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Djakarta, February 7, 1969 

I ~PP~}. 
Dear Bob: jvM/ti - 11.1fp1~""ttj) 

I am sorry that this second letter is also later than it should have 
-f. -H\ J_ - /t

1
(., /'I(._.., 

been, but the shortage of time here is rather desperateo I am summarizing 
ver y briefly developments since the time of my first letter in mid-December 
and plans for the immediate future. 

Proj ects for Immediate Bank Group Financing 

2. Immediately in preparation are four projects for IDA financing, at 
least two of which we hope to have ready for Board action by June 30: 

(a) An Estate Rehabilitati on and Development Project 

This project, which we helped to prepare in the past several 
months, involves the rehabilitation and development of two 
Government estate enterprises, each of which embraces a number 
of separate physical properties. All the properties are 
engaged in the production and processing of rubber and oil 
palm. In essence, the programs which would be financed involve 
new plantings of both rubber and oil palm~ the new plantings 
replacing over-age rubber trees and sisal, and possibly also 
including some newly-cleared lando The new plantings would, 
of course, be with high-yielding materialso Rehabilitation 
and processing facilities would also be included, along with 
the fertilization which should have, but has not, been done 
in recent years. As part of the whole project there would be 
changes in the organization of the two management units which 
would make of them autonomous and financially independent viable 
organizations whose management would have full authority and 
responsibility for their affairs and whose tenure in office, and 
if possible compensation, would be related to performance. 

We consider this an extremely i mportant project in view of the 
fact that the Government agricultural estates produce a very 
large part of Indonesia's export earnings and could substantially 
increase these earnings despite the none too favorable world 
market price prospects. Our present guess - but we will be abl e 
to refine this within the next two weeks - is that the appropriate 
amount of the credit required is likely to be about $20 million. 

Mr. Robert So McNamara 
President 
International Bank for Reconstruction 

and Development 
Washington, D. C. 20433 
UoSoAo 
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Mr. Roberts. McNamara - 2 - February 7, 1969 

We were surprised to hear from the appraisal mission which is "\. / 
now here ·that there has been talk in Washington of restricting I\ 
the amount of this credit to $10 million and to direct foreign 
exchange costs. This, I believe, is a wholly arbitrary judg
ment, and we have advised the appraisal team to forget this 
instruction and to let the amount of the credit be determined 
by the requirements of the project itself, taking into account 
that self-generated cash of the two enterprises and funds 
available from the Government budget and local bank credit may 
not be adequate to cover all of the rupiah costs involvedo 
This project should be ready for Board action prior to June 30. 

(b) A Road Heha.pili,tat).on :P,r.o.ject 

(c) 

(d) 

An inventory of the roads, the highway organization, its equip
ment and. of highway traffic is now well underway, under the 
direction of ou.r UNDP-financed highway team., and is to be 
completed by the end of March. By that time, based on this 
survey, we expect to have prepared a road rehabilitation 
project, and we have asked that an appraisal mission arrive 
here near the end of March with the aim that this project also 
reach the point of Board action by June 30. Om· present estimate 
is that something approaching $10 million may be required. 

Electric Power Distribution - Djakarta District 

This project is taking shape and we have asked that an appraisal 
team come out at the earliest possible timeo We are ready for it 
as soon as it can arrive. If the team can arrive before the end 
of March, the project might be ready for Board action by June 30; 
otherwise it would be later. Although at the time of my last 
letter we were guessing that the total cost might be $5-10 
million, our present estimate is that approximately $15 million, 
covering primarily but not exclusively foreign exchange costs, 
would be required for a two-year program. 

Pusri II Ji'ertHj_zer Plant 

The consultant's feasibility report and the other reports 
required relating to alternative means of assuring a fully 
adequate gas supply should be available by mid-March. I have 
spent a great deal of time in pushing this to this point and 
in bringing about agreement and the necessary action on the 
part of the various parties concerned. Hy own guess is that 
this project will require a total investment of 1:1.pproxim.ately 
$75 milliowo I believe that AID is prepared to put in $20-25 
million. I have raised with the US Executive Director of the 
Asian Development Barik and with the former Indonesian Director 
(now Indonesia's Director on the IMF Board) the question of 
ADE participation to the extent of perhaps $10 million, and 
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rh-o Roberts. McNamara - 3 - February 7, 1969 . 

both responded with enthusiasm, so, that this may be a real 
possibility. My suggestion is that we provide an IDA credit 
of perhaps $25 million. These three contributions plus 
Indonesian Government funds might be enough to finance the 
entire project. If some financing from other bilateral aid
giver sources were either necessary or desirable, that might 
also be feasible. I believe that an appraisal team for this 
project ough~ to be scheduled for about the end of April. 

3. As I have indicated, I believe that the first two projects listed 
above totalling $25-30 million are moving on a schedule which should make 
possible Board action prior to June 30. It was my understanding in October 
of last year that of the approximately $130 million available to IDA, we 
could consider $20 million at least as available for Indonesia. I have been 
assuming that, with the additional funds which have since been made available ),, 
to IDA for use in the Bank's current fiscal year, this figure of $20 million , f) '\ 
could be higher. I believe it will need to be somewhat higher to accommodate ) P 1 

the first two projects I have mentioned, If still more were available within . 
this fiscal year, it might be possible, contingent on an appraisal team's 
coming out here very soon, to have the third project, the electric power 
distribution one, also acted on prior to June 30. This, as I have indicated, 
might take another $15 million. From the point of view of Indonesia, it 
makes little difference whether the credit commitment is made in June or 
July. It would be difficult, and perhaps impo8sible, I believe, to bring 
the fertilizer plant project to the point of Board action by June 30, and 
I assume :further that there are not sui'ficient IDA funds available for 
Indonesia in the current fiscal year to embrace that commitment along with 
the others. I believe that AID is anxious to, and may need to, make its 
commitment prior to June 30, since they have the funds in hand at this point, 
have earmarked them for this purpose, and might not have them subsequent to 
tpe end of the current fiscal year. I think that AID may be able to proceed 
with their commitment prior to June 30 even if we have not, provided that we J· 
can give them, at the management level, assurance that we plan to make our /1\ 
commitment as soon as possible after June 300 If, on the assumption that 
the feasibility studies and the appraisal indicate that the return on the 
proposed investment in this project is very satisfactory, you agree that we 
ought to finance the project in conjunction with others, it would be desirable 
that you so indicate to Harty Rosen, who I a~1s1.une would in this case organize 
the appraisal team even though the credit would come from IDA rather than IFC. 
I have been in communication with IPC about the project and so has AID, but 
I have not yet suggested to IFC the specific timing of an appraisal mission, 
which as I have indicated above might well be about the end of April. 

Lon,ger Term Prospects for Bank Grour, Finan,cing 

4., We have sent back to Washington with Wouter Tims of the East Asia 
Department our preliminary ideas with respect to Bank Group lending here in 
the next five years, beginning July 1, 1969. We formulated these on the 
basis of the assumption that 14-15% of the total funds assumed to be avail
able to IDA could be earmarked for Indonesia. We also assumed that the first 
two projects I mentioned above would have been done in fiscal 1 68/690 On 
this basis we projected the program indicated in the attached table. As you 
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Mr. Roberts. McNamara - 4 - February 7, 1969 

can see, we projected a total of $573 million of IDA credits in the five year 
period and in addition $90 million of Bank loans and $20 million of IFC 
investment. 

5. The projected Bank loan of $30 million in 1971/72 is for the Asahan 
hydro-electric power project. This is the long dreamed-of, l&rge, very low 
cost hydro power project in Northern Sumatra which can come into existence 
in the next few years only if there should be a decision by one of the foreign 
aluminum companies to establish an aluminum smelter. Negotiations between 
Alcoa and the Government are almost concluded, but the proposed agreement 
would permit Alcoa to put off the building of a smelter for approximately 
eight years; in the intervening period Alcoa would conduct surveys, detailed 
exploration, commence bauxite mining and establish alumina production. However, 
Alcoa could accelerate this schedule if it wished and in addition there are · 
preliminary discussions between the Government and Kaiser which could con
ceivably lead to the establishment of an aluminum smelter by Kaiser on the 
basis of Asahan power with either the bauxite or the alumina coming from the 
Kaiser operation in Australia. In short, this project might become a real 
possibility within the next year or two, or it might be seven or eight years 
away. On the preliminary evidence I believe it would be an excellent project 
for the Bank to finance and could be done with a Bank loan rather than an IDA 
credit since repayment could be assured out of the essentially foreign exchange 
payments for power by the smelting company. 

6. We have also projected the possibility of additional loans of $30 
million in each of the years 1972/73 and 1973/74. These are on the possibility 
that some of the large foreign investors in mining or forest exploitation 
enterprises would have reached the point of heavy investment by that time, 
might well seek some participation by the Bank, and that the projects would be 
approp~iate for Bank loans since rep~yment could be assured out of direct and 
segregated foreign exchange earnings. The total projected Bank Group commitment 
of $683 million compares with the Indonesian estimate in the new Five Year Plan 
of aid requirements aggregating, on a disbursement basis, approximately $2.8 
billion. Very roughly, this disbursement estimate would imply commitment in 
the five year period of approximately the same or perhaps a slightly higher 
amount. This estimated requirement, incidentally, is on the assumption that 
all principal and interest payments on pre-1967 debt are rescheduled in such 
a way that none are due in the last four years of the period. The estimate 
also assumes a net inflow of private capital aggregating, again on a disburse
ment basis, a little less than $600 million in the five year period. 

7. More immediately, we are taking the first steps toward preparation of 
additional irrigation rehabilitation projects, of projects for the rehabilita
tion and resuscitation of smallholder production of rubber and perhaps other 
export crops, and of projects directly related to the rice production program. 
These will be designed to put agricultural credit on a sound basis and to 
assist in developing on an adequate scale the production and distribution of 
the new high-yielding seed varieties. In other sectors as well, we are at 
the early stages of program development and project selection. 
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Mr. Roberts. McNamara - 5 - February 7, 1969 

Other Activities 

s. (a) IMF Stand-By Agreement 

During the past several weeks, we have spent a very considerable 
amount of time on the projected new IMF Stand-By Agreement for 
the 1969/70 year. Cooperation between ourselves and the IMF 
personnel here has been excellent, but the IMF consulting team 
which came out from Washington fell slightly short of full 
consultation with us prior to their discussions with the 
Indonesians. Specifically, although they had talked with us 
about what they had in mind generally and had invited me to 
participate in the first two formal consulting sessions, they 
failed to show me prior to the time they presented it to the 
Indonesians the specific proposal they made. The result of this 
was that we found ourselves in the slightly anomalous position 
of being the advisers to the Indonesians vis-a-vis the Fund and 
in the end playing essentially the role of mediator. The sub
stance of the initial Fund draft document was, except at two 
of the important points, entirely in accord with our own and 
the Indonesian ideas, but it was, unfortunately, very insensitively 
and arrogantly written and the Indonesian reaction was violently 
negative. For several days there was the real chance that there 
would be no Stand-By Agreement at all, which in my view would 
have been unfortunate to say the least and could have had quite 
negative consequences so far as the aid-givers are concerned. 
We helped Widjojo to write an agreement entirely different in 
form and in tone and to convince his less temperate associates 
that with modification of two points the essentials of Indonesian 
Government policy for the coming year and of fiscal, monetary, 
price and exchange rate targets and constraints did not really 
differ from the Fund's ideas. Simultaneously and separately, we 
discussed the matter with the Fund people and as a result the two 
resumed their meetings after some days and fairly quickly concluded 
an agreement in which there is only one point still somewhat at 
issue. Although I believe the Fund people have a guess as to our 
role in the matter, we did not feel we could tell them in complete 
frankness because they were already feeling somewhat hurt and 
rejected and we would only have intensified this feeling. 

The substance of the matter is that the Indonesians in the Stand
By Agreement have set forth a statement of the policies they mean 
to pursue in the coming fiscal year and of the constraints within 
which they plan to work, and these are, in our judgment, such that 
there is a good chance that real stability of both prices and 
exchange rates, and simultaneously greater production and the 
beginnings of an investment program, will be possible. 

The only unresolved issue is that the Indonesians have requested 
a stand-by in the amount of approximately $100 million whereas 
the Fund staff had thought in terms of one tranche of $50 million 
and are disinclined to recommend strongly to their Board the 
higher amount. The case for the higher amount is essentially 

L f 
.1 



,L J_ 

Mr. Robert S,. McNamara - 6 - February 7, 1969 

that additional foreign exchange reserves in the hands of the 
Government would help to discourage and dampen speculation 
against the rupiah and, with judicious use when necessary, 
would help to overcome temporary difficulties within the year 
resulting from delays in aid flows or other foreign exchange 
.receipts. The fear of the IMF staff is that with the larger 
amount in hand the Indonesian authorities may be tempted to use 
the resources to keep the value of the rupiah from declining on the 

_mistaken judgment that pressure on it is the result of purely 
speculative action rather than of :permanent factors such as 
poss~ble continued rise in the domestic price and demand levelp 

(b) 'l'he Abs Debt Reschedulinr Ex~rcise 

Erik Bachem, who is Abs 1 principal assistant in the debt 
rescheduling exercise, wat, here for a few days representing 
Foreign Minister I:lrandt who had been scheduled to come but was 
ill. Although he was not here in connection with the Abs 
operation, he took the opportunity to talk a little with the 
Indonesians and at considerable length with me about their plans 
in the debt exercise and about possible strategies. A number 
of rather different ideas emerged which are not entirely in accord 
with those which emerged from th1.:} discussions with tho Abs mission 
group in Washington as re:porte,l in Mr. Brakel I s memorandum to Files 
of January 13 and as reported to us here by Wouter Tims. I have 
told Tims about these and he has no doubt reported them in 
Washington since his return. [:. 

Bachem cabled the day before yesterday indicating that members 
of the Abs tea..,1 would be arriving last night and would see me 
today. In the meantime, following on our suggestion, the Govern
ment here has a working group attempting to formulate an Indonesian 
Government proposal and preparing to meet first with the team 
which will be here all next week and subsequently with Abs him.self who is 
plan..."ling to come for about a week a.t the very end of March and 
early April. 

'I'he essence of the strategy is that Abs should propose and at-tempt 
to negotiate individually and ~rn:bsel1uently collectively with the 
creditors a complete moratorium on debt service payments in the 1970s, 
that the Gover:nml'mt of Indonesia should propose something even more 
far-reaching which would help to make the Abs proposal seem reason
able, and that the Bnnk and Fund should make no independent proposal 
but should judiciously point out both the mt,ri ts and the deficiencies 
of the Abs proposal, including the fact that it would create a 
problem in the 1980s. A special wrinkle is the idea. of proposing 
that the creditors accept, in place of a.11 the principal and interest 
payments due in the 70s, the equivalent in rupiahs. These would 
be deposited in the Ba.1uc of Indonesia and would be disbursed as 
grants to finance the local costs of investment :projects. Obviously 
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Mr. Roberts. McNamara - 7 - February 7, 1969 

this means that the creditors would in fact receive nothing and 
that an additional foreign exchange b~den would not be loaded 
onto the 1980s. It plays on the possibility· that some of the 
creditors would think, or would have constituents naive enough 
to think, that they had really not cancelled the debt but 
instead had received something of value. The one danger in 
this is that if the current program aid to Indonesia is justified 
largely on budgetary support grounds rather than balance of 
payments grounds, some of the aid-givers who do not like the 
program aid - the Japanese for example - might argue that these 
rupiah funds were an adequate substitute for and made unnecessary 
continued program aid. 

(c) Visit to Japan 

For some months now, ever since the October 1968 Scheveningen 
Conference, the Japanese and Indonesian Governments have been 
discussing with each other and from time to time with me the 
idea that I should go to Tokyo to discuss with the Japanese 
Government officials there the Bank's estimate and views of 
Indonesia's aid requirements, the state of its project plans, etc. 
As you may know, the Japanese, about 10 days ago, presented to 
the Bank in Washington, and through their Embassy to me here, a 
questionnaire with the request that I come to Tokyo in February 
to discuss the questions. Ray Goodman cabled from Washington 
informing me of the receipt of the questionnaire in Washington 
and instructing Wouter Tims to stop in Tokyo on his way home to 
discuss it and suggesting that I might want to go at the same 
time or possibly a bit later. The message through the Japanese 
Embassy here did not contemplate a Tims' visit but at our request 
the Embassy here cabled Tokyo indicating that we were proposing 
that Tims spend one day in Tokyo on his way home and that I would 
follow for several days in the week of the 10th, when Tun Thin 
of the IMF would also join. Tokyo accepted this and accordingly 
I will be spending the best part or perhaps all of next week on 
this trip. The Indonesians have been very anxious that I should 
do this and accordingly, althougp there is much to do here, I 
have agreed. 

9o Since this is already more than you may ,have time to read, I will not 
trouble you with other, lesser items. 

Best regards, 

Attachment 

cc: Mr. Shoaib 

Sincerely, 

,(J 
I ~L~~L 

Bernard R. Bell 
Director 

Resident Staff in Indonesia 
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