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Hongkong 
November 26, 1959 

Dear Marty: 

I have asked Margot to type and give you 

v'1) the itinerary and notes on Indonesia 
~til V2) the itinerary and notes on Ceylon 

+s~f u and included also the 2 papers from Fernando on the 2 IIB project and the 
t 

I 
S demand forecaste 

I wasted all my time here in writing papers and letters and I am 
getting cramps in my hand already. However I could not finish the general 
notes on Indonesia. I have asked Margot to type out as draft the first 7 
pages I wrote. The most important part however is missing~ 1 111 write it 
as soon as I am back. What I consider the most important (because practical) 
questions are: 

1) to report your talk with Djuando about the defaulted debt, 
2) to conclude that Indonesia has bankable projects in the right 

priority sectors - in various stages of preparation, 
3) to evaluate in case the first two questions are settled whether 

the Clovernment would agree to both 

a) gen. economic undertakings (budget, nationalization?) 
b) specific undertakings (debt consultatioh clause?) 

which we probably would have to ask for. 

I have to pack and hurry to the airport. It was a wonderful trip 
with you but by now I would not mind if the pilot mistakenly would land in 
Washington D.C. instead of Manila. 

Sincerely yours, 

Erich 

(l,q_ I\ • ~ . Q -s 



Singapore, 
November 15, 1959 

~: Notes on Messrs. Rosen and Bachemfs visit to Indonesia from November 
1st to November 13, 1959 to be used as working paper for Mr. Rosen's Mission 
Report. 

1) Accompanied by Mr. Bachem, I visited Indonesia from November 1-13, 1959. 

The visit included a 5-day stay in Djakarta with discussions with Ministers and 

senior officials concerned with economic and financial matters as well as 

leading bankers and business men, 3 days of travelling in We.st and East Java 

with visits to some larger development projects and 3 days attendance at the 

ministerial meetings of the 1959 Colombo Plan Conference at Djogjakarta. 

2) The purpose of the visit was to make and to renew contacts with the 

government and business leaders and to get an impression of the possibilities 

and requirements for the establishment of a more normal working relationship 

between the Bank and Indonesia in the future. The Colombo Plan Conference in 

Djogjakarta provided a welcome opportunity to arrange the visit without 

attracting much attention or raising expectations for early Bank operations 

in Indonesia. 

3) This memorandum summarizes the reeults of the discussions with the 

government and the impression gathered on trips through West, Ea.st and part of 

Central Java. A more detailed itinerary giving dates, names and places is 

attached (Bachem 1s memo to Files dated November 14, 1959). The discussions 

during the Colombo Plan Conference are dealt with in a separate letter from 

Bachem to Cargill dated November 25, 1959. 

4) One of the first questions which needs to be studied is to determine 

the principal factors responsible for the decline or stagnation of production 

in most economic sectors in the last 2-3 years - and the available resources 

on which future economic development have to be based. Obviously - all that 
\-~ 

could be done during such a short stay was to get some impression of the relative 
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importance of the various problems which are frequently referred to in dis

cussing Indonesiafs economic situation and prospects such as: 

1. the internal security problem 

2~ the nationalization measures 

3. the shortage of qualified personnel 

4. the inadequacy of basic facilities (particularly in the transport system) 

5. the inflation and its repercussions on the balance of payments 

6. the chances to reach political stability. 

Internal security problem: 

5) Although this subject ca.me up in almost every discussion I have not 

been able to get the facts on the extent of the areas where that problem exists 

or on the degree of control exercised by the dissidents in these areas nor to 

form a clear judgement on the political,eeonomic and financial importance 

of the security problem. However, a few points are obvious: On Java only 

' some areas in Central Java, outside of larger towns, are affected. The problem 
I 

also exists in large areas of Central and North Sumatra, in North Sulawesi and 

the southern part of Kalimaktan. There seems to be little or no coordination 

between the various dissident groups. The government has been able to regain 

eontrol~of the coastal areas, particularly of all ports, on the outer islands. 

6) The obvious economic consequences of security problem are twofold: 
diversion 

falling exports (or~ of foreign exchange earnings) and the cost of 
t 

military and police actions. It is \impossible to find out (even for 1958) to 

what extent the security problem is lresponsible for the low exports since 
' 

smuggling or illegal barter trade appears to be widespread regardless of 

whether the local commander is with the regular or irregular army. Theim

provements in volume of exports of rubber and coffee in the first 9 months of 

1959 over the 1958 figures indicate however that the gains in governmant control 

have had some beneficial effects. Oil production and oil exports seem to be 



- J -

little affected by the security situation. 

7) Politically the rebellion seems to present no serious threat to the 

government at the moment. However since no constructive solution to the demands 

of the outer islands for more autonomy and a large share of revenues has been 

offered .f' it seems likely that this problem will result in further political -

if not military - difficulties in the future. 

The nationalization measures 

8) The expropriation and nationalization of all former Dutch enterprises 

which began in 1957 has been completed . International companies, even with 

substantial Dutch interests, such as Shell or Unilever have not been affected. 

Other foreign interests - except Chinese firms - are also not affected. Several 

government holding companies have been formed, for plantations, for industrial 

enterprises, for transport agencies etc. who hold the shares and direct the 

operations. In many cases army officers have been appointed general managers, 

other firms are managed by appointees of the labor unions and in much of the 

industrial sector the Bank Industri Negara has assumed management functions. 

The extent of control exerc~sed by the Government holding companies, by the 

army, the Unions or the Ba~ IndustrL .Negara apparently varies widely. For 

some industrial plants for instance the Bank Industri has to approve every 

expenditure over Rupiahs 3.000;in other cases. their control is limited to 

policy directors at the yearly "shareholder's" meeting. 

9) A second, but not less important, control of industry and trade and 

partly agriculture, is exercised by the authorities allocating foreign exchange -

principally the Minister of Finance. It is the Government's repeatedly stated 

intention to retain full control of all nationally important industry, trade, 

transport and plantation enterprises, to allow some regional government and 

some small private participation in less important firms and to leave only 

small retail enterprises to private interests. 



10) From talking to the bankers and industrialist I had the impression 

that the serious and in some oases (transport) disasterous economic con

sequences of the nationalization measures were mainly due to the suddenness 

of the take-over coupled with the country's rapidly lightening foreign exchange 

situation~ 

Shortage of qualified personnel 

11) From the talks I had with high and medium level government offici.als, 

and with the management and department head level of industrial plants I have 

found little evidence for the often-heard statement that lack or extreme 

scarcity of qualified administrators and engineers is one of Indonesia's 

peculiar and most acute problems. I was rather impressed by the many apparently 

well qualified people we talked to at a higher level. Most of them were foreign 

educated, fluent in several languages and able to present the problems in their 

respective fields in an effective way, To a somewhat lesser degree this seems 

to hold true for the secondary level also. The personnel problem appeared to 

me to lie mainly in the fact that the layer of educated people is a rather thin 

tiq•cxwtx•icw•t11•spewpt• one~ The Government is making every effort in this 

long neglected field of education. The number of schools is growing rapidly 

and compulsory education is hoped to be introduced next fiscal year. Shortage 

of teachers and of all other school facilities is of course serious. 

12) On the whole however I feel . that Indonesia is not much worse off 

regarding personnel than some other countries in this area. The fact that 

everyone seems so conscious of the need to expand education and to get better 

training might even turn out to be an asset for development. 

Inadequacy of basic facilities 

13) Travelling through the island of Java (where 55 of the 87 million 

Indonesians live) one is left with the impression of a rather well developed 



- 5 -

economic basis. Extensive irrigation systems cover large areas. There are 

plans and possibilities to provide year round irrigation by construction of 

reservoirs which could result in a significant expansion of an already rather 

diversified agricultural production. Results of steadily increasing application 

of fertil1.zer are very encouraging. The island is covered with a network of 

good and well maintained highways. Several power transmission systems form 

the beginning of an island-wide network. Ports and railways seem to have been 

developed i n the past adequate for the island's needs. Many small industrial 

plants - mainly for processing of agricultural commodities for building materials, 

beverages and food are spread throughout the countryside; somewhat larger plants 
,,.., 

for textiles, glass, rubber, cementAassembly plants are centered around ports 

and large consumption centers. 

14) However a seemingly large part of this basicly sound economic structure 

is not used to capacity due to some serious bottlenecks. The Railways - having 

only some 40% of its prewar stock of locomotives does not even reach half of the 

prewar ton-kilometers. Lack of relatively few shunting locomotives results in 

weeks of delays and ties up a large portion of the anyway inadequate stock. In 

one yard only I saw 90 relatively new air-conditioned railroad passenger cars 

laid off since months because their generators were broken and no foreign exchange 

was available for spare parts. The cars with fixed windows could not be used in 

the hot climate without air conditioning. Dozens of new trucks in an auto 

assemply plant were waiting since 1 year (some since 1953) for some small parts 
\ 

for which there was no foreign exchange allocation. A tire factory in the 

world's largest rubber exporting country had difficulties getting raw rubber 

because of the al.most complete breakdown of inter-island shipping. There are 

occasional gasoline shortages because the oil companies take a loss in Supplying 

the local market at the fixed retail price of about 10 U.S. cents per U.S. gallon. 


