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Jim, 

Indonesia and the Bank 

It was almost 30 years ago ( 1967) that the Bank began its partnership with 
Indonesia. The country's transition from a very poor subsistence economy to a low 
middle income country is a major success story. During this period the incidence of 
poverty declined from around 70% to under 15%. The Bank has played a significant role 
throughout this period. 

The Economic Policv Agenda 

Over the years the Government has sought, and we have provided, a full range of 
services, adapting as necessary to changes in international and domestic circumstances 
over time. The main elements of the Bank program are: 

policy advice on macroeconomic and sectoral strategies; 

advice and analyses on "emerging" issues, (our recent work on labor markets, 
environment, social impact issues, and domestic deregulation are examples); 
and 

a successful lending program in all major sectors of the economy, i.e. , Human 
Resource Development, Agriculture, Infrastructure, Energy, Industry and 
Finance: 

The Government expects "cutting edge" advice from the Bank and uses the Bank 
to introduce "best practices" which are then adopted by other donors, in particular, the 
OECF/EXIMBANK. and ADB who together provide $3.2 billion in annual aid funds 
compared to the Bank's $1.2 billion. 
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There has been a long tradition of "quiet diplomacy" in our relationship with 
Indonesia, a tradition which has given the Bank unprecedented access and influence in 
raising difficult issues at the highest level. This is typically achieved through the 
preparation of policy notes at short notice for senior policy makers and through 
management visits from Washington. The donors, the international financing community, 
and NGO partners expect the Bank to continue this role, especially now that social, 
regional, environmental and governance issues are becoming more prominent and raising 
new risks for macroeconomic stability. 

The Indonesia program is distinguished by the prominent role of the field office. 
The Resident Mission in Indonesia is one of the largest in the Bank and has been very 
effective over the years in providing decision makers with a wide range of economic policy 
support and ready access to expert Bank staff In recent years, we have strengthened the 
operational part of the Resident Mission, particularly on environmental and social issues 
and on portfolio management and implementation follow up, including local procurement 
approvals and auditing. Staff in the Resident Mission interact closely with NGOs and civil 
society, and work directly with Government at all levels and the Indonesian consultant 
industry to internalize participation/stakeholder analyses and the Bank's ODs on 
environment, resettlement, and indigenous people. 

President Soeharto and the other key members of the Government are likely to 
thank you for the Bank's contribution to Indonesia's development. The appreciation is 
genuine. As Indonesia has been flooded by investor interests, changing bilateral aid 
programs, and ready access to international financing, President Soeharto and his 
economic team have consistently valued the policy advice of the Bank and the discipline 
which Bank lending and supervision brings to the country's development program, first 
centrally and now increasingly in a decentralized manner. 1 

The Government is concerned about the Bank's lending limit of Sl.2 .billion 
imposed by the our internal exposure rules. They would like to see the program go back 
up to the level of $1. 5 billion of a few years ago. While President Soeharto is unlikely to 
raise the matter, the Economic Ministers may ask you for additional assistance, in 

Since 1968 the Economic Team has played an important role in directing macro-economic management and 
resource allocations in Indonesia. 1l1is group of technocrats, centered around Professors Widjaja and Ali 
War<lhana and originnlly called the "Berkeley Mafia", is considered responsible for the remarkable historical 
economic perlonnan<.:e or ln<lonesin . Profs. Widjaja and Ali Wardhana continue their role as Senior 
Presi<l..:ntial /\dvisors with access to President Soeharto. Recently a new generation of ministers such as M.ar'ie 
Muhammau (Minister o!T inance) anu J. Soedradjad Dijiwandono (Governor, Bank Indonesia) have joined the 
team. Minister Ginandjar, Chainnan of BAPPENAS, represents a di!Terent group of interests. He cooperates 
with, h11t is not a part of, th<.: team of technocrats. He pursues a social/pribumi-orientecl .:igenda and is 
repork<lly interested in the Vice Presidency. 
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particular to deal with agriculture, human resource, and infrastructure needs in the Outer 
Islands, an area which is increasingly important for the socio-economic stability of 
Indonesia. They will probably ask that the Bank maintain a presence and oversight role in 
the crucial areas of trade, finance, and the framework for private/public partnership in 
industry and infrastructure; even if lending in these areas becomes minimal. 

The Ministers are also likely to thank you for the Bank's initiatives since 1993/94 
to improve portfolio performance and incorporate international best practices in the 
environment and social sectors. Indonesia has made major efforts to internalize these 
initiatives. Greater attention by BAPPENAS (the Planning Agency - and one of our main 
interlocutors) towards equity considerations and effectiveness in the delivery of services as 
well as to social outreach/stakeholder issues has greatly facilitated our dialogue . 

During the past five years, President Soeharto sought a much more prominent 
position on the world stage for Indonesia and himself, commensurate with the country's 
growing economic size. He sought the leadership of the Non-Aligned Movement 
(NA.t\lf) , took major initiatives in A.PEC, ASEA.l"J", and has been active behind the scenes in 
seeking solutions for Myanmar, Laos, and Kampuchea. He attended the G-7 Summit two 
years ago in Tokyo as NAM Chairman and his NAlvI ambassadors (senior Indonesians 
such as Emil Salim and Prof. Sadli) continue to coordinate South/South efforts on 
multilateral debt relief, agricultural development and population programs. 

As you are aware, the NAivI groups studied the issue of multilateral debt relief in 
1994-95. Indonesia advocated that multilateral institutions should become part ofa 
solution. The last visit of a World Bank President in I 994 was dominated by 
Mr. Preston 's attempt to dissuade Indonesia from pursuing this approach. There was 
exceedingly brusque treatment of the Indonesian Economic Team by top management 
over this issue in the Madrid Annual Meeting, which was resented by the Government. 
Against this background, the Indonesians have welcomed your new initiatives to address 
the debt issue in a forthright manner. 

President Soeharto and his Economic Team, in particular Prof. Widjojo, are 
looking forward to hearing from you personally how the Bank and other partners wish to 
proceed with the Multilateral Debt Initiative following the InterinvDevelopment 
Committee meetings this week. If asked for diplomatic support, I am sure the Indonesian 
Government would be more than willing to help with or participate in the work. 

After the Annual Meetings, Indonesia will send its first Executive Director to the 
Bank. The selection is not yet known (traditionally, Indonesia has maintained a seat in 
the Fund only for Mr. J.E. Ismael, who is now retiring.) 
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Political Issues and Risks 

After almost 30 years in power, there is little doubt that President Soeharto is fully 
in control, will run for re-election next year and will probably be President for life. There 
is still no obvious successor and the President shows no inclination to want to groom one. 
It is widely believed that he has actively supported greater pluralism, decentralization of 
authority to the regional (kabupaten) level, privatization/private sector development, 
Muslim groups, and the introduction of younger and non-military technocrats in the civil 
service. One consequence is that policy making has become more complex and the role of 
some formerly-powerful groups has weakened . 

There is little doubt that these developments have weakened the military and the 
Economic Team and their ability to present the President with a consensus in times of 
crisis. The Cabinet now includes Ministers with divergent interests and philosophies that 
include the technological ambitions of Prof Habibie, the social-political agenda of 
Minister Ginandjar of BAPPENAS, the central Government/public sector interest of most 
Line Ministers to the traditional fiscal/macro prudence concerns of the Economic Team 
members . 

The briefing material includes a recent New York Times article on the issue of 
corruption and the "high cost of doing business." There is a growing sense of 
"unfairness" arising not only among investors, but among the populace and the more 
public sector oriented administration/military/pribumi/Muslim factions of society. 

A matter of increasing concern is the role of the First Family and business 
"cronies" . In recent months, there has been an increasing tendency for the President to 
give large "gifts" to his children, relatives, and now grandchildren through special 
treatment on public contracts, private monopolies and privileged tax, tariff and credit 
arrangements. These actions are creating resentment and have initiated a wider public 
debate among many factions of civil society. 

You should be aware that the Bank and IFC have operated for some time under 
the unwritten rule that we will not finance, or otherwise associate ourselves, with "family" 
investments. Recently, the Bank and IFC turned down requests for support for two 
power projects on .cost and economic justification grounds; these projects were connected 
with "family" interests. 

You will receive a separate briefing on Freeport. The handling of the issues 
related to our involvement with Freeport will affect the Bank's relationship and credibility 
with the Government and the NGOs. As you know, Richard Frank chairs a Bank Group 
committee on the Freeport issue. 
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What Could Be Achieved from Your Visit . 

From your visit, Indonesia most likely hopes to get greater recognition of its 
growing role as a leader among developing countries. Acknowledgment of the 
importance of such issues as debt relief for severely-indebted countries, the trade reform 
initiatives of APEC, and oflndonesia's role in bringing these issues on to the regional and 
world agenda, would go down well. 

On our side, we would like this visit to reaffirm to the Indonesians our interest in 
continuing what has been a very successful development partnership into the next century. 
At the present juncture, prudent macroeconomic management, continued deregulation, 
and credible moves towards transparency in public/private transactions are of top priority. 
In addition, we think it critical for Government to pay greater attention to social, 
environmental and governance aspects that are becoming more prominent. In particular, 
there is the risk that the President's "blind spot" with regard to his family's role in the 
economy may ultimately spoil the impressive legacy of economic development that he 
would otherwise leave his country. 


