..Bell/RJGoodman 1 grk 
August 1.31 1970 

\ 
\ 

Sincerely, 

/S/ ~ /m~~ 
Rober t s. Mcl\lam.ara 
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2 Ric :Production. ~ MeNat.nara. n . t d. t ;t th a .. 
achieve- ,_ elt-suft'!ciency in ric . by 1974 and id tb t on this 
ubJ et also th Bank would b glad to put i' suggestions on 

paper • · Pr s!dent uharto a a.in a.eeept · do 

* For tull&r ·tatem nt e b c und p r t tae d to m:J Memorandum. 
to Mr. MeN·· ot May 2!)., 
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I NTERN.ATI ONAL DEVELOPMENT I INTERNATIONAL BANK FOR I INTERNATIONAL FINANCE 
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION 

OFFICE MEMORANDUM 
.· 

TO: :Mr. Robert S. McNamara 

GoodJnan ~1 ~ 
DATE: May 25, 1970 

FROM: Raymond J. 

SUBJECT: INDONESIA: Your meeting with President Suharto 

. . 

The Bank Group and the members of the Inter-Governmental 
Group on Indonesia consider Indonesia's recent economic performance 
to be good. The recent exchange reform is evidence of Indonesia's 
ability to take appropriate policy decisions when the occasion de­
mands. In recognition of Indonesiats special difficulties, but also 
of the Government's commitment to economic rehabilitation and develop­
ment, bilateral aid has been given in substantial amounts and on much 
softer average terms than for ~ other large developing country. 
The debt settlement reached in Paris last month is testimony to the 
confidence which the Western creditor countries and Japan have in 
Indonesia's present management of its economy. 

There are, however, a number of less tractable problems, 
mostly administrative but all critical in the development effort, to 
which increased Government attention needs to be given. You may wish 
to discuss some of these matters with President Suharto, and in particular 
the following : 

(~) development administration 

(ii) rice policies and programs 

(iii) population policies 

(iv) longer-term planning 

The issues are summarized in the attached brief which also 
contains notes on the · exchange reform, on the April IGGI and Paris Club 
meetings, and on IDA lending operations in Indonesia. 



BACKGROUND PAPER FOR MR. MCNAMARA'S MEEITING 
WITH PRESIDENT SUHARTO ON MAY 28, 1970 

I. Development Administration 

The major obstacle to an accelerated development effort is 
the present condition of Government organization. There is considerable 
over-staffin~in most public enterprises and administrative departments, 
but at the same time a shortage of technical supervisory and managerial 
talent throughout the public sector. Government cash ~re very 
low, notwithstanding a recent 50 percent across-the-board increase, and 

-are supplemented by payments in kind (mainly in rice) and the provision 
of free services including housing and transport. The commodity payments 
are wasteful and no longer necessary or desirable now that economic 
stability has been largely attained. Housing and transport are allocated 
in ways that do little to promote or reward efficiency. Selective in-
creases in cash salaries are urgentl ired. At present, the personnel 
system w 10 could provide e asis for sue increases, and for a 
systematic approach to the problem of redundancy, scarcely exists. 

Reforms in institutions and their procedures are required to 
y edug e the level of a Wpjnj atrat.i ye corrupt~ which (as President Suharto 
reported after recent informal visits to the provinces) involves the mis­
management of funds for development projects. 

Among the specific requirements are: (a) the creation of a 
system of personnel administration to obtain information on the magnitude 
and distribution of over-staffing, to provide a basis for selectivity in 
future salary measures, and to attack the problem of civil servants holding 
two or more posts; (b) the elimination of payments in kind and the reduc­
tion and redistribution of other non-cash benefits; (c) the elimination of 
the present system of cash payments for all public sector transactions, as 
a step towards reducing corruption; and (d) the proper definition of the 
status and responsibilities of Government agencies (as an example of the 
problem, BAPPENAS, the P1anning Organization, has no legal status at 
present). 

The Bank Group promotes institution building and administrative 
reform mainly through covenants imposing sound management and operating 
procedures, same of which require legislation and will thus have come to 
the direct notice of President Suharto. IDA credits to Indonesia have pro­
vided for substantial technical assistance; and the activities of the 
Resident Staff are also valuable in this context. The reorganization 
initiated in these ways needs, however, to be part of a much wider effort 
by the Government to build an efficient administrative and operational 
machinery which will support increased public investment and private enter­
prise. The process can be accelerated if additional technical assistance is 
provided from appropriate bilateral sources. Through the Resident Staff the 
Bank would be able to assist in coordinating this assistance. 
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The implementation of a sound public sector development 
program requires not only good project preparation and administration, 
but also careful monitoring of actual progress both in financial and 
p~sical terms. The virtual absence of a reporting system to provide 
a flow of information to those directing the development effort makes 
it impossible to assess the progress made and its impact on the economw. 
In this area, urgent measures have been recommended and are essential. 

II. Rice Policies and Programs 

The rice price support policy established in November 1969 
does not appear to have been satisfactorily implemented because of in­
adequacies in BULOG, the official rice procurement agency. On the pro­
duction side, the BIMAS Gotong Rojong rice development program, financed 
expensively by suppliers' credits and involving major losses met from the 
Development Budget without proven results in increased rice production, 
is under Government review.!/ The programs urgently need modification, ~ 
reduction in scope and at least partial replacement by more orthodox ~~ d 

arrangements. Rice imports amounted to nearly 900,000 tons in 1969/70 ·y ~ 
about 45 percent under commercial arrangements and the rest in aid. Re-
quirements may be even larger in 1970/71, with a higher proportion of 
aid. There is some doubt that the request for 550,000 tans under PL-480 
can be fully met. 

With credits for the PUSRI fertilizer project and for irrigation 
rehabilitation ($5 million in FY1969, $.18.5 million for the proposed 
Djatiluhur credit in June 1970 and $.17 million earmarked for a third pro­
ject in FY1971) IDA is sufficiently involved in rice development to make 
this a suitable opportunity for a discussion of progress in the rice 
econ~ in relation to the Government's main economic target, the attain­
ment under the current Five-Year Plan (1969/74) of selr:sufficiengy in 
rice. 

III. Population Policies 

The jointly-sponsored UN/WHO/Bank report on Family Planning in 
Indonesia was completed on April 27 and is shortly to be presented to the 
Government. A five- ear o Java d Bali has been outlined with 
a target of six million new "acceptors" by 197 an a popula ion growth 
rate that would be 8.5/1000 lower than otherwise for the two islands and 
5.5/1000 for t e whole of Indonesia. If the program is accepted and 
effectively.: support~d by the Governme~ a useful impact can be made in 
one of the world's most densely populated areas. An IDA project is likely 
to be identified during 1970 and this should help to stimulate action an 
the program as a whole. 

!f A report just received by the IMF from their Resident Representative 
in Djakarta indicates that a Cabinet decision was taken last week to 
abolish this program after the current crop season. 
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. IV. Longer-Term Planning 

Indonesia has been able to devote little attention so far 
to the formulation of medium and long-term socio-economic objectives. 
Considerable importance is attached to the Five-Year Pian (1969/74) 
but this is more a general indication of priorities than a comprehen­
sive program for the allocation of development resources. ~ now, 
however, sector surveys and pre-investment studies are underway in 
almost all major sectors, and at least preliminary results for maqy 
of these should be available by the end of 1970. The stage has been 
rea the Government should ive eater e has· " 
establishment of a cohe strategy for the 1970's. 

Among other pressures for longer-term planning is the growing 
feeling within the IGGI that the phase of emergency relief to Indonesia, 
determined on an annual basis, should be nearing its end, and that by 
now some longer-term thinking on aid requirements is called for. We 
ro ose to arrange ·ssian to look into Indonesia's capital re-

irements over the next few ears and o repor to he sesslon in 
April 1971, and are otherwise reaqy to assist the Indonesian Government 
towards more comprehensive and firmly-based planning for future develop­
ment. 

V. Recent Developments 

1. Exchange Reform 

On April 17, in the context of an 00' standby arrangement, the 
Government announced fundamental reforms in the exchange system, involv-
ing the unification of the two exchange markets at Rp 378 to the US dollar, 
the higher of the two rates (the former major rate of Rp 326 was however 
maintained for program aid transactions), the simplification of export tax 
arrangements and the abolition of the "overprice" system which had legalized 
the generation of foreign exchange outside Government control. 

2. The Paris Club Agreement 

On April 24 the Government accepted the proposals of the Paris 
Club for a long-term settlement of Indonesia's pre-1967 external debt of 
$2,090 million. The agreement provides for the repayment of the principal 
($.1,645 million) in equal annual installments of $55 million over 30 years 
from 1970. There is a provision enabling Indonesia to defer part of these 
payments (up to 50 percent of the installment due in ~ year, but not more 
in total than three times the annual installment amount) in the first 8 
years. Contractual interest ( $445 million) will be repaid in 15 equal annual 
installments over the second half of the 30-year period. The question of 
acceleration of payments, and of a reduction in the amount of contractual 
interest, may be raised after 1980. The firm obligations the Government has 
now assumed for loans contracted during the previous regime will have an 
important and positive effect on Indonesia's international financial stand­
ing. The Government has stated its intention to seek early bilateral agree­
ment with the Paris Club creditors, which hold some 37 percent of the debt, 
and with the USSR and other creditors outside the Club, the latter on terms 
not more favorable than those agreed in Paris. 
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3. Aid Requirements, 1970/71 

The Indonesian Government's aid request to the IGGI last fall, 
endorsed by the Bank and the Fund, amounted to $600 million for the 
period January 1, 1970 to March 31, 1971. At the IGGI meeting last 
month, express or implied commitments of aid to Indonesia amounted to 
roughly $570 million, and the balance seems likely to be committed during 
the next few months. The overall amount of aid may meet the target, even 
including some increase in food aid requirements in view of the present 
crop outlook for this year. There is likely, however, to be some 
difficulty regarding the composition of aid. Commitments for non-food 
program aid are estimated at $177 million, $23 million less than requested. 
This category is especially important to Indonesia for generating local 
currency to help finance the development program, as well as for balance 
of payments support. Project aid on the other hand may be over-subscribed, 
and the Indonesian authorities are now seeking agreement of same donors, 
including the United States, to shift commitments from project to program 
aid. 

4. Terms of Aid 

Indonesia is receiving aid on much softer average terms than 
~ other major developing country, and the Bank attaches great importance 
to this. Our debt service projections assume new DAC terms (8 years grace, 
30 years maturity, 2-1/2% interest) as an average for all aid, but even ~o, 
external debt service could again became a problem by the late 1970's. 

This consideration reinforces the view that at this stage Bank 
Group assistance to Indonesia should continue through IDA alone, improving 
the average terms for aid to Indonesia as a whole. Because of the 
difficulties of project preparation, scarcity of IDA funds to date have not 
been a limiting factor, but this situation will change. 

While any likely IDA allocation to Indonesia can be expected to 
be fully utilized, it would not be in Indonesia's own interest to seek 
supplementary Bank lending while bilateral aid on DAC or softer terms is 
available. A more likely Indonesian problem will be to prepare enough 
projects to maintain future bilateral commitments of project aid at current 
levels. 

5. Lending Operations 

The following credits to Indonesia have been approved: 

Fiscal .Amount ( $ millions) 
No. Year Purpose IDA Undisbursed 

127 1969 Irrigation Rehabilitation 5.0) 2.8 
135 1969 Technical Assistance 2.0 £1 1.8 
154 1969 Highways Rehabilitation 28.0 28.0 
155 1969 Estates Rehabilitation 16.0 15.8 
165 1970 Electricity Distribution a/ 15oO 15.0 

1970 PUSRI Fertilizer Ex:pansion £1 30.0 30.0 

96.0 93.4 

a/ Not yet effective. 
£1 Approved May 12; not yet signed. 
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As the table suggests, operations in Indonesia are still in 
their ear~ stages, with disbursements of only $2.6 million to date, 
mainly for the first irrigation project. One reason has been the 
difficulties of making credits effective. It is hoped that increasing 
familiarity with IDA requirements and procedures will lead to an ear~ 
increase in the rate of disbursements, but it will be some time before 
the physical impact of Bank Group operations begins to show and con­
siderab~ longer before any returns to the economw accrue. 

The PUSRI project, with foreign exchange costs of $68 million 
to be jointly financed by IDA, USAID ( $20 million), Japan ($8 million) 
and the Asian Development Bank ($10 million) is the first credit wholly 
for new development in Indonesia. The remaining projects for FY1970 
are: 

Purpose 

Agriculture Estates II 

Irrigation Rehabilitation II 

or 

Telecommunications 5( 

TOTAL for FY1970 (including PUSRI and 
Electricity Distribution credits) 

Amount 

12.8 

74.8 or 80.5 

For FY1971 the following projects are under consideration: 

Project 

Fisheries 
Irrigation Rehabilitation III 
Seeds Production 
Education 
Technical Assistance II 
Telecommunications 5( 

or 
Irrigation~ehabilitation II 

$Millions 

3.5 
17.0 

8.0 
5.0 
2.0 

12o8 

48.3 or 54.0 

~ The Telecommunications project, for which negotiations are complete, 
will replace the Irrigation Rehabilitation II project in the FY1970 
program if this is subject to delay in fulfilling conditions for 
Board presentation. 
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If the total IDA allocation for FY1970 and 1971 is limited 
to $140.5 million, as suggested to you in Mr. Knapp's memo of May 6, 
there would be $.12 million available for other projects in 1971. The 
candidates are Highways II (up to $40 million, of which $12 million 
could be approved as a first stage), IlFC - Bapindo ( $.10 million) and 
Family P::Lanning ( $3 million). The selection depends mainly on pro­
gress in preparation. We place high priority on the BAPINDO and Family 
Planning projects, but it is unlikely that either can be prepared in 
time for presentation in FY1971. 

There are no specific operational issues which would warrant 
discussion with President Suharto. 

cc : Mr. Shoaib 
Mr. Knapp 
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INTERNATIONAL DEVELOPMENT I INTERNATIONAL BANK FOR I INTERNATIONAL FINANCE 
ASSOCIATION . RECONSTRUCTION AND DEVELOPMENT CORPORATION 

OFFICE MEMORANDUM 
TO: Mr. McNamara ~ 

FROM: Raymond J. Goodman ~\ ' 

DATE: August 3, 1970 

SUBJECT: 

. . 

INDONESIA - Meeting with Dr. Sumitro Djojohadikusumo, 
Minister of Trade 

Dr. Sumitro's call on you at noon today will be in the 
nature of a courtesy call. We have no issues to take up with him 
nor to our knowledge does he have any to raise with you. You have 
l1r . Tolbert's memorandum of July 14 giving background information on 
Dr. Sumitro . You may be interested to know the remainder of his 
schedule here. 

Dr. Sumitro has just attended a conference on "Indonesia -
Plans and Prospects" organized by the University of Wisconsin (where 
11r . Tolbert also spoke) . He will be in Washington today and tomorrow 
only. Besides lunch with Mr. Schweitzer today and with Mr. Knapp to­
morrow, he will have met this morning with u.s. Assistant Secretary 
of State (for Ebonomic Affairs) Tresize and others, to discuss tin 
and rubber stockpile disposal problems and U.S. oil import quotas. 
Tomorrow morning he meets Secretary of Commerce Stans and/or Under 
Secretary Siciliano, to discuss the same matters and general u.s. -
Indonesia trade questions. He will meet tomorrow afternoon with 
Dr. Hannah of AID, and with Assistant Secretary of Agriculture Palmby, 
to discuss PL480 rice and wheat flour imports into Indonesia. 

Dr. Sumitro is concerned with the utilization of all program 
aid from the various donors, including food aid, but his connection 
with our projecw is indirect. He has a major role in determining policy 
on fertilizer imports, of considerable significance to the PUSRI project, 
and in the marketing of exports such as rubber and palm oil, which are 
being expanded by our estate rehabilitation projects. He may alreaqy be 
aware that we are planning for FY1972 additional projects for rehabilitation 
of rubber and palm oil estates and new projects for tea estates and small­
holder rubber. 

President has seen. 



TO: 

FROM: 

SUBJECT: 

. 
INTERNATIONAL DEVELOPI 

ASSOCIATION I 
INTERNATIONAL BANK FOR 

RECONSTRUCTION AND DEVELOPMENT I NTERNATIONAL FINANCE 

OFFICE MEM DUM 
Mr. McNamara (through Mr. Fontein)v ~ 

Stokes M. Tolbert J/)1.;;7 ~ / 

INDONESIA - Visit of Dr. Sumi tro, Minister of Trade 

We have received word that Sumitro will attend 

c;yoR;:;:~ h 

at the University of Wisconsin from July 30 to August 1 While in the 
country, he is also expected to visit Washington, probably on August 3 
and 4. I recommend strongly that you see him if a suitable time can be 
arranged. 

Sumitro is a leading member of the present economic leadership 
of Indonesia. His name is, in fact, better known throughout the country 
than Widjojo 1 s. Whereas Widjojo is the policy-maker, Sumitro is the 
operator and organizer. He is honest, keenly intelligent and, more so 
than the rest of Indonesia's economic leadership, an excellent administra­
tor. He runs one of the better organized and more effective ministries. 

Sumitro's background includes the stuqy of economics in Rotterdam 
(1938-1946, some of the time under Dr. Lieftinck), after which he returned 
to Indonesia in 1949 and joined the Faculty C:>f Economics of the University 
of Indonesia. He was Dean of that Faculty when Widjojo and the rest of the 
economic team were students or young faculty members there. He became the 
boy-wonder Minister of Finance in the mid-50 1 s - and the great hope of the 
foreign aid donors for a reversal of Sukarno's disastrous policies - but 
soon resigned or was thrown out because of disagreement with Sukarno. In 
1958 he became one of the leaders of the outer island rebellion against 
Sukarno, and was responsible for financing and procurement of arms and 
supplies which helped to keep the rebellion alive in North Sulawesi for 
three years. He then went into exile - much of the time in hiding from 
Sukarno's agents- until late 1967, when the New Order government decided 
it was safe for him to come home. Several months later, in June 1968, he 
was named Trade Minister in Suharto 1 s new "Development Cabinet" in which 
the economic team generally was given ministerial authority commensurate 
with their responsibility for economic policy. 

Appointments are being arranged for SUmitro by the State Depart­
ment with the Secretary of Commerce and a number of other u.s. offici als. 
The schedule is still being worked out. I would appreciate, as soon as con­
venient, an indication as to whether you can see him so that we can coordinate 
with the State Department on the timing and also ask Bernie Bell to inform 
Sumitro. 

cc: Mr. Knapp 
Mr. Shoaib 
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To: 

From: 

OFFICE MEMORANDUM 

Files 

Gordon M. Street V 
Copenhagen, Denmark 
September 23, 1970 

Subject: Indonesian Delegation Meeting with Mr. McNamara 
on September 22 at 9 a.m. at the Bella Center 

Those present for Indonesia were Mr. Ali Wardhana, Minister 
of Finance, Mr. Radius Prawiro, Governor of the Bank Indonesia and 
Mr. Suwito Kusumowidagdo, Ambassador to Sweden. Present for the Bank 
were Mr. McNamara, Mr. Knapp, Mr. Shoaib, Mr. Goodman and Mr. Street. 

The meeting opened with the usual exchange of courtesies. 
Mr. Ali Wardhana then explained that while things were moving along 
fairly smoothly, some difficulties had arisen in connection with the 
debt rescheduling plan. While agreement had been reached with the 
Russians, agreement had not been reached with the Germans. The Germans 
considered interest on the debt rescheduled during the period 1967-69 
as principal for purposes of the Abs formula. The Indonesians took 
the position that this should be treated as interest. The Russians, 
and the Dutch, have accepted the Indonesian's position. The Indo­
nesians are somewhat concerned as they had hoped that all the Eastern 
European countries would follow the Russians, but they now fear that 
disagreement with Germany may jeopardize the chances for agreement with 
the Eastern European countries. 

Mr. Ali Wardhana then with some reluctance, knowing the posi­
tion of the Bank Management and the Executive Directors, raised the 
question of program aid from IDA for Indonesia. He argued that in the 
current year program aid from bilateral sources will fall short of the 
target. The bilateral donors feel that program aid can be reduced at 
a faster rate than the Government thinks advisable. Mr. Wardhana asked, 
therefore, that the Bank urge bilateral donors to continue to give Indo­
nesia sufficient non-project aid which Indonesia would prefer to get from 
bilateral donors, particularly if the aid were untied. Mr. McNamara con­
firmed that the Bank would urge bilateral donors, particularly the US, 
to continue their non-project aid programs in Indonesia. He went on to 
say that it would be very difficult for IDA to furnish non-project aid 
to Indonesia. First, because the IDA's Charter provides that such aid 
can only be given in exceptional circumstances, which are ill-defined. 
Consequently, traditionally the Bank Group has confined its activities 
principally to project lending, a policy which the Bank Management felt 
was justified and which the Executive Directors, Governors and the member 
governments themselves fully supported. Secondly, IDA does not have suf­
ficient information about the aid flows to Indonesia to support the thesis 
that a resource gap is developing which must be filled by non-project aid 
having higher priority than the various projects IDA is prepared to finance. 
While he could give the Minister little assurance that IDA would provide 
program aid as he did not think this case could be made, he did undertake 
to examine the situation. He pointed out, however, that in an ~~fa 1 f h S 
program aid from IDA would be in substitution for, rather than in ~~Q~o~a 
to, project aid because IDA funds are so limited, and this would mean 

seen 
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giving up the financing of projects, which we believe are of high priority. 
Moreover, dropping projects from our lending program w~uld eliminate the 
possibility of furnishing technical assistance to the agency or agencies 
executing the projects, an unfavorable prospect in view of the very great 
need for institution strengthening in Indonesia. 

cc: Messrs. McNamara 
Knapp 
Shoaio 
Cope 
Chadenet 
Bell 
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. 
MEMORANDUM FOR THE RECORD 

SUBJECT: Indonesia 

Mr. Ali Wardhana, Minister of Finance, met with Mr. McNamara in the 
Sheraton Park Hotel on Wednesday, September 29, 1971 at 1 p.m. Minister Wardhana 
was accompanied by Mr. Radius Prawiro, Governor, Bank Indonesia, and Mr. Bianti 
Kharmawan, Executive lli.rector for Indonesia, IMF. Mr. Knapp, Mr. Shoaib, Mr. 
Chenery, Mr. Goodman, Mr. Bell and Mr. Tolbert also were present. 

External Aid Prospects: The Finance Minister noted that there had been 
a number of changes in the personnel concerned with aid to Indonesia in major IGGI 
donor governments - the u.s., Japan, and the Netherlands. He feared that Indpnesia 
might not find this year the same degree of understanding and support of its 
position as in previous years, and the IGGI might fall short of meeting what could 
well be a somewhat increased aid requirement. The Bank and the Fund had an extremely 
important role in strengthening international confidence in Indonesia's performance 
and its ability to use aid effectively. The Bank and the Fund, he hoped, would 
take a "more active" role in presenting Indonesia's case as compared to previous 
years. He had detected some feeling within the Fund that this was not the Fund's 
proper role but was more the job of the Bank. 

The Minister pointed out that the form as well as the amount of aid was 
important; continuing difficulties in raising adequate domestic budgetary re­
sources made it essential that Indonesia continue to receive substantial program 
aid. Apart from the demands of development, there was a pressing need to expand 
further the routine budget, which had been starved but must be increased to a 
level adequate to provide an acceptable standard of public services. Donors were 
increasingly reluctant to provide program aid, and he hoped the Bank would press 
this issue especially with the donors. He feared an actual cut in total aid from 
the u.s. following the Administration's recent announcement of a 10 percent global 
aid cut, and there were indications that the Japanese might reduce their aid or 
at least refuse to increase it above last year's level. 

Mr. McNamara said that we would of course continue to give Indonesia 
all the support we can. He had already spoken to the Finance Ministers of Japan 
and the Netherlands regarding the importance of continued support for Indonesia's 
development effort. He had not, of course, talked in terms of specific figures. 
He was not as worried as the Finance Minister about the prospects for aid to 
Indonesia. The Japanese authorities had given him no indication of any prospec­
tive cut in aid. He would again raise the matter with Finance Minister Mizuta 
when he visited Tokyo in November, and he asked that Mr. Goodman remind him to 
do so. He pointed out, on the other hand, that a major element in obtaining con­
tinued external support was Indonesia's own revenue performance. He was happy to 
see the prospective increase in oil revenues but the donors will, of course, be 
looking at the domestic revenue performance as well, and it was important that 
Indonesia's domestic effort continue to match the performance of recent years. 
An adequate performance on domestic revenues would be essential to any effort by 
the Bank to obtain increased aid commitments, including program aid, from the IGGI 
donors. 
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Second Fertilizer Project: The Finance Minister then turned to the 
question of possible Bank financing of a second fertilizer project in Indonesia, 
to be developed by Pertamina using the gas reserves in West Java. Mr. McNamara 
sai d that we were interested in helping expand fertilizer production, as our 
assistance to PUSRI demonstrated, but that he was unfortunately not familiar 
with the project, that he had not yet had time to study the proposals which he 
was aware Mr. Bell had discussed with the Government, and that we would have to 
give an answer later.!:/ 

Visit to Indonesia: The Finance Minister expressed the hope that 
Mr. McNamara .could soon V1sit Indonesia again, possibly during his forthcoming 
trip to Asia. Mr. McNamara expressed his appreciation but said it was impossible 
to fit in such a visit during this trip; he hoped that sometime in the next year 
or so he would be able to arrange a visit to Indonesia at a mutually convenient 
time. 

Estates Management: Mr. McNamara then raised a point which he noted was 
a cause of concern to the Bank staff and which troubled him as well, i.e. the 
management of the rubber and oil palm estates groups to which we had been providing 
aid. He noted that Mr. Goodman and Mr. Bell would be discussing the matter further 
with the Indonesian authorities, and pointed out that it would be difficult for 
the Bank to continue lending in this sector unless management were improved suf­
ficiently to realize the full potential of the estates and to use the aid effectively. 
The Finance Minister replied that the Government was aware of these problems and 
already had them under study; it was anxious to improve management in this area, 
and expected t o benefit from the suggestions of the Bank staff. 

!/ This matter was discussed with Mr. Knapp on October 4. The terms and conditions 
on which we would offer t 'o assist in financing the project are spelled out in 
Mr. Goodman's Memorandum to Files of October 6, the substance of which has been 
approved by Mr. Knapp and Mr. McNamara. 

cc: Mr. McNamara 
Mr. Knapp 
Mr. Shoaib 
Mr. Chenery 
Mr. Bell 

~~~. Tolbert 
October 8, 1971 

Cleared with & cc: Mr. Goodman 

cc: Mr. Fontein 
Mr. Street 
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