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Re: My Visit to Indonesia Last Week 

I thought it might be useful if! jotted down a few points to supplement \t.·hat I said over 
the telephone. 

During the two days I spent in Jakarta last week, I met with the key economic ministers 
including Ginandjar (Coordinating Minister for the Economy), Subianto (Finance), Boediono 
(Planning) and Ramelan (Trade & Industry) as well as the governor and managing director in 
charge of research at the central bank. I also had a surprisingly open and candid private 
discussion with Professors \Vidjojo and Ali W ardhana, long-serving technocrat advisers to 
Suharto who have also been retained by Habibie. The IFC resident office organized a round 
table discussion with businessmen representing a cross-section of banks, industrial and service 
firms, both domestic and foreign. and including exporters as well as importers . . -.\nother 
discussion featured economists and researchers from academia, non-governmental think tanks as 
well as consulting firms specializing in economics and finance. Finally, we had two fairly 
substantive and, I believe, very constructive sessions with Hubert Neiss and his colleagues who 
were wrapping up the IMF review mission. All in all, it was a terrific opporrunity to listen to 
some of the keenest observers of the Indonesian economy and thereby obtain a deeper 
understanding of the evolving crisis and major policy issues, particularly from Indonesians' 
perspectives. 

As I have already indicated to you, the near unanimous sentiment was that the economic 
downturn will be more profound. i.e. both deeper and longer lasting, than had been anticipated 
earlier and worse than the base scenarios sketched out in the latest Bank/Fund documents. No 
one expects the recovery to be initiated before the latter part of 2000 and estimates of the decline 
in GDP this year are of the order of20%. 

There are two basic implications of the above. First, the challenges in providing adequate 
social safety will be extremely daunting and in particular urban unemployment is likely to reach 
unprecedented levels in Indonesia. Second, the corporate and financial sector \vorkouts in the 
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context of deep systemic distress will be very complicated, especially due to the high 
interdependence of different parts of the problem. Yet without decisive progress on this front, 
any recovery strategy is likely to falter. Incidentally, most of the businessmen seemed generally 
pessimistic about the Frankfurt framework agreement, pointing in particular to the "state of 
denial" among the foreign creditors. 

While I would not like to hazard a prognosis of the political situation, it was very clear 
that this has a major bearing on the economic recovery, especially the return of flight capital as 
well as the Chinese entrepreneurs who fled. Most of the people we met agreed that in addition to 
resolution of economic and policy uncertainties, the return is predicated on credible assurances of 
personal safety and security. Even then it will likely be a gradual process. 

I was generally favorably impressed by the economic team who appeared to have a firm 
grasp of the issues and are receptive, indeed reaching out for good ideas to deal with the 
extremely difficult problems. One area to watch, however, is their approach to exchange rate 
management especially since there is considerable clamor for "stability" and predictability. I 
would strongly recommend that as an institution we pursue a policy of substantive engagement at 
fairly senior levels both because of the salience of the issues as well as the likely need to think 
outside of the box to devise solutions to seemingly intractable problems. 

Finally, Hubert Neiss and I discussed a work agenda for the near term as described in the 
attached em. It is important for our institutional credibility that we deliver in a timely way 
especially since there is agreement within the region and networks on their high priority. 

Best regards, 
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cc: Messrs.: Sandstrom, Severino, De Tray, Rischard, de Ferranti, M. Ahmed, Collier, 
Thomas, Squire, Kharas, Bhattacharya, Khanna, Furman 
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