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The report by a consulting firm (SCETO) on the tourism potential 

of Bali proposes a JT.aster plan for tourism development over a 15-year period, 

i nvolving 9,500 hotel rooms and costing in excess of $250 million. On the 

basis of the consultants' report , the Totlrism Projects Department has now 

developed, for di.scussion with the Govcrrnnent, a .first stage project to be 

co~leted by 1975 involving about 2 , 000 hotel roon:s with a total cost -

i ncluding hotel construction - of about. $55 million, about one - half of whic.i'1 

would be foreign exchange. This project is described in the attached 

s tatement. Preliminary calculations indicate that the r ate of return on 

s uch~ project would be about 16 per cent (assuming a 20-ye;;.r life for 

hotels and related :L."1frastructure) . Use of shadow prices to value 

r ealistically'the local labor input would add about 4 per .cent to the rate 

of return. 

A project. preparation mission ,~ill discuss the conscl tants ! 

r eport with the Gover·nment and the Resident 1-1:i.ssion in Augus t 2nd determin~ 

f urther the structure of the project. A subject, likely to be r~d.sed by the -·- ------

I 
C-ovc>rnment is rillE:!ther IDA funds could be utilized by tl; proposed "Bali 

Development Ccr_tJo:-at.ion" not only for infra.structure deYelop:nent but also ---
for on-J en.:lir-.; to hotel :i.r:Y,1stors, as recoril"'1lenc.eJ. in the coP::si;::.tc"mts i r £:pcrt, 

and also :5.n the ?::-ojects I Wp.:! :;:•tment. IS first Stace prcposaJ.S o We wod .. d 

like to obtain your ccncurrcnce that the project p2-eparatfon mission in.form 

the Government th;.t such use of a portio::i of the proposed Crcd:i.t would ":>c.. a 



-2-

possibility, in principle, subject to the findings of an appraisal mission 
• 

and further consideration ~ithin the Banko We envisage that IDA might 

provide perhaps a third of the $35 willion capital needed for hotel con­

struction, and that the fnnds would be on-lent at maturities of up to 

1s-20 years . vre assume that private investors should provide at l east a 

third of the capital needed in the form of equity, and that the remainder 

could be raised from other sources , domestic and international, including 

IFC, which is idlling in principle to provide equity and/or medium term 

l oans. 

The following considerations underlie this proposal: 

a) Hotel investors throughout the world are experiencmg difficulty 

in obtaining long term finance at suitable interest rates; and 

b) 

. 
Indonesia's investment climate , though dramatically improved in 

r ecent years , makes obtaining of long-term mortgage finance from 
• 

abroad even more difficult ; 

The likely rate of return to hotel inv~stors in the Bali project ma.y 
• 

not be adequate_ to attract inves~ors ~ the project site unless long­
,,,- -- 0 . \,_ 0-.r--..,.. C ?::~v tn-..1 • 

term finance on reasonab~ terms is readily available . 
\,.___-

On the other 
·1 

return of the project as a y;hole (16-20%) is ,' hand, the economic rate of 

satisfactory and reflects the return of substantial benefits to Indonesia 

2.nd the fulinese economy. Similarly, rn~t foreign exchai1ge earnings 

from the first st.age project at full development arc estimated to 

amount t o about $16 million per year (about $JOO million over the 

20-year life of the project, from the initial investment of about 

$55 millio;i) ~ 

' ,. 
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• The provision of lo~nce should therefore be a powerful 

inducement to investors and good insurance that full dE:velopment would 
. ? 

actually be reached. Hotel projects in many countries today are fin~f.?V' 
. °lo ()A--

it difficult to meet payments on their mortgages because th~ terrr~ are -
too stiff . IFC has experienced this problem , in its o .. m financing of hotels 

---------~------.. Qn , t'1-,_,L-fv 
at its norrt1al~s (~-~~fer cent'" rate of inter~st. We believe that 

a mixture of investors' equity, plus equity and medium-term loans from IFC ----- ·--....... 
and other sources , plus some IDA long-term finan~ould be made into a 

financially attractive package . '---------~ex! ~~o>,f v'\;;L_,? 

The specific terms and conditions of such financing will have to be 

formulated by the Appraisal Mission. We cannot be sure , for example , that 

foreign private investors - as distinguished from captive borrowers in ~ / 
~~~ cJl-... ,o.~d ~ 

Indonesia - would be willing to accept the Government I s\..standard t 'ern\S of c I· , 
...._________./ 1-,Jl.r...:.r/· , ,, 

12 per cent i'.nt~rest, denominated in Rupiahs but with a cJause providing 

f or maintenance of value in f oreign exchange. If the inYestor accepts 

· t he foreign exchange risk he is likely to insist on a lower rate of interest, 

and his alternative Micht be to turn to other sources of finance with a 

shorter repayment period, which we are trying to avoid . 

Two aspects will ha.ve to be kept in mind as this project is further 

0.eveloped: 

a) The optimum institutional arrange:nents for such financ e have yet to 

be deteri~ed. At present it j_s envisaged that th8 Bali Development 

_ QorporatioT1 would serve as the cbannel, l ending directly to hot.el 

inves tors; on the othe r hand BAPDIDO, 1-1hich should be functioning 
,,,,-- ' 

bf that' tiire , could possibly serve as the channel for su.c-h lendtnf; ; ,,-.....__ -.- - - - ....... 

or the j ob nieht be splj_t bch;een then. 

'-- - --{_~-7- ') 
L~ {,() 
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b) The Appraisal Mission will have to obtain the best estimates 

possible of the amounts and timing of relend.ing to hotel investors 

so as to enable us to avoid tying up IDA funds unnecessarily; at 

present, 

would be 

it is envisaged that the 

fully disb~S. 
/ ' ./' 

To be cleared with & cc: Mr. Sim:nons 
Mr. Parmar 
Mr. Mathew 
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funds for hotel construction 
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