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Subject: $44 million lent for agri
culture and roads in Indones ia 

Two credits totaling the equivalent of $44 million for agricultural production 

and highway improvements in Indonesia were announced today by the International 

Development Association (IDA). One credit, of $16 million, will assist in the 

rehabilitation and development of two groups of government-owned agricultural 

estates encompassing a total area of 174,000 acres for the growing of rubber 

and oil palm in North Sumatra. The other credit, of $28 million, will be for the 

rehabilitation of high priority roads and improvement of maintenance operations. 

Both credits will be extended to the Government of Indonesia for a term of 

50 years, including 10 years of grace. They will be interest free but a service 

charge of 3/4 of 1% will be made to cover IDA's administrative costs . 

Agricultural Estate$ Project 

Indonesia once had the largest and one of the most scientifically-advanced 
estate industries in the tropics. From only 8% of the country's cultivated area 
they produced nearly two-thirds of total exports. The estates have become run
down because financing for replanting and expansion has been lacking and scientiHc, 
technical and managerial expertise has been dissipated. The Government, which now 
owns most of the estates, is taking steps toward rehabilitating this sector which 
is an important source of foreign exchange earnings and government revenues. 

Government-owned estates are grouped into units known as "PNPs". The two 
groups to be assisted by the IDA credit are PNP V and PNP VII, comprising a total 
of 22 rubber and oil palm estates with a combined planted area of 153,000 acres 
in North Sumatra. Under the program, substantial areas will be planted or re
planted with rubber and oil palms and immature plantings will be brought into 
bearing. 

The project also includes the rehabilitation and expansion of processing 
facilities, the provision of estate transportation vehicles, maintenance machinery 
for estate roads, workshop equipment, and the construction of farm buildings. 
Technical assistance will be provided for the management of a joint marketing 
office, plant breeding programs, a survey for the development of other government
owned estates, and a feasibility study for rehabilitating and developing the sIDa ll
holder rubber sector in the project area. 
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Management of the estates will be improved as well. Advisors will be retaine~ 
The Government will decentralize the organizational structure, separating the 
policy making and executive functions. New Boards of Directors, to be appointed 
by the Minister of Agriculture, will have powers similar to those of commercial 
companies, and they will serve as a model for other government-owned estate groups. 

At peak production in the late 1970s the annual increase in net foreign ex
change earnings from rubber and palm oil produced on the project estates should 
reach about $18 million and revenues accruing to the Government will be about 
$10 million. 

The total cost of the project over the period 1969-73 is estimated at the 
equivalent of $32 million. The IDA credit will cover half the cost. Of the re
mainder, 9% will be financed by the Government and 41% will come from self
generated funds of the two estates. The bulk of the IDA credit will be re
lent by the Government to the two estate groups at 12% interest for a 16-year 
term. 

Highway Project 

Indonesia's transport system is basically well-planned. If it were in sound 
condition, it would be adequate for the country's present needs. But because main
tenance has been neglected for years, transport facilities are run-down; and con
ditions are worsened by a general shortage of managerial expertise. 

Inadequate road maintenance, particularly of the drainage systems, is causing 
widespread pavement failure. As a result, road transportation costs are high and 
tend to hamper agricultural production in particular. Some important food
producing areas are already isolated from their markets. Rehabilitation of the 
highway network, therefore, is urgently needed if the country's plans to increase 
food production are to materialize and if large investments to replace failed roads 
are to be avoided in the near future. 

The project to be financed by the IDA credit will concentrate on some of the 
most important rehabilitation needs of the highway system. Under it, about 2,000 
miles of roads in five provinces will be rehabilitated; maintenance facilities in 
20 provinces will be improved; workshops will be rehabilitated; inventory and 
costing techniques will be introduced; and pilot training and experimental pro
grams for all phases of highway work will be implemented. Technical assistance 
will be provided in support of these operations. 

Capital expenditure on the project, which is expected to take four years to 
complete, is estimated at the equivalent of $46.7 million. The IDA credit will 
finance imported equipment and materials and the technical assistance required, 
totaling $28 million. The local currency component of capital expenditures, 
amounting to the equivalent of $18.7 million, will be financed by the Indonesian 
Government. The Government will also finance all recurrent expenditures, esti
mated at about $9.5 million. The rehabilitation program will be executed by the 
Directorate-General of Highway Construction, which is one of the branches of the 
Ministry of Public Works and Power. 
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