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1. I enjoyed reacing your draft Basic Report. In general, it seems to me 
quite good and well written. These comments focus on the area of the report 
on which I had the most questions - poverty, employment and basic needs. 

2. The report makes an important contribution to the debate on whether the 
status of the poor in Indonesia has improved in the 1970s. However, there is · 
an apparent need for some caveats, and perhaps some more cautious conclusions. 
Most importantly, the explanation of the cause of increased incomes is only 
partly convincing. Since real wages did not 3how an unambiguous improvement, 
the report argues that the observed incre~se in incomes of the poor was due 
partly to the rapid growth in employment. Employment of males apparently grew 
by under one percent between 1961 aL1d 1971 and by over four percent between 
1971 and 1976. However, the growth rate in the 1960s seems surprisingly low, 
even allowing for the political problems of the 1960s. As the Leiserson et 
al report indicates, the labor force participation rates for males in 1971 
were suspiciously low both in comparison to 1961 and to other countries. And 
the data on male rural employment in relation to agricultural growth seem 
highly unlikely. (In the 1960s, agriculture grew at 2.7% but male rural employment 
grew at only .7%; male agricultural employment actually declined. From 1971-76, 
agriculture grew at 3.9% and male rural employment grew by 5.4%.) What is likelier 
is that employment growth was in fact faster than the report suggests for the 
1960s (because political factors in some way led to an underestimation of 
male employment in 1971) and slower in the 1970s. This interpretation is con
sistent with the analysis in the Leise1·.,,on report, which included an alternate 
estimate of 2. 9% for growth in employme:.t and in the labor force. 

3. It would be easy to change the text to put less reliance on the role 
of the growth in employment in explaining the growth in incomes of the poor. 
But if employment growth has been rising more slowly than the report suggests, 
and if output growth is expected to slow down, then the urgency of the employ
ment dnd poverty-alleviation situation is greater than the report suggests 
(e.g. pp. 258-9). To have some increase in employment in the midst of an oil 

. and investment boom is not surprising and, if growth is likely to slow down, 
not necessarily very encouraging for the future. 

4. Also, the nutrition data are perplexing, and their apparent inconsis-
tency with the increase in the incomes of the poor is not satisfactorily 
resolved. There is, as the report notes, substantial undercounting of calories. 
The calorie levels reported would by international standards be highly implau
sible even at income levels far lower than those of Indonesia's. These levels 

* The other major reason given - a shift to higher productivity employment -
is l ess likely to apply to the poorest 40% than the upper 60%. 
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are not good evidence of the extent of malnutrition in Indonesia - which is, 
nevertheless, probably quite high. But to the extent that undercounting is 
relatively consistent in 1971 and 1976 (and that there is widespread malnutri
tion among the poor) then the results are disturbing. Cross-section analysis 
of calorie-income elasticities in Indonesia (by Timmer) and other countries 
makes . it appear not impossible but implausible that the real incomes of the 
poor would go up but that calorie consumption (except in urban Java) would 
stagnate. The relative increase in food prices would be unlikely to keep 
undernourished people from eating more,so long as their incomes (deflated by 
an index with a heavy weight on food) are rising. 

5. The report suggests that a possible explanation for this apparent para-
dox is that (although the deflator used gave heavy weight to foods) the prices 
of foods consumed by the poor increased more rapidly than the average pric~ of 
foods used in the deflator. This would be consistent with Timmer's finding 
that the sources of calories differssubstantially by income group, and with 
the rapid increase in 1976 in the price of cassava. But in that case, the 
deflator used would not be correct for the consumption pattern of the poor,and 
the increase in their real consumption would be overstated. This could be tested 
using Timmer's data on consumption patterns. The point here is not to fault 
the analysis in the report. It already puts commendable emphasis on the deflator 
issue, and the additional analysis proposed is not yet a part of common practice. 
But an estimating error of only 10% in the deflater tor expenditures of the 
poor would wipe out (or double) their income gains. 

6. Another explanation might be that 1976 was an untypically low year for 
food supply (or 1971 an untypically high year). It would be highly desirable 
to include a food balance sheet in the report (with harvests in the latter part 
of a year attributed to the following year). Also, the table on "per capita 
consumption of selected food items" should be updated to 1976. (My ;~tess, based 
on the partial statistics available in the Appendix, is that the case for the 
income increase of the poor would be strengthened.) In sum, the employment 
and nutrition data appear to call for a more guarded optimism than the draft 
now expresses. 

7. Other Social Sectors: The coverage of edutation is rather sparse. 
Curriculum reforms and the launching of a new non-formal education program are 
dispensed with in one paragraph; there is no indication of the content of 
either>or of likely institutional or financial constraints. In general, with 
few exceptions we seem to have little to suggest to the Government on its 
social programs. Rather, the impression is given that at least since 1971 
Indonesia has followed a basic needs strategy as well as a growth strategy 
and that while they continue to need our analysis and advice on future growth 
(and employment) policies, they do not on social sector policies (except, to 
some extent, housing). This may be true, but the report does not get into 
enough depth on the social sectors to make the case appear credible. In any 
event, the report should probably consider implications of current or proposed 
Government stra tegies in social sectors for capital and recurrent expenditures. 
With slower growth, there might well be a squeeze on recurrent expenditures. 
There might als o be a need, for example, to give priority to primary education 
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over secondary; (the rapid growth of secondary education already appears to be 
leading to an extended "job search" which could well lead to increased long-run 
open unemployment). This lack of emphasis on future expenditure priorities and 
issues applies not just to social sectors, but to the economy as a whole. 
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