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OFFICE QF THE PRESIDENT 

Meeting with Mr. Widjojo, Indonesian Minister of State for Economy, Finance and 
Industry, and Ambassador Ashari, August 7, 1978 

Present: Mr. McNamara, Minister Widjojo, Ambassador Ashari 

Mr. Widjojo reported on the ASEAN-U.S. meeting which took place in 
Washington. The focus had been on (i) a preferential trade agreement between ASEAN 
countries, covering more than 70 items; (ii) preferential treatment in times of 
shortages of food and energy (particularly between Indonesia and Thailand); (iii) 
joint efforts on food production, e.g., through IRRI; (iv) industrial development 
through priority projects jointly owned by the five ASEAN countries, e.g., a fer
tilizer plant in Indonesia; (v) joint communication projects, e.g., undersea cables 
between Jakarta, Singapore, Manila and Bangkok; and (vi) a common tourism policy 
for the region. Mr. McNamara said that he was delighted to see the progress of 
regional cooperation among ASEAN countries. There were very few examples of suc
cessful regional integration in the world; e.g., the East African community had dis
integrated in recent years. The Bank was anxious to support the ASEAN countries in 
their regional cooperation efforts. 

Mr. Widjojo said that his Government was grateful to the Bank for its sup
port of the formulation of the third five-year plan. He was particularly grateful 
to Mr. Husain who had been extremely helpful. The plan emphasized food production 
and employment creation. Mr. McNamar-a said that the Bank could provide considerable 
assistance on food production. Employment creation posed a much more difficult 
problem, particularly since off-farm employment had to increase substantially. 

With regard to food production, Mr. Widjojo said that his country had 
benefitted from the contribution of Sir John Crawford who intended to visit more 
frequently in the future. The Government was aware that food production efforts 
should not be limited to rice and that a broader emphasis on nutrition was required. 
The example of the Jatiluhur rice irrigation area had shown that the impact of a 
drought had become particularly severe because home gardens had been abandoned in 
favor of an expanded area of rice irrigation. Also, rice irrigation had led to 
the discontinuation of the practice of keeping village rice stocks. The trans
migration program continued to receive high priority. The Government hoped that 
the organizational pr~blems had been resolved. The Bank had been helpful in iden
tifying the bottlenecks. In order to increase employment opportunities, the Gov
ernment was aiming at a large industrialization program which would develop labor
intensive industries of any size. He would like to see the industrialization effort 
linked to an export strategy; studies on export processing zones were underway. 
The industrial sector had to be made more attractive to private investment. Mr. 
McNamara said that both export promotion and labor-intensive employment creation 
were very important issues for the Government to deal with. Korea was a good ex
ample of the successful implementation of such a policy. 

Mr. McNamara enquired about the Government's plan for obtaining a satis
factory level of public savings. Mr. Widjojo replied that, unlike Repelita II, 
epelita III had to start from the projection that oil revenue--both in terms of 

external and public sector revenue--would not increase as fast as in the past. Non
oil resources had to be tapped. Mr. McNamara pointed to the very low energy con
sumption per capita in Indonesia as compared to other countries. Energy consumption 
would certainly increase despite conservation efforts. An increase of internal 
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petroleum prices--which were only at about half the world market level--had to be 
acted upon. Mr. Widjojo agreed. In view of the substantial subsidy, the Govern
ment would have to move fast on this issue. The political climate enabled it to 
do so. Public savings woMld also be increased by improved administration of exist
ing taxes, excise taxes and import duties, and new sources of taxation (e.g., an 
urban land tax for local governments). 

Mr. Widjojo said that a good Bank program for Indmnesia was being developed. 
The Bank was willing to take up the chairmanship of the IGGI but his Government first 
had to resolve a problem with the Dutch Government on this issue. The new Dutch 
Government was eager to improve its performance with regard to Indonesia and felt 
that it should continue its present responsibility; Indonesia and Surinam were the 
two countries of emphasis under the Dutch aid program. The Indonesian Government 
wanted to part on good terms. In September, the Dutch Minister of Economic Devel
opment would be in Jakarta to discuss this issue. Two IGGI meetings were scheduled 
for next year: the first to focus on the Bank's report and to consider the country's 
development prospects, and the second to receive aid pledges. Mr. McNamara emphasized 
that the Bank did not want to take any initiative on the IGGI chairmanship; this 
had to be left entirely to the Indonesian Government. The group worked effectively 
and the country needed ~ense amounts of external capital in order to meet the 
country's development targets, particularly in the field of employment creation. 
Oil revenues per capita were relatively low. If a satisfactory level of internal 
resources mobilization were achieved, external resources could be mobilized more 
easily. 

Mr. w·djojo said that, in order to increase external revenues, the coun
try's extensive gas fields would be developed for export purposes. Exports to Japan 
had been started and large fields were reserved for gas exports to the U.S. In 
order to achieve the plan's targets, training and education had to be given parti
cular attention; skilled manpower was becoming a serious bottleneck. A recent Bank 
mission had studied the problem. 

In conclusion, Mr. McNamara urged Mr. Widjojo not to hesitate to let the 
Bank know how its contribution could be made more effective. He was glad that Mr. 
Husain had made such a particularly helpful contributmon. 

cc: Mr. Husain 

Caio Koch-Weser 
August 10, 1978 



WORLD BANK I INTERNATIONAL FINANCE CORPORATION 

OFFICE MEMOJ3ANDUM 
TO: . Mr. RobertS. McNa a v DATE : August 4, 1978 

· FROM : Stanley Please, Acting Y-'"' 
SUBJECT: INDONESIA: 

<. • 

1. You are meeting with· Professor .Widjojo, Chairman of the 
National Planning Agency (BAPPENAS) at 11:45· a.m. on .Monday, August .7. 
A personal profile of · Professor · Widjojo is attached. Professo.r Widjojo 
is in Washington to participate in the joint ASEAN-US discussions on · 
Economic Cooperation. You last met him at lunch on April 14, 1977. 

2. His visit comes at a critical time, with the preparation of 
the Third Five-Year Plan at its peak, and an anticipated announcement 
by the President of its broad outline in his speech on August 17. 

3. Mr. Husain's letter to you dated July 18 (a copy is attached) 
highlights issues of concern which he hopes you will be able to discuss 
with Professor Widjojo and later with the President, when you visit 
Indonesia. Mr. Husain singles out the following central issues which the 
Government must address if the momentum of growth and employment is to be 
maintained: 

(a) A vigorous effort to mobilize domestic 
maintenance of the public savings ratio at 
current level of about 9 percent G.D~P. 

(b) Formulation and implementation · of a food · lan •. 

i.e. 

(c) ~evitalization of industrial in estment, initially by 
streamlining and eliminating contro and fiscal pro- · 
cedures and policies, and, if necessary, by adjusting 
key prices. 

4. For our part we stand ready to work with the Government on 
these issues and we have recently made organizational and staff changes 
to help us better address this challenge. 

5. Mr. Husain suggested, and you agreed, that you meet Professor 
Widjojo alone. It is our understanding that Professor Widjojo will be 
accompanied by the Ambassador to · Washington .Mr. Ashari. 

Attachments 

NHanna/RStern:la 



Profile: 

Name 
Birth 
Religion 

Education 

Career 

19_4 5-19_50. 
1950-1953 
1953-1957 
1961-1964 

1962-1964 

1964-Present 
1964-1968 
1962 
1964 
1966 
1968-Present 
1967 

1967 

1969 

1973-Present 

NITISASTRO, WIDJOJO 
September 23, 1927, Malang (East Javal 
Moslem 

Faculty of Economics, University of Indonesia, 
Jakarta, Drs. 

University of California, Berkeley (USA), Ph.D. 
in Economics. 

Member of Student Army, East Java 
Teacher at Secondary s-chools, Jakarta 
Planner at State Planning Bureau 
Director of ·Institute of Economic and Social 
Research University of Indonesia concurrently 
lecturer at Faculty of Economics University of 
Indonesia 
Deputy Dean of Faculty of Economics, University 
of Indonesia 
Professor of Economics University of Indonesia 
Dean of Faculty of Economics 
Visiting Faculty Member at SESKOAD, Bandung 
and at National Defense College Jakarta 
Chairman of Economics Advisory Team to The President 
Chairman of BAPPENAS (National Planning B'oardl 
Chief Delegate to Aid Meeting~ · (IGGI- Inter
Governmental Group on . TndonesiaJ 
Chief Delegate to Debt Rescheduling Meetings 
Q> ARIS CLUB) 
Member of Governing Council, UN Asian Institute 
of Development and Planning, Bangkok~ 
Member of various UN expert Working Groups 
(Planning and Projection, Criteria and Machinery 
for performance Evaluation of Second Development, 
Decade and others) 
Minister of State for Economy, Finance and Industry 
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Washington, D.C. 
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Widjojo will be in Washington during the first week of August, to 
participate in the joint ASEAN-U.S. discussion on Economic Cooperation. A 
meeting beb..;een you and him v:ould be very useful) as our futur'e relationship 
with Indonesia needs to be discussed with him in detail. I suggest that he 
meets you alone and that the discussion be candid. Tri b~ief you, in this 
letter I am discussing the issues of economic policy and of institutions 
and procedures. In a way, the latter are the most important and the most 
difficult to tackle. I hope that you will be able to discuss these, among 
others with the President, when you visit Indonesia. 

The Indonesians are working on their Third Plan (1979- 1983). 
Its outlines are supposed to be announced in the President's speech on 
17th August. Thinking and work on the Plan is taking place in the context 
of some perennial proble~s and some new problems. The perennial problems 
are population and emp1oyme~t, food production, and the effectiveness and 
efficiency of Government institutions and policies. The new issues - these 
are not really new but are assuming new dimersions - are the issues of re
source mobilization, resulting at least partly from stagnant production and 

·increasing domestic consumption of oil, and inability of industrial prcduction 
and investl!lent to make any meaningful co:~tribution to ~mp1oyment and ~ 
We have done more 'dork on these issues during the 1 ast year- than ever before, 
and analYses and reports have been presented to the Indonesians and discussed 
\vith them. From my discussions vJith Hidjojo and others, I do get the 

. impression that they are conscious of the seriousness of the issues; they 
are also con~cious that decisions taken now and during the next few years 
will be harder than at any time during the seventie~. However, they seem to 
have done less to translate their broad concerns into specific plans and poli
cies than ~ould be warranted six months before the Plan period begins; moreover, 
they do not fully appreciate that the inadequate planning and implementation 
capacity of the Government may become the most serious constraint to addressing 
these issues. 

During the last several years, Indonesia has been able to sustain 
a relatively high growth of GNP of around 7 percent per annum. Part of the 
gro ~·:th has ·come from rehabilitation investments· in infrastructure, for instance, 
irrigation. But more importantly, the· dramatic increase in oil revenues after 

HcJdqu;trtcrs: Washington, D.C., U.S.I\. 

\. 
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1973 madz possible and supported a massive expansion in investment in the 
public sector. While all of the investments were not well directed, there 
were substa ntia~ multiplier effects on i.ncome and emplcyment of sharply . . 
higher levels of Government spending. Tentative figures indicate that over
all bT.ployment gre\·: by 3.5- 3.7 percent per annu;n during 1971 - 1976. Income 
and expenditure data indicate that the real per capita consumption level of 
the .bottom 40 percent ir.crec.sed probably bJ 10- 15 pei~cent during 1971 - 1976. 
Thus, th2re was a definite trickle down cr 0 ~owth. But on the other hand, 
there does not appear to have been any improvements in real wages, t~e gap 
between rural and urban incomes has increased and· income disparities within 
urban areas have tended to widen. The p~enomena of worsening inco~e distri
bution, not'llithstanding some gains in liv·ing standards of the poorest group 
and some reduction in the incidenc~ of absolute poverty, are hardly unique 
to Indonesia. But the point is worth stressing that employment and the position 
of the poor would have been a great deal worse but for the unexpected and.sharp 
increase in oil revenues. 

A continued high growth r~te of GNP of around 7 · ercent per annum 
seems a prerequ"site for sustaining at.least a moderate improve~cnt in the 
income and employment of the poor. But this will not be· attained unless: 

. • 

(a) .a very major resource mobilization effort is mounted in the 
public sector; . 

(b) there is a substantial shift in the pattern of public invest
ment towards agriculture and ~ural investments, including 
restraint on 1c.·:-ge ne\v capital-intensive projects; · 

(c) the effectiveness of the Government programs, especially 
those dealing with food and agriculture, is greatly 
increased and the relevant institutions are greatly 
strengthened; 

(d) there is much greater progress towards 
industries in the private sector. 

Our preliii1inary ·estimc:.tes suggest that \'Jithout additional taxation 
effort, the increase· jn real Government reve s is likely to be 1m1 e to 

.3 percent Re annum during - 198 , while it might be difficult to keep 

<. J 

the rowth in recurrent excenditures to less than 6 - 7 percen -er annum. 
Thus, pu 1c savings may actua y cec~ine in real terms unless additional 
taxation is undertaken. A major issue is the pricing of P.etroleum roducts 
sold domestically; most of these (except gasoline) are priced at less tha 
half 6f wo d rices. This contributes to the rapid growth in domestic 
consumption,and to an increased fiscal burden. 

~ Even assuming ~hat · substantial additional taxation ~(including 
adjustment of domestic oil prices) can be undertaken, the grov1th in public 
savings and investments during the Third Plan will be very slow. Net trans
fers from abroad, which along with oil revenues, have financed almost the 
entire public investment in the recent past, are likely to stagnate in the 
next fe\>J years, reflecting substantial debt repayment obligations. Even vJith an 
optimistic view of the Indonesian public resource mobilization effort in the 
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coming years, it is diffict1lt to see public investr::ent grC'.·Jing in real tenns 
by more than 5-6 percent per annum. 

The constraJnt on inv2stment resource& \'Jill necessitate r.1uch greater 
at t ent i on to the resource a 11 o c a t i on · i s s t.; e s . I f J.:: : e I n do :1 c s i J :1 Go v e ( n :~:en t 
ex e rc i s e s sir i c t c n t o 1 o n e \'I co ~:n 1 t tm e: n t s for 1 a r s e c a ... i 4- .., • , tens i v e 
prbjects, the situation may prove to be manageable. Cthc~;ise, the investments 
for a leviation of poverty, unemplcy~c:1t a~d food d2ficits are likely to suffer 
ser·iously. Shortages of local currency \'Jill c::rise and pressures for inflation
ary financing vJill gro'd. Expcr~t.:i: ~ . .-:~es c:1 \·iorld Cllnk finorced projects are 
grcwing rapidly, and could exceed the annual rate of U.S.$1 billicn in the next 
year or tv10. Apcrt from the gen2r2l economic case for ;..:.bilizing dor..estic 
resources, adequacy of local cost financing is a ~atter of s~ecial concern to 
us if v.'e are to a:hieve the raJ.:.her- iarge p1.~nned le:vel o~ lending to Indonesia. 
While there is wi~espread awareness of the eserging resource constraint among · 
the policy makers, the magnitude of the problem is ~2rhaps not yet fully per-
c e i v e d . Furthermore , the i rr. p ~l i cat i on s of t h i s for n e 'd c orr~.11 i t t~ c n t s i n 1 on g 
gestation capital intensive projects have hardly beg~n to re;ister. ~ean
while, the costs of some large projeGts in the pip~line have increased sharply; 
the Asahan alu~in~m project (Japanese-Indonesia joint venture) is now estimated 
to cost $2 billion, compared with an esti~ate of $8CO million just a year or 
so ago. 

In terms of sectoral p;ior1~1es, the i~ can 
hardly be ov2r-emph~sized .. The level of food output in Indcnesia is a major 
determinant of the ·income and VJe 1 fare of the poor. During the i as t decade, .· 
there has been a sign1r1cant 1ncrecse in per h2ad ccns~~~tion of rr.ajor foud 
crops. P.owever, domest1c production has not kept p}ce ~lit1 de~and, and rela
tive reliance on net imports has increased (altho~gh the 1977 import level of 
2.5 million tens of rice was. exceptional). The trend towards a growing gap 
between food demand and supply is likely to per·sist at least till 1985. But 
a sharp improven:Ent in the r·ecent trend of food production from less than 
2.5 percent per an~um in the last four or five years to well over 3 percent 
is possible, aithough with a major and \<Jell-coordinated effort. Secondary 
crops (maize, cassava etc.) deserve the highest priority. \·!e believe it is 
feasible to increase food outp~t by 3.2 percent per annum durirg 1978-85 
provided (a) for rice, the ongoing irrigation invesments mature on schedule, 
support services such as research, e~tension, credit and pl2nt protection are 
improved, and current price policies continue; (b) for secondary crcps, a 
series of completely new departures are initiated in institution buil~ing, 
and support policies are vigorously pursued. Even with the projected gr~wth 
of food crops, imports are expected to increase somevthat faster than prod~ct
ion, because demand is projected to grow at 3.5 p2rcent per annum. For instance, 
if rice output grows at 3 percent per annum and there is no shift in de~and 
towards secondary crops, rice imports \·li 11 be about 2. 5 mi 11 ion tons in 1925. 
If Indonesia relies more heavily than this on rice imports, it might well have 
to face very steep \·Jor 1 d prices. Even with the 1 ov1er r·i ce ~mport 1 eve 1 , the 
verall dependen:e on net imports of food crops is likely to increase by 1985. 

The Government fully shares cur concern regarding food supply. It 
does not follow, however, that the needed agricultural investments will be 
undertaken and major policy and institutional chanaes will be brought about 
speedily. The Bank can play a .catalytic role in i~proving the food policy 
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framework, since a very sLfbstantial part of our total lending during FY79-83 
\\'ill be directed to·,·.·ards increased food production. During my final meeting 
with Widjojo and his associates, I have suggested that the Govern~ent . should 
undertake the preparation of a very detailed and specific food Qlan for the 
decade of the 80's, incorpora~ing der.;and, prc~~~Juction targets, investmen re
c;uir-cments, lAequirei:lents for manpo~-.'CY' and othc.r· inputs and organiza~ional and 
policy changes. I have said thJt the Bank would be prepared to assist the 
Government in the preparation of this plan, and that tlie plan should be the 
basis of future cooper~tioil betv1een the ~3ank, other external lenders and 
Indonesia in food prcd~ction. Ban2th will further work on this. I suggest 
that this should be an important theme in your discussions. 

Increased food output jn particular) and agricultural output in 
general, will be an important source of improved productivity in the rural 
areas. But much of the future employment grov:th must cc;ne from outside agric
ulture. During the last six or seven years, th2re has been a lalrly rap1 
srm..;th in the non-far'm rural employment. Hov!evc::r', much of this empioyment 
has apparently been in relatively lc~ productivity occupations. The employment 
in the modern manufacturing sector has not ~xpand2d significantly. It is our 
belief that in the long run a modern but labor-intensi~e n1anufacturing sector 
must provide a substantial portion of the increment of jobs and exports in 
Indonesia. A beginning must be made now. Provided the industries are located 

· in the rural areag and have good employment potential, the size of establish
ments need not be a primary concern. I menticn this because current Indonesian 
thinking seems to regard labor-intensive as identical with very small scale 
industries. How can a push be provided tow~rds quicker and more efficient . 
industrialization?· Again, much depends en government policies and institutional 
arrange~ents. At present, the odds are against a revival of private invest~ent 
activity, and perhaps a key discouraging element is the excessive cost and 
burden. of procedures of one kind or another. 

In surmnary, I suggest that you emphasize to ~~idjojo that, vJhile we 
have great hopes about Indonesia's future and have a very substantial program 
of assistance, we and our partners in external assistance are convinced that 
the following major issues need to be tackled if the momentum of growth and 
employment is to oe maintained; In fact, Indonesia's capacity to carry its 
people along depends on these; these are also the major premises on which our 
assistance program is based. 

1. A vigorous effort to mobilize domestic resources, i.e. maintenance 
of the public savings ratio at least at the current level of about 9 percent 
G. D.P. 

2. Formulation and implementation of a food plan. 

~ 3. Revitalization of industrial investment, initially by streamlining 
and eliminating control and fiscal procedu~es and policies, and, if necessary, 
by adjusting key prices. 

You might a 1 so mention that we stand ready to work· \\'i th the Govern
ment on each of these issues, and that the dialogue and cooperation, .particularly 
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at t~e working level, neGds to be deepened. Towards this end we are expanding 
· the capacity of R.S.I. and have sigrdficuntly improved u·,c quality of staff 
worki~g on Indonesia in Washington 2~d Jakarta. As you know, we have created 

· t~10 special divisions to work on foJd z.nd agric~iture in Indonesia. 

At the invitation of ~!idjojo, •..:e are' planning another rcL;r.d of 
discussions at the end of Octcber. These~will focL;s en the complete ~raft 
of the Basic Economic Report which we hope to circulate to the IGGI ~~mbers 
by early December for a meeting in January/Februar!, 1979. 

I have discussed your visit with Widjojo and he is enthusiastic 
about it. 

c.c.: Mr. Stern 
t~ r . P 1 e 2. s e 
~eth 

Yours sincerely, 

Yt~,... 
S. Shahid Husain 

.. 
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Widjojo will be in Washington during the first week of August, to 
participate in the joint ASEAN-U.S. discussi~n on Economic Cooperation. A 
meeting between you and him would be very useful, as our future relationship 
with Indonesia needs to be discussed with him in detail. I suggest that he 
meets you alone and that the discussion be candid. To brief you, in this 
letter I am discussing the issues of economic policy and of institutions 
and procedures. In a way, the latter are the most important and the most 
difficult to tackle. I hope that you will be able to discuss these, among 
others with the President, when you visit Indonesia. 

The Indonesians are working on their Third Plan (1979 - 1983). 
Its outlines are supposed to be announced in the President's speech on 
17th August. Thinking and work on the Plan is taking place in the c.ontext 
of some perennial problems and some new problems. The perennial problems 
are population and employment, food production, and the effectiveness and 
efficiency of Government institutions and policies. The new issues - these 
are not really new but are assuming new dimensions - are the issues of re
source mobilization, resulting at least partly from stagnant production and 
increasing domestic consumption of oil, and inability of industrial producti on 
and investment to make any meaningful contribution to employment and exports. 
We have done more work on these issues during the last year than ever before, 
and analyses and reports have been presented to the Indonesians and discussed 
with them. From my discussions with Widjojo and others, I do get the 
impression that they are conscious of the seriousness of the issues; they 
are also conscious that decisions taken now and during the next few years 
will be harder than at any time during the seventies. However, they seem to 
have done less to translate their broad concerns into specific plans and poli
cies than would be warranted six months before the Plan period begins; moreover, 
they do not fully appreciate that the inadequate planning and implementation 
capacity of the Government may become the most serious constraint to addressing 
these issues. 

During the last several years, Indonesia has been able to sustain 
a relatively high growth of GNP of around 7 percent per annum. Part of the 
growth has come from rehabilitation investments in infrastructure, for instance, 
irrigation. But more importantly, the dramatic increase in oil revenues after 

Headquarters : Washington, D.C., U.S.A. 
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. 
1973 made possible and supported a massive expansion in investment in the 
public sector. While all of the investments were not well directed, there 
were substantial multiplier effects on income and employment of sharply · 
higher levels of Government spending. Tentative figures indicate that over
all employment grew by 3.5 - 3.7 percent per annum during 1971 - 1976. Income 
and expenditure data indicate that the real per capita consumption level of 
the bottom 40 percent increased probably by 10 - 15 percent during 1971 - 1976. 
Thus, there was a definite trickle down of growth. But on the other hand, 
there does not appear to have been any improvements in real wages, the gap 
between rural and urban incomes has increased and income disparities within 
urban areas have tended to widen. The phenomena of worsening income distri
bution, notwithstanding some gains in living standards of the poorest group 
and some reduction in the incidence of absolute poverty, are hardly unique 
to Indonesia. But the point is worth stressing that employment and the position 
of the poor would have been a great deal worse but for the unexpected and sharp 
increase in oil revenues. 

A continued high growth rate of GNP of around 7 percent per annum 
seems a prerequisite for sustaining at least a moderate improvement in the 
income and employment of the poor. But this will not be attained unless: 

(a) a very major resource mobilization effort is mounted in the 
public sector; 

(b) there is a substantial shift in the pattern of public invest
ment towards agriculture and rural investments, including 
restraint on large new capital-intensive projects; 

(c) the effectiveness of the Government programs, especially 
those dealing with food and agriculture, is greatly 
increased and the relevant institutions are greatly 
strengthened; 

(d) there is much greater progress towards labor intensive 
industries in the private sector. 

Our preliminary estimates suggest that without additional taxation 
effort, the increase in real Government revenues is likely to be limited to 
3 percent per annum during 1979 - 1983, while it might be difficult to keep 
the growth in recurrent expenditures to less than 6 - 7 percent per annum. 
Thus, public savings may actually decline in real terms unless additional 
taxation is undertaken. A major issue is the pricing of petroleum products 
sold domestically; most of these (except gasoline) are priced at less than 
half of world prices. This contributes to the rapid growth in domestic 
consumption,and to an increased fiscal burden. 

Even assuming that substantial additional taxation (including 
adjustment of domestic oil prices) can be undertaken, the growth in public 
savings and investments during the Third Plan will be very slow. Net trans
fers from abroad, which along with oil revenues, have financed almost the 
entire public investment in the recent past, are likely to stagnate in the 
next few years, reflecting substantial debt repayment obligations. Even with an 
optimistic view of the Indonesian public resource mobilization effort in the 
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coming years, it is difficult to see public investment growing in real terms 
by more than 5-6 percent per annum. 

The constraint on investment resources will necessitate much greater 
attention to the resource allocation issues. If the Indonesian Government 
exercises strict control on new committments for large capital intensive 
projects, the situation may prove to be manageable. Otherwise, the investments 
for alleviation of poverty, unemployment and food deficits are likely to suffer 
seriously. Shortages of local currency will arise and pressures for inflation
ary financing will grow. Expenditures on World Bank financed projects are 
growing rapidly, and could exceed the annual rate of U.S.$1 billion in the next 
year or two. Apart from the general economic case for mobilizing domestic 
resources, adequacy of local cost financing is a matter of special concern to 
us if we are to achieve the rather large planned level of lending to Indonesia. 
While there is widespread awareness of the emerging resource constraint among · 
the policy makers, the magnitude of the problem is perhaps not yet fully per
ceived. Furthermore, the implications of this for new committments in long 
gestation capital intensive projects have hardly begun to register. Mean
while, the costs of some large projects in the pipeline have increased sharply; 
the Asahan aluminum project (Japanese-Indonesia joint venture) is now estimated 
to cost $2 billion, compared with an estimate of $800 million just a year or 
so ago. 

In terms of sectoral priorities, the importance of food production can 
hardly be over-emphasized. The level of food output in Indonesia is a major 
determinant of the income and welfare of the poor. During the last decade, 
there has been a significant increase in per head consumption of major food 
crops. However, domestic production has not kept pace with demand, and rela
tive reliance on net imports has increased (although the 1977 import level of 
2.5 million tons of rice was exceptional). The trend towards a growing gap 
between food demand and supply is likely to persist at least till 1985. But 
a sharp improvement in the recent trend of food production from less than 
2.5 percent per annum in the last four or five years to well over 3 percent 
is possible, although with a major and well-coordinated effort. Secondary 
crops (maize, cassava etc.) deserve the highest priority. We believe it is 
feasible to increase food output by 3.2 percent per annum during 1978-85 
provided (a) for rice, the ongoing irrigation invesments mature on schedule, 
support services such as research, extension, credit and plant protection are 
improved, and current price policies continue; (b) for secondary crops, a 
series of completely new departures are initiated in institution building, 
and support policies are vigorously pursued. Even with the projected growth 
of food crops, imports are expected to increase somewhat faster than product
ion, because demand is projected to grow at 3.5 percent per annum. For instance, 
if rice output grows at 3 percent per annum and there is no shift in demand 
towards secondary crops, rice imports will be about 2.5 million tons in 1985. 
If Indonesia relies more heavily than this on rice imports, it might well have 
to face very steep world prices. Even with the lower rice import level, the 
overall dependence on net imports of food crops is likely to increase by 1985. 

The Government fully shares our concern regarding food supply. It 
does not follow, however, that the needed agricultural investments will be 
undertaken and major policy and institutional changes will be brought about 
speedily. The Bank can play a catalytic role in improving the food policy 
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framework, since a very substantial part of our total lending during FY79-83 
will be directed towards increased food production. During my final meeting 
with Widjojo and his associates, I have suggested that the Government should 
undertake the preparation of a very detailed and specific food plan for the 
decade of the ao•s, incorporating demand, production targets, investment re
quirements, requirements for manpower and other inputs and organizational and 
policy changes. I have said that the Bank would be prepared to assist the 
Government in the preparation of this plan, and that the plan should be the 
basis of future cooperation between the Bank, other external lenders and 
Indonesia in food production. Baneth will further work on this. I suggest 
that this should be an important theme in your discussions. 

Increased food output in particular, and agricultural output in 
general, will be an important source of improved productivity in the rural 
areas. But much of the future employment growth must come from outside agric
ulture. During the last six or seven years, there has been a fairly rapid 
growth in the non-farm rural employment. However, much of this employment 
has apparently been in relatively low productivity occupations. The employment 
in the modern manufacturing sector has not expanded significantly. It is our 
belief that in the long run a modern but labor-intensive manufacturing sector 
must provide a substantial portion of the increment of jobs and exports in 
Indonesia. A beginning must be made now. Provided the industries are located 
in the rural areas and have good employment potential, the size of establish
ments need not be a primary concern. I mention this because current Indonesian 
thinking seems to regard labor-intensive as identical with very small scale 
industries. How can a push be provided towards quicker and more efficient 
industrialization? ~ Again, much depends on government policies and institutional 
arrangements. At present, the odds are against a revival of privat~ investment 
activity, and perhaps a key discouraging element is the excessive cost and 
burden of procedures of one kind or another. 

In summary, I suggest that you emphasize to Widjojo that, while we 
have great hopes about Indonesia•s future and have a very substantial program 
of assistance, we and our partners in external assistance are convinced that 
the following major issues need to be tackled if the momentum of growth and 
employment is to be maintained. In fact, Indonesia•s capacity to carry its 
people along depends on these; these are also the major premises on which our 
assistance program is based. 

1. A vigorous effort to mobilize domestic resources, i.e. maintenance 
of the public savings ratio at least at the current level of about 9 percent 
G. D.P. 

2. Formulation and implementation of a food plan. 

3. Revitalization of industrial investment, initially by streamlining 
and eliminating control and fiscal procedures and policies, and, if necessary, 
by adjusting key prices. 

You might also mention that we stand ready to work with the Govern
ment on each of these issues, and that the dialogue and cooperation, particularly 
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at the working level, needs to be deepened. Towards this end we are expanding 
the capacity of R.S.I. and have significantly improved the quality of staff 
working on Indonesia in Washington and Jakarta. As you know, we have created 
two special divisions to work on food and agriculture in Indonesia. 

At the invitation of Widjojo, we are planning another round of 
discussions at the end of October. These will focus on the complete draft 
of the Basic Economic Report which we hope to circulate to the IGGI members 
by early December for a meeting in January/February, 1979. 

I have discussed your visit with Widjojo and he is enthusiastic 
about it. 

c.c.: Mr. Stern 
Mr. Please 
Mr. Baneth 

Yours sincerely, 

S. Shahid Husain 
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Boards of Governors 1978 Annual Meetings Washington, D.C. 

_ ptember 28, 1978 

TO Memorandum for the Record 

FROM Stanley Please, Director, 

SUBJECT: INDONESIA -- Meeting Betwee of Finance and Mr. McNamara 

1. A meeting was held on September 26 between members of the Indonesian 
delegation and Mr. McNamara. The following members of the Indonesian delegation 
attended: Mr. Ali Wardhana, Minister of Finance; Mr. Soegito Sastromidjojo, 
Director General for International Monetary Affairs, Ministry of Finance; 
Mr. D. Ashari, Ambassador of Indonesia to the United States; Mr. Rachamat Saleh, 
Governor, Bank Indonesia; and Mr. Arifin M. Siregar, Managing Director, Bank of 
Indonesia. The following members of the Bank staff were present: Messrs. E. Stern, 
Chenery, Husain, Baneth, Koch-Weser and Please. Mr. McNamara began the meeting by 
congratulating the Government on its handling of the population problem particu
larly in Java. However, despite the success of the family planning program 
major problems of providing income-earning opportunities remain and within this 
context the transmigration program and the program to develop labor-intensive 
projects were, in the Bank's view, essential. He particularly urged the Indonesian 
Government not to invest in high capital-using projects unless these both had a 
high rate of return and contributed significantly to alleviating the balance of 
payments problem. He said that he was concerned by reports he had recently heard 
to the effect that major capital-using projects were going ahead which did not 
necessarily meet these criteria. 

2. The Minister emphasized the high level of Bank commitments which had 
been developed over the past few years but said that the program had appeared to 
hit problems which prevented the program from going any higher than the present 
level of approximately $500 million per annum. Mr. McNamara emphasized that he 
considered that a level of commitments and disbursements significantly higher 
than that which at present existed was justified in the case of Indonesia given 
the size of the country and its potential. He would expect the program to be at 
a level of something around $700 million in two years' time and rising to even 
higher levels thereafter. He emphasized that these high levels would clearly 
have to be dependent upon the Bank's being satisfied about the creditworthiness 
of the country which derives in particular from the overall management of the 
economy. In order to achieve these higher levels it was necessary to set in 
motion a program of project preparation and he suggested to Mr. Husain that his 
staff and particularly RSI should work with the Government over the next two 
years on a program of project preparation. This would provide the basis for the 
high levels of lending in subsequent years. 

Address replies to: 

JOINT SECRETARIAT- ANNUAL MEETINGS 
IMF -WORLD BANK 
WASHINGTON. D.C. 20431 

Cable Address: 

INTERMEET 
WASHINGTONDC USA 

Telex Address: 
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IITT) 440040 FUND Ul 
IWUI) 641 1 1 INTERFUND 
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3. In discussion over the constraints on increased lending and particularly 
increased disbursements to Indonesia, Mr. Husain emphasized · the overwhelming 
importance the Bank attached to Government action to improve the mobilization of 
domestic resources. In particular, action on the taxation of fuel was urgent. 

4. The Minister of Finance reviewed recent development in agriculture and 
in the transmigration program. There were good crops this year with rice 
production up by about one million tons. In the case of non-rice crops such as 
cassava, the major impediment to production was the limitation on markets 
particularly in Europe~ Overproduction was in fact the problem,not how to 
increase production. As regards transmigration, the Minister still considered 
that these programs were going through an experimental phase although they were 
gathering momentum. A new institutional structure for formulating and implemen
ting the transmigration programs had been established and the willingness of 
people to move was still strong. The major bottleneck was the absorptive 
capacity of the receiving areas and this was primarily an organizational problem. 

5. Finally, Mr. McNamara hoped that the Minister would support in all 
possible ways the proposed increase in the Bank's capital. Furthermore, he 
expressed the hope that he would be able to accept the Minister's kind invitation 
to visit Indonesia · again. Unfortunately he could not say precisely when he 
would be free from urgent Bank business relating to the capital increase and 
to IDA replenishment but he hoped it would be early in 1979. 

SPlease/lo/lrd 

cc: Messrs. McNamara, Stern, Chenery and Knapp 
Husain, Kirmani, Baneth, Hasan, Ruddy, Stern, Bottelier 
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SUBJECT: 

WORLD .BANK I INTER NATI ONAL FINANCE CORP ORATION 

OFFICE MEMORANDUM 
The Files D TE . January 16, 1979 

Charles 6{/J~Pi.s) 
INDONESIA: Meeting of Mlnister Habibie with Mr. McNamara 
December 4, 1978 

... 
M1nister Habibie, Minister of State for Research and Technology, 

met with Mr. McNamara on December 4 as a preliminary to a day-long visit 
to the Bank on December 6. The Minister was accompanied by a delegation 
of about twenty Indonesians associated with the Ministry. Messrs. Kirmani 
and Weiss from the Bank staff were present. 

The Minister explained that, in order to develop a national science 
policy for Indonesia, he had organized working groups on five major topics, 
each of whom were represented on his delegation: Basic Needs, Energy and 
Resources, Industrial Development, Defense, and Social Science/Economics/ 
Philosophy. Priorities for research were being s·et in accordance with the 
overall National Plan. One such priority is work on alternative sources 
of energy (including geothermal, solar, gasohol and a "gasoline bush"). 

The Ministry for Research and Technology will review and coordinate 
the scientific and technological programs of non-departmental groups such 
as the National Academy of Sciences (LIPI); agencies within operating 
ministries; univers.ities; government-owned companies; and multinational 
corporations. 

The Minister is also the head of the authority for the development 
of Batan Island. He plans to develop it as a complement to Singapore to 
provide labor- and land-intensive services. The island will take water and 
electricity from Singapore. 

The Minister also described the industry that his Ministry was 
setting up for the manufacture of twenty-passenger airplanes. The industry is 
labor-intensive, now employs 1800 people (expanded from the original 600), 
and is exporting at competitive prices to Thailand. 

The Minister Habibie said that he had not come with a specific 
request to the Bank but wanted to "visit and say hello." 

In response, Mr. McNamara urged the Minister to "keep in touch" 
with the Bank and specifically mentioned research problems connected with 
the transmigration project (on which the Minister is on the coordinating 
board), a major Indonesian project currently hampered by the absence of a 
·low-cost technological package suited to local soils. 

cc: Kirmani, van der Tak, R. Stern, Koch-Weser ~ 



WORLD BANK I INTERNATIONAL FINANCE CORPORATION 

OFFICE MEMORANDUM 
TO: Mr. R. S. McNamara DATE : December 1, 1978 

.FROM: S. S. Kirmani~Ac ting RVP, AEN 

SUBJECT: INDONESIA: Briefing for Dr. Habibie's Visit 

It is confirmed that Dr. Habibie, Indonesian Minister of 
State for Science and Technology, will be meeting with you at 
3:30 p.m. on MOnday, December 4, 1978. I attach a biography on 
Dr. Habibie and a short briefing note for the proposed meeting. 
Mr. Charles Weiss Jr., and myself will attend the meeting. 

Attachments: 

cc: Mr. C. Weiss Jr. 

REgan/RDStern:ms 



BIOGRAPHY 

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

Born in Pare-Pare, South Sulawesi, June 25, 1936. 

Graduate of Technical Institute in Aachen, West Germany, where 
he majored in aircraft construction. Received his doctorate degree and 
professorship in aircraft construction technology from Aachen. 

After graduation he joined the Messerschmit aircraft company 
in West Germany as an engineer, ultimately becoming Vice President of 
the company. He continues to hold this position but is expected to 
relinquish it next May, continuing however to be an advisor to the' 
President of Messerschmit. 

He returned to Indonesia in 1974 to head the Advanced Technology 
and Aviation Division of PN Pertamina and in 1976 was installed as President 
Director of the PT Nurtanio aircraft manufacturing company in Bandung. 
During this time he has also acted as Advisor to President Soeharto on 
matters of advanced technology. The Advanced Technology and Aviation 
Division of PN Pertamina is now expected to be transformed into a special 
agency under his jurisdiction as Minister of Research and Technology. 
Dr. Habibie has very close relations with President Soeharto and as such 
is a very influential figure. 
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BRIEFING NOTE 

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

The immediate purpose of Dr. Habibie's visit to the United States 
is to sign an agreement between the Governments of Indonesia and the 
United States for cooperation in science and technology. 

Dr. Habibie is also using the visit as part of a major push to 
establish a strong indigenous research effort in Indonesia. He is 
bringing with him a high level group of senior and eminent Indonesian 
academics. We understand that he will stress the need for the creation 
of centers of excellence for scientific and technological research in 
Indonesia in his belief that there will be an ultimate pay-off in terms 
of the development of appropriate indigenous technology. His delegation 
is divided into five basic groups covering basic human needs; develop
ment of resources and energy; industrialization and transfer of technol
ogy; socioeconomics; and defense and security. Arrangements are being 
made for meetings with representatives of the relevant departments in 
the Bank. The latter group dealing with defense and security will not 
be visiting the Bank. 

Dr. Habibie is also Chairman of the Batam Island Development 
Authority and he may wish to discuss possible Bank involvement in develop
ment of this Island. Located across from Singapore, the Government is 
planning to develop an industrial/commercial complex. The project was 
originally conceived as a counter to Singapore, but Dr. Habibie has 
stressed that it is to be more of a cooperative venture with Singapore 
and not a competitive one (for example, power and water supplies are to 
be received from Singapore). It is expected that both high technology 
and labor intensive industries would be invited to establish themselves 
on Batam. It would also be used as an area for re-exporting products to 
other parts of Indonesia, either in unprocessed or semi-processed form. 
Lastly, tourism may also be promoted. The Minister's interest in this 
project is keen and he will be discussing prospects for the Island with 
American businessmen on this visit. The Government has not yet requested 
and Bank staff have not examined the Batam Island project and we are not 
familiar with the details; it would, therefore, be premature to make a 
judgement on the feasibility or appropriateness of Bank involvement. 



WORLD BANK I INTERNATIONAL FINANCE CORPORATION 

OFFICE MEMORANDUM 
TO: Mr. R. S. McNamara DATE : November 28, 1978 

FROM: S S • .~A • VP AE • • K1rman1, ct1ng R , N 

SUBJECT: INDONESIA: Visit by Minister of State for Research and 
Technology, Dr. B.J. Habibie 

1. As part of a two week trip to the United States, Minister Habibie 
will be visiting Washington the first week of December at the invitation of 
the United States State Department. His immediate purpose is to sign an 
agreement between his Government and the United States for cooperation in 
science and technology. However, in a major push to establish a strong 
indigenous research effort Minister Habibie is bringing with him a high 
level group of senior and eminent Indonesian academics. We understand 
that Minister Habibie will stress the need for the creation of centers 
of excellence for scientific and technological research in Indonesia in 
his belief that there will be an ultimate pay-off in terms of the develop
ment of appropriate indigenous technology. Given the basic thrust of 
Minister Habibie's mission, his delegation has strong defense representation. 

2. Minister Habibie is a newcomer to the Cabinet. He is a close 
personal friend and associate of President Soeharto, and as such a very 
influential figure. He is extremely well regarded within government circles 
as a long-term planner and his effort to build his own "think tank" will 
inevitably strengthen his influence in this regard. His capabilities are 
demonstrated by his successful career in Messerschmit (the German aircraft 
manufacturer) where he began as an engineer and finished as a Director, 
an achievement all that more remarkable when it is considered that he was a 
foreigner. Minister Habibie is also Chairman of an official autonomous 
body (BADAN) for the promotion and~velopment of technology; and the 
Batam Island Development Authority. Regarding the latter he may wish to 
discuss Bank involvement in development of this island located across from 
Singapore on which the Government is planning to develop an industrial/ 
commercial complex. 

3. The Minister will be visiting the Bank on December 6 and arrange-
ments are being made for meetings with the relevant departments. The 
meetings are being structured around the following areas of interest into 
which the delegation has been divided: (a) energy and energy resources; 
(b) basic needs for development; (c) industrialization; and (d) social 
science research, including economic research. We understand that the 
Defense and Security representatives in his party will not be visiting 
the Bank. 

4. The Embassy has requested an appointment with you and I 
recommend that you meet with Minister Habibie, if convenient. If you 
can meet him we will prepare an appropriate brief. 

cc: Mr. E. Stern (VPO) 

REgan/RDStern:ms 





OFFICE OF THE PRESIDENT 

Meeting with Mr. Martono, Indonesian Junior Minister for Transmigration, April 9, 1979 

Present: Messrs. McNamara, Martono, Afiff, Ambassador Ashari, Stern, Husain 

The meeting was a courtesy call. Mr. Martono reported on the Govern
ment's ambitious transmigration program under REPELITA III. The Plan provided 
for 500,000 families to be moved over the next five years under programs of 
spontaneous and planned migration. The landless of Java were to become the 
small farmers of the new islands. The program was being designed to resolve 
the problems of both population pressure and increased food demand. It would 
entail villages based on food crops, tree crops, fishing and small-scale indus
tries. Strengthening of organization and management of the program was crucial. 
A new team had been named under the new Government. 

Mr. McNamara said that this was certainly a most ambitious plan. The 
Bank was willing to continue its support to the program provided that it was 
replicable and realistic. The Transmigration II project, presently under negoti
ation, was a major step forward. 

CKW 
April 13, 1979 



TO: 

FROM : 

SUBJECT: 

WORLD BANK I INTERNATIONAL FINANCE CORPORATION 

OFFICE MEMORANDUM 
DATE : March 30, 1979 . 

Mr. Robert s. McNamAra -

S. Shahid Husain J'{~ 
INDONESIA: Visit by Mr. Martono, Junior Minister for Transmigration 

1. It is confirmed that Mr. Martono, Junior Minister of Trans-
migration, will be meeting with you and Mr. Stern at 6:45 p.m. on 
Monday, April 9, 1979. Mr. Martono is accompanying the negotiating 
team for the Transmigration II project. The appointment was requested 
on instructions from President Soeharto. 

2. As you are aware, our dialogue with the Government on the 
issues related to the transmigration program has continued for some 
time. The high level of representation at the negotiations emphasizes 
the importance the Indonesian Government attaches to this program. 
The Indonesian transmigration program is unique in size and complexity, 
and Mr. Martono will be responsible for coordinating the activities of 
all the government agencies implementing this program. In that capacity, 
Mr. Martono will be an important point of contact for us, both for 
continuing our dialogue on the various measures the Government should 
take to improve the transmigration program and for intensifying Bank 
Group involvement in it. The meeting will also afford an opportunity 
to re-emphasize oui: support for the Indonesian transmigration program, and 
also to point out the need for and importance of effective coordination 
and organizational improvements to facilitate program and project . 
implementation. For background, please see my Board presentation of January 4. 

3. A short biography is attached. 

Attachments 

cc: Mr. E. Stern 
Mr. M. Walden (AEP) 

REgan/RStern:lym 



Education 

1947-1950 
1951-1952 

Employment Record 

1954-1960 

1960-1964 

1964-1971 

1971-1978 
1978 

Organization Record 

1964-1971 

1973-1978 
1973 to present 
1973 to present 

CURRICULUM VITAE 

MINISTER MARTONO 

Born: Karanganyar, May 17, 1925 

Faculty of Literature and Phylosophy, Gajah Mada University 
Faculty of Literature and Phylosophy, Leiden University, 
majoring in psychology 

Head Division C, Bureau for Higher Education, Department of 
Education and Culture 
Education Attache, Embassy of the Republic of Indonesia in 
Tokyo, Japan 
Official of Department of Education and Culture, designated 
to Department of Information acting as Chairman of the 
Board for Film Classification 
Member of Parliament of the Republic of Indonesia 
Appointed as Junior Minister for Transmigration Affairs, 
Development Cabinet III 

Executive Chairman of Central Office of Kosgoro (Mutual 
Cooperatives Organization) 
Chairman of Central Council of Golkar (Functional Group) 
President Central Board of Indonesian Farmers Association 
Member Executive Committee of International Federation of 
Agriculture Producers 
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CONFIDENTIAL 
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APR 0 1 2013 

WBGARCillVES 

MEMORANDUM FOR THE RECORD 

From Jean Baneth 

Subject Meeting with the Vite President, 
Adam Malik - ·Tuesday; May 15; 1979 

Present: Adam Malik, Professor Selo Sumardjan, 

May 23, 1979 

Mr. McNamara, Mr. S. Shahid Husain, Mr. W. Clark, 
Mr. Koch-Weser and Mr. J. Baneth 

Mr. McNamara said that looking back on the 11 years that have 

passed since his first visit, he was impressed by Indonesia's tremendous 

achievements. The next 10 years will, however, be more difficult. 

People have already been born, notwithstanding the success of the Family 

Planning program, they will be entering the labor force, and they face 

· relatively limited opportunities for employment. · He was extremely optimistic 

on future population policies but less so on employment policies. 

The Vice President noted that people should see that outside 

Java their opportunities were be~ter than in ~ava and once they see this, 

they would move out spontaneously. Mr McNamara ~aid that those who have 

moved are generally pleased to have done so, as he found out when speaking 

to them in Baturaja, and there was evidence of additional spontaneous move

ment. The Vice President said that he would soon go ·to Bengkulu and see for 

himself the success of the transmigration movement, and s·pend a night among 

the transmigrants in order to be able to talk to them in a relaxed manner. It 

was essential to pro,r!de transmigrants with much better living opportunities 

than they had left behind. Kruschev's success in populating the virgin lands 

of the Soviet Union was in large part due to his offering double salaries 

to people who moved to Siberia. That was easy, but unfortunately Indonesia 

could not afford such inducement. Yet as higher incomes would draw people 

spontaneously to transmigration areas; this could perhaps be achieved by 

~ giving them more land to be developed as plantations, whose income they would 

share. He definitely thought tltat in order to be willing to move the people 

of Java must become much better off outside than at home. A real new hope 

must be attached to transmigration. 
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Mr. l1cNamara again noted that mostly the people seemed to be 

happy to have moved. However, the migrants from Dieng, who had left good 

houses and a good income behind, \.fere clearly less happy than those who 

ha d been landless laborers in East Java. Also, because of administrative 

coordination problems, the Dieng people had no water yet. He also felt 

some dis qu iet about the . relatively lo1.r level of family incomes which accrued 

to the people in the Pematang Panggang transmigration project, which he 

had also visited. If this was not to increase substantially, then it was 

probably too low in the long run and may also not justify the investment 

cost. He felt that a certain balance \vas needed between the need to give 

certain minimum incomes, with a potential to increase, and the need to 

limit the cost of transmigration. The Baturaja project cost about $5,000 

per famil y and this was c~rtainly acceptable, much higher costs would 

p robably be to~ expensive for a large- s cale program. 

The Vice President referred to the raised expectations of the young, 

lvho wanted to obtain results in a hurry. This was not only in the field 

of welfare, they also expected for instance, rapid success in the drive 

agains t corruption. It was possible a nd desirable to r educe the levels 

of corruption, but unfortunately~ probably impossible to eliminate it 

completely . Mr. lfcNamara said he was pleased to hear the subject being 

dis cuss ed so openly in the course o f his current visit. Yet, the problem 

was still a very large one . With one possible exception, Indonesia had 

the worst reputation in the world with regard to corruption. This hurt it 

both externally and internally . Corruption on a larg e scal e was like a 

cancer eating away at society. The Vice President said that sometimes 

corruption was foste red from abroad. When there are tenders, the large 

fore ign corporations involve d in it sometimes tried to bribe those 

who decid e the outcome in Indonesia. 

Hr. McNamara said that if the Bank 1.;rere to become involved in 

any corruption, we would have to stop lending to Indonesia . He hoped 

that he was not being too naive, but certainly the Bank tried v ery hard 

to remain pure. The Vice President then referred to recent problems with 

an ADB project in which there was pressure to accept certain suppliers or 

consultants proposed by the ADB. He had opposed this, and given instructions 

tlat Indonesia should give in to no pressure . After all, most aid was 

not gifts, these were Indonesia's monies which Indonesia had to r epay. 
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Coming back to the same subject, Hr. HcNamara again expressed the hope 

that Indonesia will continue to fight corruption. One lesson of history 

\vas that discont.ent \vas not necessarily biggest before the Government started 

to tackle a social problem, but often after programs have been initiated 

to tackle it, thus arousing expectations and impatience at the progress 

not being faster than it was possible. Thus from 1860 to 1960 there was 

little progress on the racial front in the United States. Yet the worst 

racial troubles came in 1968, after very substantial progress had been 

made in the Kennedy and Johnson presidencies. 

Referring to the political situation, the Vice President noted 

that the problem of provincialism had been effectively overcome in Indonesia. 

There was now a renewed problem with religious fanatics, par ticularly after 

the Iranian events. There Jere some people who were attracted towards the 

pattern of the Iranian revolution although (responding to a question) he 

noted that the move of Pakistan towards "Islamic lmv", had generated no 

interest and no attraction in Indonesia. However, he and many others felt 

that any emulat ion of the Iranian patt ern in Indonesia would be the end 

of the Republ ic. Indonesia had fought the fanatic Darul Islam movement 

for five years after Indep endenc~, notably in West Java. Those \vho stood 

behind the Republic were ready to fight again if necessary, although he 

hoped that no more such need would arise. In 1945, when discussing· forthcomin g 

Independence, and l ater, when discussin~ the 1945 Constitution , he and t h e others 

had met wi th representatives of the Muslim parties, and a compromise was 

worked out. Many had wanted no reference to religion in the Constitution, 

others had wan ted an Islamic constitution. The compromise accepted by 

all was a reference to belief in God in the Constitution and in the Pancasila. 

This compromise could not be put into question. He personally, wa s optimistic 

that al l fanaticism and extremism "t-m u ld be defused, but the dialo gue needed 

to continue in o rder to do so. 

Mr . McNamara then noted that he had been v ery impressed by the 

Banjar and Subak systems in Bali a n d wo ndered why no compa rable development 

existed in Java. The Vice President replied that Bali was a very s pecia l 

situation . A semi-paradise, a world sufficient unto itself. 

Coming to the situation of the world outside Indonesia, the Vice 

President said he was worried. In the Middle-East, while Israel and Egypt h a d 

now conlcuded an agreement and seemed set for further progress towards peace, 
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the tension between Egypt and the other Arab countries represented an increased 

danger. In Africa too, the various problems had only been solved to maybe 

25 percent. In South East Asia, the giants were fighting. He hoped Indonesia 

could get the· major powers not to be competing in this Region and to let 

Indonesia consolidate itself. He had talked quite openly to Pham Van Dong, 

whom he had known for 20 years. He said Indonesia was not against Viet~Nam, 

but wanted peace. Pham Van Dong said that, of course, Viet-Nam wanted 

peace too and would not interfere with its neighbors. He also said that 

Viet -Nam wanted to remain independent from the Soviet Union, yet a few weeks 

later, the fighting started in Cambodia and ultimately, led to the Vietnamese 

occupation of that Country. Indonesia's problem now, ~vas how to convince 

Pham Van Dong not to depend too much on the Soviet Union. He had said 

that facing the problems of hunger, of employment, of reconstruction, only 

one door had been left open to him, that of the Soviet Union and that was 

'i.vhy Viet-Nam had become $0 close to it. 

Hr. HcNamara noted he did not understand 1....rhat Viet-Nam \vas doing 

and where it was going . Certainly the resources put into the war more 

than compensated for Russian help and diverted resources from the urgent 

problems of reconstruction and d~velopment. The Vice President repeated 

that what one needed was-to talk openly about these problems to the Vietnamese 

and maybe one could convince them to become neutral. 

Mr. McNamara asked how the Vice President explained Chinese support 

to Pol Pot. The Vice President replied that it was essentially explained by 

the Chinese opposition to the Soviets; they wanted to help their opponent. 

Sihanouk l.vould certainly be a much better leader. Indonesia had proposed 

a return of Cambodia to neutrality in 1972. It was not then listened to, 

but maybe it will be possible to have Sihanouk return to Cambodia and form 

a neutral government later. Among the ASEAN countries, Thailand ~.vas most 

worried. It had earlier been 1.v-orried both by Viet-Nam and by China, but 

now it w~s concentrating its worries on Viet-Nam. Yet the Vice President 

\vas afraid that the Thai rapprochement with China may invite Soviet counter 

pr essure, and he was advising the Thai not to move too close to either of 

the superpowers. Indonesia also wanted to convince Viet-Nam that ASEAN 

was not its enemy. The Vietnamese had wanted them to recognize the new 

government in Cambodia but the Thai border was full of supporters of Pol Pot 
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and the ASEAN will not recognize the new Pnom Penh government until they 

consoljdate their powers. · Hanoi was now embroiled in the long enduring war 

in Cambodia and the Vice President was convinced that sooner or later, they 

will seek compromise to resolve their problems. They did not waht to s~ch 

a long war which would endanger development. 

He asked Mr . McNamara whether the World Bank could help in this 

field. Mr. McNamara replied that the Bank was helping, it had made a 60 

million dollar loan to Viet-Nam for irrigation project in the South and 

was preparing other projects. However , he was very much concerned that 

· the war would now divert resources from development . Viet - Nam was wrong 

if it felt that it was not getting support from outside the Soviet Block . 

Before the Cambodian invasion, it had the support of many countries, inclu

ding Japan, Germany, France, the Scandinavian countries, and of course, that 

of the World Bank, and the United States would also have slowly cqme around . 

NO\·J the World Bank's problem was whether we can proceed -.;..;rith this project 

or new projects. He was concerned whether the Vietnamese will be able 

to absorb the loans, that is, provide the necessary counterpart effort in 

financial and manpower terms. 

In a different field, the Vice President referred to the North

South dialogue. He felt .. that Man~ila \vas not a· good forum 1 because even 

the countries of the South could not fully ·agree among themselves. , The 

discussion would have to be conducted either according to regional groupings 

or, in subject-wise meetings. Then more concrete results could be achieved . 

Mr. McNamara thought that this may well be rigGt. In any case, the South 

had not done its homework well, and had no t been, therefore, able t o 

participate actively in the important trade negotiations which had just 

been concluded. 

In parting, the Vice President thanked Mr. }1cNamara for his visit. 

Mr . McNamara expressed once again his satisfaction he felt at having seen 

the great progress achieved by Indonesia in recent years. 
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(Professor Emil Salim), Minister of Finance (Professor Ali Wardhana), 
Governor Rachmat Saleh. 
From the World Bank: Mr. R. McNamara, Mr. W. Clark, 
Mr. S. Shahid Husain, Mr. C. Koch-Weser and Mr. J. Baneth. 

Mr. McNamara started to summarize his findings by saying that there 
had, of course; been tremendous improvements in all fields in the past 10 years. 
He was happy and proud that the Bank had cooperated with Indonesia in its 
development. He saw no fundamental problems with the Bank's program. He 
wanted, however, to mention the need to accelerate disbursements because it 
would not be possible for the Bank to increase or even maintain its lending if 
d·is bursements of old loans did not accelerate. But this was a detail which 
could be resolved. Indonesia's fundamental problem was that of creating enough 
employment. The Family Planning program was exceptionally succesful but it . 
has started relatively late and for many years to come, the labor fo rce would 
be increasing rapidly. As noted that morning by Professor Selo Sumardjan, 
people did perceive that they had had an improved standard of living in the past 
decade, but they v1ere expecting continued improvement and were not fully 
confi dent that these would be forthcoming. This depended essentially on 
employment creation. From his conversation with the Minister of Industry, 
Mr. McNamara did not get the impression that the Government understood yet the 
need for devising programs offering off-farm employment, essentially in 
industry, let alone that such programs have been initiated in an effecti ve 
ma nner. Another main problem was that of secondary food crops. The target of 
5 percent increase seemed very ambitious an~ frankly, unlikely to be achieved. 
Food self-sufficiency in the long run was a reasonable aim, but certainly not 
a realistic target for the current Plan period. It was more reasonable to plan 
for imports to continue for quite some time and to arrange for exports to 
f i nance such imports, while at the same time, having a reali-stic program to 
increas'e the production of secondary foods as fast as possible. 

The need to finance food imports and other needs, required 
effective export promotion programs. Mr. McNamara expressed admiration for the 
political courage reflected in the devaluation but other programs were also 
needed. While he had had no meetings with private business and while he would 
not pretend to have.become an instant expert in Indonesia, he did not have 
t he sense of a vital and dynamic private sector striving to develop its 
production and its exports. Programs were needed to overcome the obstacles to 
such dynamism, and to stimulate better development. Finally, Mr. Mc Namara noted 
that there was a major need for continued resource mobilization efforts to 
substitute for the flagging growth of petroleum revenues. In this context, 
while he well understood the political obstacles to reducing the petroleum 
subsidy, he could not but note that this would still absorb around 700 million 
dollars in the current year. 
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Asked for his op1n1on on the transmigration program, Mr. McNamara 
noted that that program was a much needed part of overa l l development strategy. 
He did not think that there was any chance at all of meet ing the five-year 
target , but this did not necessarily matter very much. Those projects he had 
seen and heard about were reasonably sound. Baturaja , f .)r instance, while 
about two years delayed, was proceeding in a healthy mz. ~:: : e r. All the 
transmigrants expressed satisfaction with the improvement they have experienced. 
Further~ efforts were needed to accelerate the program and to put it on a more 
sustainable basis. Mr. McNamara had .no doubt that the ·current target would not 
be met, but neither did he have any doubth that in ten years, while transmigration 
would not provide a solution to any of Indonesia's problems, it would be a 
strong element of the overall solution. Mr. McNamara noted that improved 
administrative coordination was needed. This was well illustrated by the 
probl ems of water supply met by the transmigrants who had been moved after the 
Dieng catastrophe. They had no water, essentially because the only way to 
provide it was to build tanks; this needed heavy equipment and the various 
administrative approvals needed had been pending for over a year now, and there 
was great danger that the construction would not be finished even during the 
current dry season. · 

. Returning to the problem of employment and the need for programs 
capable of generating demand for labor, he noted that this was a world-wide 
problem in developing countries but he had felt that the discussion with the 
Minister of Industry showed an exceptionally high level of insensitivity. Not 
only was employment barely mentioned in the whole discussion, but the large 
projects discussed and promoted by the Minister did not even have a high rate 
of return. Governor Rachmat Saleh noted that it was the Government's policy 
to rely on private foreign investment for these projects, and asked .whether 
Mr. McNamara would object to them. Mr. McNamara said, that if these were well 
negotiated favourable deals with foreign investors, he would not have si milar 
qualms. However, he felt that foreign investment itself had not been sufficiently 
harnessed to the pursuit of what should be the Government's major aims, i.e. 
export promotion and employment creation. Mr. McNamara was puzzled why the 
private sector had not developed further, given the advantages offered by 
Indonesia in terms of a well educated labor force and of political stability. 
To a question by Minister Emil Salim as to whether the World Bank could provide 
financing to industrial development with high local content, Mr. McNamara 
replied that that was precisely the only type of ~ndustrial development the 
World Bank was interested in financing, particularly, if there is high local 
labor content. The World Bank would not be financing low local content, highly 
capital-intensive developments. Mr. Shahid Husain noted that one problem for 
the private sector.'s development was the inadequacy of financial institutions. 
These needed to be diversified. He was concerned that the private financial 
institutions were not yet eligible for foreign borrowing. He hoped that there 
would be work by the Govern~ent and the Bank in common on this problem, as well 
as on the problems of industrial poiicies and administrative procedures 
affecting the industrial sector. Governor Rachmat Saleh noted that Bank 
Indonesia had indeed started to boost the technical competence and capital base 
of the regional development banks, but that a long-term effort was required, 
with several years of training; no miracle should be expected in this field. 
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Minister E~il S~lim then referred to the problem of using 
foreign aid funds, and to the so-called leakages of development funds. 
Mr. McNamara replied that with one possible exception, Indonesia had the worst 
reputation in the world concerning corruption. He was well aware of the 
campai~1 n against corruption now being conducted, but he must say that its 
effect iveness has not yet been demonstrated. Yet, he was encouraged by the 
fact that in this trip many members of the Government themselves raised the 
problem. Five years ago, the subject had been taboo. He also noted that 
Indonesia had less visible inequality of income than in many other countries, 
but in the long run, corruption would create tremendous negati~e phenomena. 

Mr. McNamara then asked what the Bank should be doing which it is 
not yet doing. Governor Rachmat Saleh replied that the most critical activity 
is that of preparation, what he called packaging of projects. Help was also 
needed to help the private sector, and to assist the Government in devising 
programs to stimulate it. The banking sector needed help in developing proper 
development banking practices both in the bank themselves and in potential 
borrowers. Another ~elated question was how the poor could be helped to 
help themselves? How can one formulate and implement credit and other programs 
to assist and mobilize them? He noted that in the mini credits ''canda kulak 11 

as hitherto implemented, a very successful means was found to substitute for 
money lenders who traditionally finance consumption activities. This 
relieved the burden on the poor, but did not really help them to increase levels 
of production. There also was the program of the small credit 11 KIK 11 scheme 
with which the World Bank helped. They have not yet experienced demonstrable 
success in permitting small-scale industrial development. 

The meeting broke up and the participants left for the call on 
President Soeharto. 

JBaneth:amt:eg 
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President Soeharto welcomed Mr, McNamara, expressed admiration 
for and the ho pe that hi s tight itinerary allowed him to get a good 
impression of the progress made by the country, and of the Government 1 s 
ef forts further to accelerate this progress, Mr. McNamara noted that, 
in the course of his first visit, ov~r ten years ago , there were indeed 
heavy problems in the · country and not much progress to look at. Seeing 
what has been accompl i shed si nce then should make the Government proud 
of having done so well, and certainly makes the World Bank proud to have 
been associated with these developments. 

President Soeharto thanked Mr. f~c Nama ra for these cornments .· 
He said that whatever had been accomplis hed. was due to t he hard work of 
t he Government as a whole and of the people . However, this progress was 
not yet up to the peoplets expectation and they were still looking for
ward to further progress, just as the country was still looking ·forward 
to receiving further aid from outside, in pa r ticular from the Bank. The 
most important such aid is further exchange of vi ews with the Bank. He 
appreciated that leaders, such as Mr. McNamara had, from time to time, 
to see for t hemselves to what use aid monies had been· put in order to ful
f·il l their responsibility towards those who entrusted them wi t h t hese 
funds. He hoped that Mr. McNamara would observe what had been done with 
th~se funds and would give a good account of Indonesia's use of these 
mon ies to the IGGI. He also hoped this would help Indonesia get additional 
a·· d , whi ch was s ti 11 needed. The President was aware that there were s t i 11 
many shortcomi ngs in Indonesia. The observations of Mr. McNamara w6 uld 
al so be very important in guiding the Governmen t, and telling it whether 
it was following a correct strategy or not. This was particularly impor-t
ant r i ght now, in the first year of the Third Plan, which played a crucial 
role in Indonesia's long-term development strategy. The President fe l.t 
t ha t after five or six Plan periods, Indonesia should indeed have a strong 
economic base for further growth. Naturally, the Third Plan was built on 
t he achievements of the First and Second, and it provided the tra nsition 
between those Plans of reconstruction and the later Plans of gradual trans-· 
i tion t oward_s a more developed economy. 

In order to ensure continuity, the Third Plan also fixes for 
itself t.~e aims to achieve stab i lity, growth and equity. These t hree 
mai n aims were of course inter-related. Without stability there could 
be no grovJ t h, and while equity was the final and most important ai m, it, 
too, was no t poss ibl e without growth, which in t urn, was impossible wi th ~ 
cut stabil ity. ~eople expected equitable distribution of the benefits of 
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. growth and the Plan had defined the eight ways of equity, in particular 
equitable distribution of work opportunities, of business oppor tunities, 
regional equity, equity for women and minorities and equitable access to 
justice. · 

The President noted that employment was a main requirement. 
The young people expect employment, but Indonesia had to face a population 
explosion despite the success of the family planning program. That program 
started late, and it has results only after 10 or 15 years. Therefore, 
new workers are, and will long continue to enter the labor force in huge 
numbers. At present, Indonesia aims at developing agriculture and industry 
and to provide priority to labor-intensive investments. However, neither 
should it lag behind in technology, even thoj.lgh it should select between 
projects otherwise equally attractive with the aim of maximising employment. 

In densely populated Java where there was less than one-half 
hectare of land per farmer, the next generation would have even less, and 
this problem should be resolved thrriugh transmigration. In the third Five
Year Plan a target of 500,000 familie s to be t"ransmigrated had been fixed. 
While this is a very large target, it would still affect only a small part 
of the population. The .trans-migration should also relieve the pressure on 
demand for jobs. The Presiden·t asked what Mr. McNamara thought what else 
could be done in Indonesia to further the growth of equitable development. 

Mr. McNamara noted that the most important finding he had was 
the enormous advance of the past 11 years. This was not only a source of 
legitimate pride for the people and its leaders, it also laid solid founda
tions for the future development. Yet, he noted that the next 1.0 years 
would be much more difficult. He fully shared the emphasis on the objective 
of employment. While he recognized the great potential of transmigration, 
millions of jobs must be cr~ated on Java itself. He found that there was 
not yet enough emphasis on labor-intensive off-farm employment. There was 
a major urgent need for concrete plans and policies to develop labor
intensive off-farm production. There was also need for thorough under
standing throughout the Government that such goals needed to be pursued 
actively. Mr. McNamara was much impressed by the continued emphasis on 
continued growth of food production. In the past, policies to increase 
rice production were very successful, with a growth rate of over 3-1/2 per- · 
cent per annum, but others were not successful. He fully agreed with the 
emphasis in the new Plan for further expanding the production of secondary 
food crops. However, he noted that self-sufficiency may not yet be rea
lized during the Plan period. 

Mr. McNamar~ noted that he did not yet see enough evidence of 
private activity to create jobs, strengthen investments and promote exports. 
The Government needed to devise more effective programs to stimulate such 
private activity, particularly in the field of industr_ial exports. 

It was also necessary to continue further increasing domestic 
revenues. He fully understood the political difficulty of raising fuel 
prices for instance, and the courage required to go as far as the Government 
had already gone. However, the subsidies continue to involve a heavy cost 
and he hoped that it would be possible to eliminate them in the course of 
the Third Plan period. 
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It was also necessary to maintain the emphasis on reducing 
corruption, Outside Indonesia, this was much talked about and t~e world 
had the impression, rightly or wrongly, that it was greater in Indonesia 
than in any but perha.ps one other country. . This reduced extern a 1 support 
for Indonesiats development. More importantly, it was also bound to 
reduce internal support to .. the Governmentts effort. It was like a cancer 
eating away at the society. 

Nevertheless, despite these problems, Mr. McNamara will be 
leaving Indonesia with a great feeling of confidence. He was particularly 
impressed by the emphasi's on equity ·in the Plan and in Government policies, 
which was fundamental. It was demonstrated every year that great political 
problems befell governments which did not properly emphasise equity. This 
is not the case with Indonesia. 

The World Bank was here only with one aim, to help Indonesia and 
he hoped that the President would tell us when we are doing something \vhich 
was not good or not doing enough of what was needed. The President again 
thanked Mr. McNamara. He said that the Government wanted continuity with 
the Family Planning program, particularly in Java. Despite the early skepti
cism, this was a good program. It was also determined to increase food 
producticn, in particura·r it would intensify the production process wherever 
there was still room for higher yields. For instance, there was still only 
relatively limited fertiliier use in Indonesia. There was no reason now to 
be prudent on fertilizer, there was enough available in Indonesia, thanks 
notably to the World Bank assistance tri PUSRI proj~cts. Now there was a 
question of providing enough guidance and attention to intensify food pro
duction, also to educate ~eriple in order to participate in cooperatives. 
At the same time, the Government was also extending food cultivation through 
ne\~ irrigation, creation of new sawahs, and by transmigration. Such exten
sification programs could later be followed by intensification, to raise 
their yields.· 

The President recognized the importance of the private sector, 
which was invited to participate actively in development. Unfortunately, 
participation was in large part limited to those who already had access to 
capital, who were already strong. Some of them had become very successful, 
but this by itself created problems, as others who had not so participated 
in development, resented and disliked the newly rich. Questions were asked 
whether the development meant unlimited expansions for some economically 
strong groups to the exclusion of others. Probably because of the long 
period of foreign domination, there were not enough truly domestic Indone
sian entrepreneurs. Indonesians had only become civil servants. The 
Government had to prepare a mental transformation of the people and also 
to encourage cooperatives and naturally, also other programs, such as credit 
programs, particularly for small-scale industry, which was the most labor
intensive. Training programs would also be provided to create new skills, 
strengthen the small enterprises and allow them to absorb more large part 
of the labor force. At the same time, though, while it was necessary to 
expand credit programs, some patience was also needed. These programs should 
not be expanded so fast as to stimulate inflation. The Government was also 
trying to open up new opportunities for the private sector, for instance, by 
encouraging the timber concessionaires to develop processing industries and 
also to establish homes an· land opened up by the timber concessions. 
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The President again thanked Mr. McNamara for his visit. He 
expressed the hope that Mr. McNamara felt that the aid provided by the 
World Bank had been well used. Mr. McNamara responded that indeed, it 
had, and that the IBRD was looking forward to providing further increa
sed help to Indonesia, although ·in order for it to be able to do so, 
the disbursement of past aid must be -accelerated. 

JBaneth:amt 
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Minister Soehoed started the meeting by stating that in the 
field of industry_ the Government had two aims: to provide growth and 
to bring benefits, including employment to the people. The implemen
tation of these aims must be split up. Big industrial projects would 
be promoted in order to bring growth, and small-scale industry in order 
to bring benefits to the people. 

The Minister was somewhat vague on figures. He indicated that 
in small-scale industry 1.2 million jobs would be created over the 5-year 
peri~d at a cost of $500-$1,000 per job. About 600,000 jobs ~ are to be 
created in medium-scale industry with about $5,000-$~5,000 investment per 
job, VIhile 100,000 jobs would be created in large-scale industry at the 
cost of about $100,000-$250,000 per job. Mr. McNamara pointed out that 
even assuming the lower figure of $100,000 per job, 100,000 such jobs 
would be costing $10 billion, which is more than total industrial invest
ment in the Plan period. Referring to these investments, however, the 
Minister said that thEy amounted to about $5-6 billion over the .Plan pe
riod. Such large projects would then allow vertical linkups with medium 
and small-scale industry, and development of the latter through such 
linkups. As examples of large-scale projects contemplated, the Minister 
gave first that of the integrated steel mill, specifically cold flat
rolling mill, with a capacity of about 0.5 million ton. The project he 
said, would have a rate of return of about 15 percent, although he spe
cified th~t actually the rate of return could be controlled through price 
policy. A hot roll mill for sheets and a slab mill have already been ne
gotiated and are under construction . Secondly, there would be a project 
for alumina production, although whether or not this will actually go 
ahead, will depend on alumina prices·. Two pulp mills were also planned, 
one for short and one for long fibre. On the first one, which would be 
in Kalimantan, the Minister stated that the industrial project itself seemed 
quite remunerative but in order to proceed it would require infrastructure 
investment to be financed through soft loans, because commercial funds 
were not suitable for it. There were also 2 petro-chemical projects con
templated for olefins and aromatics and possibly also a project for produ
cing caprolactum with the surplus ammonia avai lable from the fertilizer 
plants. Finally, Indonesia may also start the production of metal alloys. 

Mr. McNamara asked about export intentions and present product
ion. The Minister replied that as for the present, there was not very 
much such production and really not much was contemplated. The Minister 
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was thinking of secondary industries, meaning textiles, appliances and 
garments. The existing plants were mostly too small and uneconomic. In 
order to boost their size, the Minister was thinking of limiting new 
entries and allowing expansion of existing plants, particularly in order 
to export. Another requirement was standardization. To Mr. McNamara's 
questions regarding plans and programs for small-scale industry, the 
Minister responded that there were plans to develop them, particularly 
as integrated collaborators with large-scale mills in the production of 
some sophisticated products and also some badly demanded appliances, such 
as handpumps, and for handicrafts. They need help, in particular in de-. 
sign, leasing and also credit to overcome their liquidity and financial 
problems. Minister Habibie described his role as being the promoter of 
science and technology, not for their own sake but for development. 
Science had to fill the basic needs of the people. Industry had to become 
labor-intensive, but labor-intensive did not necessarily mean unsophisti
cated. Dr. Habibie intended to concentrate on evolving technical coopera
tion agreements with three main centres, the United States, Western Europe 
and Japan. As an example of the type of cooperation he was aiming at, 
he mentioned the visit of the Dutch Minister of Economy with whom he \AIOuld 
be discussing cooperation for the production of the F27 aircraft. This 
had many labor-intensive operations, and Indonesia could be producing the 

· aircrafts and buying more sophisticated parts, paying for them by producing 
and furnishing the Dutch firm with the less sophisticated parts. Nurtanio, 
the aircraft manufacturing corporation, now had 2,000 employees even though 
·it started only two years ago and it will soon grow to 4,000. It is now 
producing two aircrafts per month, and will soon be producing four Casa 
high-wing ~anes per month. It is also producing helicopters, for instance, 
for the oil companies. Similar agreements were sought with Dutch .or other 
companies for the production and repair of ships. Dr. Habibie also was 
reponsible for upgrading the Surabaya shipyards which used to employ 20,000 
people before the war, but employ barely 3,000 in very bad conditions today. 
The President had also asked him to look into food production technologies 
and he is now looking into the production of single cell protein, no longer 
from petroleum directly but from yeast fed with ammonia. This could produce 
50 percent protein at a price one-fourth of that of soya bean and less than 
10 percent of that of meat. He was also examining problems of agricultural 
mechanization , in order to increase production in the provinces outside Java. 
Under his responsibility, the National Academy of Sciences was cooperating 
with IRRI. He was also looking at energy production, notably, geothermal 
energy of which there were 600 megawatts of known possibilities and perhaps 
up to 4,000 megawatts of potential. He was also responsible for the develop
ment of Batam Island, for which his idea was to make it develop symbiotically 
with Singapore, relying essentially on private investment. He men:ioned that 
the present population of Batam was 16,000. 

Professor Subroto ·_ spoke first of energy. At pr~sent, I, donesia 
was relying on oil for up to 90 percent of its commercial energy consumption. 
This was much too high, and it was intended to reduce this to 80 percent 
by the end of the REPELITA. This was to be done by i ntensified exploita
tion of other sources, diversification and substitution, and also by energy 
conservation. One of the questions in the Minister's mind was whether the 
incentives granted to oil companies were enough for the intensive explora
tion of the newer, more difficult offshore fields, and this question was 
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kept under review. In the current year, approximately 300 million had 
been invested in oil exploration, he said, and substantial interest had 
been shown in the tenders. There has also been great interest in tenders 
for coal exploration. There were two main fields - one in South Sumatra, 
the other one in East Kalimantan, The latter had reserves of perhaps 
15 billion tons. Eight blocks of this have been opened up for exploration. 
The Ombilin mine was also promising, with high quality coal. Gas resources 
were also abundant but their use was now limited and should be encouraged. 
The first development priority will be for East Java fields, second in 
Central Java and the third in North-West Java. At present, total energy 
consumption in Indonesia was 22 million tons of coal equivalent. This wa s 
to double during the Plan period. The exploitation of geothermal energy 
will soon start with about 30 megawatt of experimental production for 1981, 
to be produced with help from New Zealand and Italy. As earlier mentioned, 
conservation was also an important Government aim. In this connection 
Mr. McNamara asked the impact of price changes· on consumption. The Minister 
said that the recent changes did not seem to have produced an overall re
duction in consumption, although they did, at least temporarily, make for a 
shift towards kerosene whose price did not at first increase. · 

Kerosene accounted for about 40 percent of domestic oil consump
tion. In addition to what was being produced domestically, some was imported 
from Kuwait under long-term agreements at the OPEC price. Additional quan
tities were refined for Indonesia in Singapore. To increase kerosene pro
duction, Indonesia was aiming to build a hydrocracker. 

. Electric power production was to double in five years. · Indonesia 
was inviting foreign private interests to help in three ways, either in 
both production and distribution in isolated areas, or only as producers to 
sell to PLN for distribution and finally, in some areas, to sell the surplus 
power of captive sources. In the power field, another big project was the 
planned inter-connection for Java. Indonesia was also intending to start 
construction of 600 megawatt nuclear power station in Central Java. 

. In the field of non-fuel minerals there has not been much movement, 
largely because of the current market. However, it was hoped that soon t he 
nickel project at Gag Island .would be developed in order to become productive 
in the early eightees whenthe ~arket was expected to recover. 

JBaneth:amt 
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Present: Coordinating M'nister for Social Welfare (General Suron6), 
The Junior Minister for Women's Affairs (Mrs. Lasijah Soetanto S.H.), 
The. Secretary to the Coordinating Minister for Social ltlelfare 
(Mr. Satibi Darwis), The Third Assistant to the Coordinating 
Minister for Social Welfare (Mr. Hidayat Mukmin), Representa-
tives of other Ministries: Ministry of Education (Professor 
Dr. Setijadi), Ministry of Health (Dr. R. Bahrawi Wongsokusumo, 
MPH), Dr. Subekti -Director General of Community Health; 
Dr. Sugeng Supari and Dr. Henri Pardoko - BKKBN, Ministry of 
Social Affairs - Head of the Planning Bureau (Mr. Draja~), and 
Ministry for Religious Affairs - Director General for Islamic 
Affairs (Drs. H. Kafrawi MA). 
From the World Bank: Mr. McNamara, Mr. W. Clark, Mr. S. Shahid 
Husain, Mr. C. Koch-Weser and Mr. J. Baneth. 

The Min"ster first invited Mrs.Sdetanto to gi ve a description 
of activities in women•s affairs, The Minister explained that she her
self coordinated all programs dealing with the promotion of women in all 
ministries or departments. Her aim was to enhance the role of women in 
development. Thus, sh~ supervised the content of non-formal education 
programs, to stress the role of women, she cooperated with the family 
planning programs, also to extend the role of women. Forty-five thousand 
woments societies in all the villages were cooperating with the family 
planning program. There were also special women's education programs, 
for instance, to explain to them better hygiene; _better nutrition prac
tices, etc. Woments organizations had also played an important role in 
reaffirming the legal protection of women, notably through the imple
mentation of the marriage law. 

Dr, Sugeng, the Representative of the family planning organiza
tion, next explained that program. Before the inception of the program, 
the average gross fertility ·ratio was 5.2. At present, it is estimated 
at about 3.8. This reduction has been achieved by the creation of a 
family planning health centre in each sub-district, at least in Java. 
Now the program had already started to expand outside Java, although there 
was also a need further to reinf6rce it in Java too. Furthermore, strong 
community institutions had been developed, which are all supportive of 
the program. The family planning program's target had been to reduce 
total fertility to 2.6 by ~he year 2000, but in view of the success and of 
the urgency of the problem, the target date for that fertility hau advanced 
to the year 1990. Ultimately, it was the aim to reach net reproduction . 
rate of 1. 

The current estimate was that approximately 37 percent of eligi
ble couples were practising family planning. By 1990 this rate should 
reach 75 percent for Indonesia as a whole. In the current Five-Year Plan, 
it was intended to recruit 13,000,000 new acceptors. At present, while in 
East Java approximately fifty percent of eligible couples were already. 
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family planning acceptors, and in Bali 46 percent, for the rest of Indonesia 
or more precisely, outside Java, the acceptor rate was at present only about 
10 percent. 

Dr. Soebekti then explained the programs and achievements of 
health services. In answer to a question from Mr. McNamara about infant 
mortality, he said this was at present somewhat above 100 per 1,000 live 
bir.ths. As Mr. McNamara remarked that this was still very high, Or. Soe
bekti replied that not very long ago the rate had been 150. The Government 
planned further to extend primary health care to lower levels, and to 
increase active mass participation. In this, the village women's organiza
tion had to play a particularly active role, notably in increasingly con
vincing the people to recur to modern health services and also to improving 
hygiene and nutrition practices. The health worker, in addition to his 
primary health function, also helps with income raising activities, which, 
after all, are part of better health. He instructs the villagers on vege
table raising and simil ar activities, for instance. This is also related 
to the nutritional improvement program. At present, there are 4,300 prima· 
ry health centres, each with 2 sub-centres. 60 percent of the centres now 
have doctors and this ratio would be raised to 100 percent by the end of 
the Third Pelita. There were also 4,000 Maternal and Child Health Centres 
and 2,000 outpatient clinics with male nurses. 

Concerning the education program, Professor Setijadi said that 
the aim was to get at universal prima.ry education by the end of the Pelita. 
At present, the ratb is 85 percent gross (i.e. including averaged children 
in primary schools). Raising school attendance from 85-100 percent was 
going to be very difficult, because one now had to reach populations living 
in isolated areas and the very poor. A particular problem concerned the 
handicapped. 

Beyond extending primary education to all school children, the 
Government also wanted to reach the total population and to eradiccte illi
teracy. In the first stage, illiteracy just meant the traditional concept 
of reading, but now this has been extended to include the basic knowledge 
of the Indonesian language and also some basic income-ecrning skills. 
Above grade four, Bahasa Indonesia was now the universal language of instruct
ion. However, in universities, although instruction was in Indonesian, most 
of the books used were still in English. Adults were to be reached through 
the mass education programs · (PENMAS), which were assisted by the World Bank. 

Although it was much in advance in basic literacy and primary 
education, Indonesia now also needed much to reinforce vocational and tech
nical teaching, and programs have been started. Concerning mass education, 
the main program was to train cadres of organizers .in learning of basic 
skills, and this is what the World Bank was assisting. In addition, non
degree programs were also started in the universities. Furthermore, for the 
teaching of higher skills, the Government was now developing poly-techniques 
also with assistance from the World Bank. 
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Concerning religion, Drs. Kafrawi said that of Indonesia 1s popu
~ a tion ~ about 125 million were Muslims, 3 million Catholics, 5 million 
Protestants, 2 million Balinese Hindus and Budhists and about 2 million 
followers of various indigenous religion. The Minister of Religion -was 
not only concerned with formal religion but also with instruction of family 
life, the maintenance of religious buildings, religious education, the 
supervision and issuance of guidance to preachers and also t he implemen-
tation of laws governing family life, in particular marriage and divorce. 
It also organized the Haj pilgrimage. There were many institutes of 
Islamic education which were under the purview of t he Mi nistry. They in
c1uded the Madrasahs, schools of religious teaching which also gave lay 
education, and the pesantrens which were more properly centres of religious 
thought. The share of general education was increasing in the Madrasahs. 
A few years ago, it only took up about 30 percent of the teaching time , 
and at present about 70 percent. Vocational training was now also being 
introduced into the religious schools, including the pesant rens, as many 
of the people trained there would then return to their villages to become 
traditional community leaders and the vocational training they receive 
would help them he1p in the development of their areas of origin. 

JBaneth:amt 



MEMORANDUM J 

I 

FROM:' 

'F11o.S ~. 
M .. Altaf Hussain 

.,__, ·. May 18, 1979 DATE z . . 
<· :~·~ · . 
.. ..; . . 

SUBJECT:. Continuation of Meetings in Bank Indonesia 
May 11, 1979 · .,., .·· ·· 

I 
·I 

. : 

CONFIDENTIAL 

... •, ; 

Present: Minister of Finance (Prof~~~~r Ali Wardhana),.Governor Rachmat 
.Saleh, Minister of Trade a.n'd Cooperatives (Radius Prawiro), 
Minister of State for Administrative Reform (Or. J.B. Sumarlin), 

. Minister of Public Works .(Dr. · Ir. Purnomosidi), later joined b.y: 
Minister of Agriculture (Professor Ir. Soedarsono Hadisapoetra), 
Minister of Manpower and Transmigration (Professor Drs. Harun 
Alrasjid Zain). and Junior <,M_inister for Transmigration (Martone). 
From the World· Bank: Mr .. · R. · McNamara, Mr. W. Clark, Mr. S. Shahi d 
Husain, Mr. C. Koch-Weser· ~,.; Mr .. J. Baneth, and Mr. M~ Altaf Hussain 

Mr. McNamara stated that lnd9nesia was facing three main problems. 
Those of food production, of the creation of enough employment and of 
financing development. The first response was provided by ~1inister Sumarlin. 

·Speaking on agriculture, he said tha.t the Plan foresaw two ways of expand
ing this production, through intensification and through extensification. · 
Intensification meant essentially intensification of irrigation by providing 
tertiary and field channel development .. to a smaller and smaller scale, and 
bringing water increasingly closer to ·~he farmers, by multiplication and 
distribution of better seeds, by improvement of credit, etc. Extensification 
meant extension of irrigation to are~~ not yet irrigated and there were 
many s~ch projects, notably in Sumatra and Sulawesi, and also opening up of 
new 1 ands through transmigration. and:. ~.hrough nucleus estate deve 1 opment ... 

Despite the success expect~~ · from these programs, and the.hope to 
achieve target groWth rates of prod~~tJon of 4 percent for rice and of 
5 percent for non-rice foodcrops, th~ ~overnment was aware that agriculture 
and the rural sector .could not absorb· all the additional labor force. 
Hence the need also for industrial development to absorb labor. The Govern
ment was stressing in particular, the need to reserve budget resources for 
labor-intensive, generally small-sca.le ·. industcy. It was its view that large
scale industry should be able to develop ,w·ithout Government capital and 
without public funds, and particularJy ·through joint ventures which would 
find financing abroad without Government guarantees. To Mr. McNamara's 
question as ·to whether p 1 an ned growth qf indus try of about 11 percent waul d 
be truly sufficient, · the Minister replied that this was simply a prudent 
minimum and the Government would strive to achieve a· higher rate. 

Mr. McNamara also asked about the policies which would lead to 
such industrial growth. The Minister r·epl ied that fiscal policies had al
ready been improved, notably by reducing the rates and granting preferen
tial treatment to those who used pub~ic · auditors; this should reduce ~he 
uncertainty of their taxes which inhibit private investment. An effort 
was also being made to simplify licensi.ng procedures. As for the promotion 
of small-scale industry, the Government ,. was now extending preferences to 
small industry, notably in Governmen~· procurement. Small contracts would 
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be ·exclusively reserved· to small-scale .Jndustry, while in the middle range 
they would receive a preference and only large contracts would be fully · 
open to competitive bidding. The Government also wanted to spread industrial 

. development outside Java, and was extending various incentives and preferences 
to industries investing there. · 

Mr. McNamara asked about. .. ·ni'an·ufacturing production for export. 
Most of the response was provided by Mi~ister Radius Prawiro. He said that 
the deval.uation was intended to stim~late exports and indeed did do so. Since 
January, exports had b~en rising. Howe~er, to.some extent this also involved 
negati~e effects, as this rapid incre~se in exports led to a rise in domestic 
prices. For that reason, it was necessary to restrict some exports by quotas. 
Export taxes were also imposed on cer.tain raw materials. Such restrictions and 
export taxes could also be used as a ·tool to help develop domestic industry, 
by encouraging foreign purchasers to . b~y processed rather than raw materials. 
This technique was already used for hides and skins, and will be increasingly 
used to .promote the development of woo~ processing industries. 

Mr. McNamara noted ihat .~t . was absolutely essential to achieve 
20 percent growth rate of manufacturth~ exports, which the Minister said also 
to be the ~overnment's target. The Minister responded that a major improvement 
of infrastructure was needed to achiev~ this, particularly of harbors, roads 
and shipping. Mr. Shahid Husain remirk~d that to promote industrial develop
ment, it was highly desirable completely to eliminate all licences and other 
restrictions. Minister Ali Wardhana . s~id that indeed incentives were probably 
not the issue. By and large, there ~~s · general agreement that Indonesia 
provided enough of them in a formal ~ense. The main problem were those of 
administration and other bottlenecks~ ·· p~rticularly the Customs. The Govern
ment was trying very hard to make all ·such processes more efficient. Concluding 
the discussion, Mr. McNamara noted that · industrial development, in particular 
the development of labor-intensive mari~facturing exports, ·was essential to 
overcome. the prob 1 em of emp 1 oymen t. :He a 1 so invited the Government to examine 
why the private sector has remained relatively· so weak in Indonesia, and 
indicated that the World Bank was pr~pared to assist such an examination.· 

•· ,• ,t 

The conversation then shifted to the subject of agriculture. 
Mr. McNamara noted that in the past, ·~~he development of rice production was 
reasonably satisfactory, but that ot~ef foodcrops had grown by no more than · 
1 to 1. 5 percent. Minister Soedarsono' .st,ated·'that for the next Plan period, 
the aim was to achieve self-sufficiency in .food production. In order to do 
so, rice production would have to be···g.f.owing by 4 percent per annum, while 
through diversification of .consumption ·.the growth in rice consumption will 
be limited to 3.5 percent. (N.B. In: fa.ct, those two growth rates would reduce 
the gap between production and consumpt~on by only slightly more than half
a-million tons). The production growth of 4 percent will be obtained through 
annual expansion of 2 percent in area ·and about 2 percent in yield. Of the 
additional areas to be brough~ under.: w¢t paddy, about 500,000 ha would be in 
Java, and about 1 million ha outside\Java. Already in the current year, 
approximately 400,000 ha of new rice ~~·f_ields would be brought under irrigation. 
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for secondary crops, the \p1anned growth was of 5 percent per 
annum.· For cassava, the main problem was that of ensuring a stable 
remunerative price. Improvements were intended by favoring the creation 
~f many small processing factories. Si~ilarly, corn required better support 
prices, and this in turn, needed better· storage facilities, particularly 
in rural areas. Regarding cassava, Minister Radius added, that in the 

.current year its price was up because Thailand had , Suffered a bad crop and 
this has already stimulated demands fo~ . Indonesian cassava. However, to 
respond to this potential required bett~r ~ infra~tructure .. 

Mr. McNamara asked what the· G9vernment's plans were regarding 
research. The Minister of Agriculture ·responded that the main problem was 
the "wereng" insect. The main task for ·· research was to develop insect 
resistant varieties. Unfortunately, th~ · present varieties, which are resistant 
to biotype two of the wereng, did not have a good taste. At present, a major 
effort was made to develop better tastfng~ .insect-resistant varieties. 
Mr. McNamara again stressed the importance of research, including research 
into insect resistant varieties since 1972. 

Ministers Harun Zain and Purnomosidi briefed Mr. McNamara on the 
transmigration program. They said that a large scale program was necessary 
for increasing production, providing employment and utilization of national 
agricultural resources in the outer islands for local consumption of food 
and export of other crops. They stated that for the program to be enlarged, 
the cost has to be kept low and therefore, their plans provide for starting 
from substance levels and leading to higher incomes and better lives to the 
transmi grants. ·.. ·. ·. 

Mr. McNamara enquired how ~ealistic was the target of 500,000 
families to be moved within current Repelita. The ministers responded that· 
that was the target but may not be fully ;reached. 

' ~ . . . 
Mr. McNamara asked about the ·:arrangements that had 'been ma.de for 

meeting that target. i :· 

Mr. Purnomosidi, through an elaborate description, aided by charts 
and graphs indicated that through macro··l .evel studies already made land areas 
for about 20 million families have bee~ identified~and added that even with 
50% margin of accuracy, 10 million fami)~es ~an..b.e transmigrated. 

Mr. McNamara asked how would 'they achieve their current year target 
which would be twice the actual of the _last year and parti-cul~rly asked how . 
the manpower needs for project executidn .and for support to production would be 
met. Mr. Sudarsono joined the other two· ·ministers in explaining their program 
for training and redeployment of existing·_·staff. However, they did appreciate 
that there will be constraints of manpower and organization in the early 
years but the streamlining of responsibilities through Presidential Decree 
No.26 of· 1978 would help resolve many o~ ~~he existing organizational weaknesses • 

.. .. : . ·~ ~· . 
. ~ . 
: ·~: '.t ;. ~ ,· 

·. ~ 
··. ~ . . ;. , JBaneth/MAHussain:ds 

File: Mr. McNamara 
..... 1 -<: : 
:·~ ; :" . . . 

~ . ' ,:- . 
·;, ·~ · .. 
~ . .· .. 

:,·. ·:·.> ·. 



INTERNATIONAL DEVELOPMENT I INTERNATIONAL BANK FOR l INTERNATIONAL FINANCE 
CORPORATION ~ ASSOCIATION RECO~STRUCTION AND DEVELOPMENT 

r~: Files 

OFFICE MEMORA DUM 
DECLASSIFIED 

APR O 1 2013 DATE : May 18, 1979 

FROM: Jean Baneth WBG ARCHIVES 

SUBJECT: Meeting in s·ank Indones·i a .. ·May 11 ~ ·1979 ·cONFIDENTIAL 

Present: Minister of Finance (Professor Ali Wardhana), Governor Rachmat 
Saleh, Minister of Trade and Cooperatives (Radius Prawiro), 
Minister of State for Administrative Reform (Dr. J.B. Sumarlin), 
Minister of Public Works (Dr. Ir. Purnomosidi), later joined by: 
Minister of Agriculture (Professor Ir. Soedarsono Hadisapoetra), 
Minister of Manpower and Transmigration (Professor Drs. Harun 
Alrasjid Zain) and Junior Minister for Trnnsmigration (Martono). 
From the World Bank: Mr. R. McNamara, Mr. W. Clark, Mr. S. Shahid 
Husain, Mr. C. Koch-Weser and Mr. J. Baneth 

Mr. McNamara stated that Indonesia was facing thre~ main problems. 
Those of food production, of the creation of enough employment and of 
financing development. The first response was provided by Ministe~ Sumarlin. 
Speaking on agriculture, he said that the Plan foresaw two ways of expand
ing this production, t~rough intensification and through extensification. 
lntensification meant essentially intensification of irrigation by providing 
tertiary a.nd field channel development to a smaller and smaller scale, and 
bringing water increasingly closer to the farmers, by multiplication and 
distribution of better seeds, by improvement of credit, etc. Extensifica
t~on ~eant extension of irrigation to areas not yet irrigated and there were 
many such projects, ~0tably in Sumatra and Sulawesi, and also opening up of 
new lands through transmi gration and through nucleus estate development. 

Despite the success expected from these programs, and the hope to 
achieve target growth rates of production of 4 percent for rice and of 
5 percent for non-rice foodcrops, the Government was aware that agriculture 
and the rural sector could not absorb all the additional labor force. 
Hence the need also for industrial development to absorb labor. The Govern
ment was stressing in particular, the need to reserve budget resources for 
labor-intensive, generally small-scale industry. It was its view that l arge
scale industry should be able to develop without Government capital and 
without public funds, and particularly through joint ventures which would 
find financing abroad without Government guarantees. To Mr. McNamara's 
question as to whether planned growth of industry of about 11 percEnt would 
be truly sufficient, the Minister replied that this was simply a prudent 
minimum and the Government would strive to achieve a higher rate. 

Mr. McNamara also asked about the policies which would lead to 
such industrial gi"owth. The Minister replied that fiscal policfes had al
ready been improved, notably by reducing the rates and granting preferen
tial treatment to those who used public auditors; this should reduce the 
uncertainty of their taxes which inhibit private investment. An effort 
was also being made to simplify licensing procedures. As for the promotion 
of small-scale industry, the Government was now extending preferences to 
small industry, notably in Government procurement. Small contracts would 
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be exclusively reserved to small-scale industry, while in the middle range 
they would receive a preference and only large contracts would be fully 
open to competitive bidding. The Government also wanted to spread indus~ 
trial development outside Java, and was extending various incentives and 
preferences to industties investing there. · 

Mr. McNamara asked about manufacturing production for export. 
Most of the response was provided by Minister Radius Prawiro. He said that 
the devaluation was intended to stimulate exports and indeed did do so. 
Since January, exports had been rising. However, to some extent this also 
involved negative effects, as this r·apid increase in exports led to a rise 
in domestic prices, For that reason, it was necessary to restrict some 
exports by quotas. Export taxes were also imposed on certain raw materials. 
Such restrictions and export taxes could also be used as a tool to help de
velop domestic industry, by encouraging foreign purchasers to buy processed 
rather than raw materials. This technique was already used for ·hides and 
skins~and will be increasingly used to promote the development of wood pro-
cessi_ng industries. · · 

Mr. McNamara noted that it was absolutely essential to achieve 
20 percent growth rate of manufacturing exports, which the Minister said also 
to be the Government 1s target. The Minister responded that a major improve
ment of infrastructure was needed to achieve this, particularly of harbors, 
roads and shipping. Mr. Shahid Husain remarked that to promote industrial 
development, it ~as highly desirable completely to eliminate all licenses 
and other restrfctioris. Minister Ali Wardhana said that indeed incentives 
were probably not trie issue·. By and 1 arge, there was genera 1 agreement 
that Indonesia provided enough of them in a formal sense. The main problem 
were those of administration and other bottlenecks, particularly the Custon1s. 
The Government was trying very hard to make all such processes more efficient. 
Concluding the discussion, Mr, McNamara noted that industrial deve lopment, 

· in particular the development of 1·.abor-intensive manufacturing exports, was 
essential to overcome the problem of employment. He also invited the Govern
ment to examine why the private sector has remained relatively so weak in 
Indonesia, and indicated that the World Bank was prepared to assist such an 
examination. 

The conversation then shifted to the subject of agriculture. 
Mr, McNamara noted that in the past, the development of rice production was 
re~scnably satisfactory, but that other foodcrops had grown by no more than 
1 to 1.5 percent. Minister Soedarsono stated that for the next Plan period, 
the aim was to achieve self-sufficiency in food production. In order to do 
so, rice production would have to be growing by 4 percent per annum, while 
through diversification of consumption the growth in rice consumption will 
be limited to 3.5 percent. (N.B. In fact, those two growth rates would re
duce the gap between production and consumption by only slightly more than 
half-a-million tons). The production growth of 4 percent will be obtained 
through annual expansion of 2 percent in area and about 2 percent in yield. 
Of the additional areas to be brought under wet paddy, about 500,000 ha 
would be in Java, .and -about 1 .million ha .outside Java. Already in the current 
year, approximately 400,000 ha of riev! rice fields would be brought under 
irrigation, 
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For se.condary crops, the planned growth was of 5 percent per 
annum. For cassava~ the main problem was that of ensuring a stable 
remunerative price~ Improvements were intended by favoring the creation 
of many small processing factories, Similarly, corn required better sup~ 
port prices·, and this in turn, needed better storage facilities, parti
cularly in rural areas.. Regarding cassava, Minister Radius added, that 
in the current year its price was up because Thailand had suffered a bad 
crop and this has already stimulated demands for Indonesian cassava. 
However, to respond to this potential required better infrastructure. 

Mr, McNamara asked what the Governmentts plans were regarding 
research. The Minister of Agriculture responded that the main problem 
was the "wereng 11 insect... The main task for research was to develop insect 
resistant varieties, Unfortunately, the pre~ent varieties, which are re
sistant to biotype two of tne wereng, did not have a good taste. At 
pres~nt, a major effort was made to develop better tasting, insect-resistant 
varieties. Mr. McNamara again stressed the importance of research, inclu
ding research into insect resistant varieties since 1972. 

Transmigration to be done by Mr. Altaf Hussain. 

JBaneth:amt 
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Present: General Pangabean, Dr. E. J. Sinaga - Private Secretary 
to the Minister. 
Mr. McNamara, Mr. W . . clark, Mr. S. Shahid Husain, 
Mr. C. Koch-Weser and Mr. J, Baneth 

General Pangabean opened the meeting by saying how glad he 
was to meet Mr. McNamara. The two of them had much in common, having 
occupied the sarne defense functions earlier. General Pangabean noted 
that in those days, Mr. McNamara had been called 11 The Computer 11

, though 
he knew that he had developed also human interests. Mr. McNamara noted 
~ow much Indonesia had changed since his first visit. Speaking only of 
the Bank, at that time, it had not yet, for good reasons, made any loans · 
to Indonesia. By June 30 this year, lending will exceed $3.4 billion. 
Mr. McNamara then went on to ask what were the po1itical and security 
li~its of development policies. He noted that, however development
orlented the Government is, some necessary policies had political limits. 
For instance, the rise in fuel prices, while quite desirable and indeed 
indispensable for economic reasons, was not as high as would hav~ been 
desirable because of the political difficulties such measures w~re facing. 
General Pangabean responded by saying that he will make a statement on 
security conditions, and in order .to be sure that it was coherent, he 
was going to read some prepared notes. 

The aims of the Third Five-Year Plan had been fixed last year 
by the GBHN, the Guidelines of State Policy. They emphasized equity, 
but economic development must be ensured of security in order to be able 
to proceed. The next five years were going to be difficult in this respect. 
The Government was facing opposition both from the extreme left and from 
the extreme right. 

Only one party was now represented in the Cabinet, the GOLKAR, 
which could be called the Government Party, while during the previous two 
Cabinets of the New Order, there had been Coalition Governments. One 
cannot properly ~peak of opposition parties, but the parties outside the 
Government would certainly use the weaknesses of the Regime for their 
own ends in the 1982 elections. The remnants of the Old Order, more or 

~ less regrouped in the POI, are ineffective and spend most of their time 
fighting each other. However, the Islamic parties regrouped in the PPP, 
definitely are discontented and want to incre?se their influence. A major 
issue on which they are playing is that of corruption which the Government 
is trying to clear up, notably through the OPSTIB (Operation Regularity) 
led by Minister Sumarlin and Admiral Soedomo. The Government was deter
mined to clean up corruption, but this will take time. 

2 .. 
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Concerning the Five-Year Plan, the Minister merely said that 
its success was absolutely necessary; he did not want to go into details, 
which were better left to his economic colleagues. 

The main threats to the Government, came from the extreme left 
and the extreme right. On the extreme left, most of those detained follow
ing the abortive 1965 coup will be released soon: the 11 8" detainees, i.e. 
those against whom not enough evidence existed to bring them to court this 
year, and the 11 A" category detainees will be processed through the courts 
next year. Nevertheless, these released detainees may not have been fully 
re~educated and some of them will still want to be disruptive. 

The extreme right is essentially composed of some Islamic groups. 
The most extremist forms, the terrorists groups made up the so-called 
"Jihad 11 command, were probably mostly dismantled last year, but strong 
extremist influences remain. Not only are they quite active but they may 
also have external links. In particular, Libya may be financing them and 
providing weapons. Indonesia's answer to these religious extremists was 
the Pancasila philosophy. This was the foundation of co-existence and 
tolerance. A major effort was now being made to upgrade the knowledge of 
Pancasila by all civil servants, who all had to undergo a three-week training 
course, including training in understanding of Pancasila, of the 1945 Consti-
tution and of the Guidelines of the State Policy. · 

The main anchor of the Government's external policy was the ASEAN. 
This was reinforced by the fact that the ASEAN also faced a common threat 
from abroad. On the extreme right, Muslim extremists were active and backed 
by the same elements in the Philippines, in Malaysia and in the extreme South 
of Thailand; they were even stirring in Singapore. As for the extreme left, 
the main problem posed to the All .iance wis Indo-China. The Indo-China situa
tion had acquired a new dimension, it now represented a war of giants, i.e. 
China and the Soviet Union through Viet-Nam. These giants were a potential 
threat to all countries of the Region. In this respect Thailand's situation 
was most difficult; it was in the front line. It bore the brunt of refugee 
burden with 200,000· refugees as against 60,000 in Malaysia, 15,000 in Indo
nesia and 4,000 in the ·Philippines. It also had a somewhat different attitude 
than the other ASEAN countries. For Thailand, Viet-Nam was the greatest 
threat. The other ASEAN countries thought China was the greatest threat, in 
large part because of the internal security threat potentially caused by their 
large overseas Chinese populations. In Thailand, originally, the insurgents 
had been mostly Chinese-backed and some of them ethnic Chinese. However, 
the s i tuation changed when the civillian government was overthrown in 1976. 
Many students and intellectuals then fled the repressive right-wing regime, 
and joined the insurgents in the jungle, It is through concern with the 
security problems caused by the situation that Genera1 Pangabean had· been 
urging General Kriangsak the Thai Minister to make a major effort for rural 
development, He feared that the neglect of rural areas, the very large in
come distribution differentials existing in Thailand, particularly regionally, 
and also the very nature of the monarchic regime combined into a major poten-
tial threat to stability and security. · 
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Because of their concern with Viet-Nam, Thailand's position on 
external relations was very close to China's. While the other ASEAN mem-
bers were much farther from it concerning recognition of the New Cambodian 
Regime, however, the ASEAN countries had taken the unanimous position that 
they will not recognize it, at least until that Regime has fully established 
itself in Cambodia. In particular, even if it wanted to, Thailand could 
not do so without serious problems, given the presence of numerous and 
heavily armed Polpotian troops on its borders. Coming back to the extreme 
right and another set of problems in another part of the world, in the Middle 
East the Israeli conflict and now the split between Egypt and the rest of the 
Arab world created serious problems for Indonesia. There were elements try
ing to push Indonesia to the more extreme side in this conflict. The Iranian 
revolution also exacerbated tensions and was looked upon with some favor by 
many Islamic elements in Indonesia. Mr. McNamara then asked whether the move
ment towards an Islamic State in Pakistan also appealed to certain elements 
in Indonesia. Minister Pangabean replied in the negative. 

Assessing the future, General Pangabean said that one might make 
the optimistic assumption that somehow a solution will be found for Cambodia, 
and that Viet-Nam would ·then be able to concentrate on development, which 
would be best for itself and best also for the Region. However, General 
Pangabean thought that unfortunately one ··is likely to be faced with a very 
long conflict there between the Communist giants. However, he was reasonably 
satisfied that Indonesia will be able to weather these dangers, including 
the danger of the extreme religious elements. For instance, although the 
Ulamas had protested the Government decision to fix the date of school holi
days independently from Ramadhan, through explanations and compromise the 
decision could be made acceptable. · 

Mr. McNamara asked whether corruption was not one of the main security 
problems, as it was truly a cancer on society. General Pangabean answered 
that that was indeed a problem and the Government was trying to deal with it. 
He reminisced that he knew how mad--Mr. McNamara had been at his "friend 
General Ibnu" a few years ago. Mr. McNamara said that he was not mad at 
General Ibnu himself but · that Pertamina's doings, if allowed to continue, 
would have caused the ruin of the country in short order. The Minister re
stated his Government's intention to halt corruption. 

The Minister's concluding remarks noted the link between external 
and internal problems. Thus, the Iran crisis had, he said, led to Russian 
purchases of oil products, which further raised the price of the kerosene 
Indonesia had to import. This enhanced the difficulty and sound cost of the 
follow-up measures to the November 15 devaluation. 

JBaneth:amt 



'From: Jakarta 

CONFIDENTIAL 

DECLASSIFIED 
APR 0 1 2013 

WBG ARCHIVES 

1147 FOR KOCH-WESTER COPY ZINCIR 

- i,JI 
. ''-'••it.. t . 

I j I 

I 

Distribution 
.. ~ 

I, j d ~~ 

'Mr. Koch-Wesser 

Mr. R. Stern 

INDONESIAN PARTICIPANTS IN PRIVATE DINNER OF FRIDAY , MAY 

ELEVEN ARE SOEDJATMOKO, WHO NEEDS NO PRESENTATION SEMICOLON 

SADLI , PREVIOUSLY MINISTER OF MINING, VERY ARTICULATE ECO

NOMIST, IS OBJECTIVE AND OFTEN CRITICAL BUT BASICALLY FA

VORABLE VIEWS ON PAST DEVELOPMENT PROCESSES SEMICOLON SEDA, 

PREVIOUSLY MINISTER OF COMMUNICATIONS AT TIME OF MCNAMARA ' S 
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~ 

Stanley Please (Director, AEA) DATE: October 2, 1979 

INDONESIA - Meeting Between Mr. McNamara and the Indonesia 
Delegation, 1979 Annual Meetings, Sava Center, 
Belgrade, Yugoslavia 

1. Mr. McNamara met with members of the Indonesia delegation on 
October 1, 1979. Present were: Messrs. Ali Wardhana, Minister of Finance; 
Rachmat Saleh, Governor, Bank Indonesia; Soegito Sastromidjojo, Director 
General for International Monetary Affairs, Ministry of Finance; Arifin Siregar, 
Managing Director, Bank Indonesia; Husain, Please and Koch-Weser. 

2. Minister Wardhana stated that inflation was becoming an increasingly 
worrying problem in Indonesia. There were clearly no simple answers to the 
problem and in the short run a tight money policy was essential, but beyond 
this there was a need to generate a more rapid expansion of production and 
to address critical social issues. The G0vernment was attempting to generate 
a pipeline of projects which would be import-using in order to utilize the 
balance of payments surplus and also would generate high social benefits 
(e.g., health centers). Messrs. McNamara and Husain emphasized that an 
appropriate industrial policy to generate rapidly increasing employment 
opportunities was the major direction in which the Bank believed that these 
two objectives could be achieved. The World Bank was assigning staff both 
in Jakarta and in Washington to work on this set of issues as a ma~ter of 
priority. Furthermore, a large part of our lending program was designed 
to support programs and policy changes in the industrial sector. 

3. Mr. McNamara emphasized that the Bank did not consider the present 
healthy balance of payments situation justified any reduction in the need 
for external assistance in general or in World Bank assistance in particular. 
On the contrary, Indonesia was a poor country with considerable development 
potential. Development programs needed to be developed which could absorb 
not only the present flow of development resources from oil but also an 
increasing flow of external assistance. He would certainly hope to see 
Bank lending rise in real terms during the next five years provided policies, 
programs and projects are developed sufficiently rapidly. It was for this 
reason that he was anxious to see the implementation and disbursement on past 
Bank projects improve for it was difficult to urge increasing commitments to 
Indonesia when the undisbursed balance on past commitments was so large. 
Therefore, the periodic review of project implementation was of critical 
importance. 

Cleared with and cc: Mr. Husain 

cc: Messrs. McNamara, E. Stern, Jaycox, Kirmani, Hasan, R. Stern, Hawkins. 

SPlease:bce 





TO: 

FROM: 

SUBJECT: 

' : 

WORLD BANK I INTERNATIONAL FINANCE CORPORATION 

OFFICE MEMORANDUM 
Files ~ 

Edward V.K. Jaycox, Director, AEA ~ 

Annual Meeting 1980, Meeting of 
Indonesian Officials ·with .Mr. McNamara 

DATE : 

1. On September 30, Ali Wardhana, Minister of Finance, 

January 12, 1981 

Rachmat S.aleh, Governor, Bank Indonesia, Soegito Sastromidjojo, 
Dlrector General, International Monetary Affairs, Ministry of Finance 
and Ambassador Ashari, Indonesian Ambassador to the U.S., met with 
Mr. McNamara. Also present were Messrs. Stern, Husain, Jaycox and 
Koch-Weser. 

2. It was essentially a courtesy call. Minister Wardhana thanked 
Mr. McNamara for the great assistance given Indonesia by the Bank since 
Mr. McNamara became president of IBRD. After running through some details 
of how far Indonesia had come in its economic development since the late 
60's, and congratulating the Indonesians on this performance, Mr. McNamara 
asked for the Indonesian's help in getting some movement on the establish
ment of the energy affiliate. Mr. McNamara outlined the financial needs 
of developing countries, the implications of this for the finances of the 
World Bank Group, and the contribution that an energy affiliate would be 
able to make to meet this situation. Indonesia's leadership position 
amongst developing countries, and its role in OPEC, made it especially 
important in the decision-making process, and he hoped that the Indonesians 
would use their influence to assist the energy affiliate. 

3. Mr. Wardhana asked about the Bank~s plans for China. Mr. · McNamara 
said that unless additional finance were available for China, then eventually 
lending to China would come at the expense of lending to other major Bank 
borrowers. China was a member, and could not for long remain outside 
the flow of benefits of membership. 

4. Mr. McNamara asked Mr. Wardhana to let him know whenever there 
was an opportunity or a need to explain the energy affiliate and the 
financial realities of the Bank in various fora. He or his officers would 
be glad to supply information or make any personal visits that may be useful. 

5. Mr. Wardhana recited some of the major difficulties facing decision-
making among OPEC members, and outlined the limitations of Indonesia's role 
in that process. 

6. The meeting ended with ~. Wardhana expressing the hopes that 
Mr. McNamara would visit Indonesia soon, and often after his retirement, and 
that the Bank under his successor would carry forward the assistance to 
Indonesia that is so important to them. 

cc: Messrs. Stern, Husain, Koch-Weser/Lafourcade 

EVKJaycox:ncp 
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