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GONFIDENTIAL Fabruary 3, 1964

NATIONAL SECURITY ACTION MEMORANDUM NO. 278

FOR: The Fecretary of State
The Secretary of Defense
The Administrator, Agency {or International
Devri ' »ment

EUBJECT: Prasidential Determination re Aid to Indonssia

The President has decided that no determication with respect
to aid to Indonesia should be made peading the outcome of the
tripartite ministerial conference in Bangkok and the summit
conference of the thres Asian leadars, which is expected to
follow. In the meantime, existing programs of ecoaomic
and MAP assistance are 0 continue, subject to continuing
review by the Secrotaries of State and Defense.

LicGeorge Dundy

DECLASSIE :
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The supporting assistance is for tri * ~ : and equipment (other
than weapons and ammunition) for the Mobile Brigade (police). wWe would
also w* ™ to respond to any requests for assistance in connection with
humanitarian programs, e.g., disaster relief, which may arise. We do
not contemplate new obligations for balance of payments loans by AID or
for development loans, except to the extent that programs now being funded
on a grant basis can be shifted to a loan basis. Should changed circum-
stances in Indonesia call for such programs, approval thereof would be
requested,

(2) Military Assistance. New obligations for military assistance
will be for the Civic Action program of the Indonesian armed farces, for
training, and for light equipment (other than weapons and ammunition).

As has been the case in prior fiscal years, a determination by the President
under section 61l(a) of the Act will be necessary to authorize grants of

¢ ‘ense articles to Indone "1 without regard to cert: i el “bility re-
quirements of the Act. Thus only military sales and services, including

tri “1ing, would be possible under this determination without further
reference to you.

(3) Extant Obligations. Disbursements pursuant to extant
obligations under development grant, supporting assistance and military
assistance programs, for the same purpose as the programs described above,
will continue.

Finally, it is pointed out that no determination is required
under the Foreign Assistance Act regarding assistance to Indpnesia under
other le Lslation, e.g., PL L80 agricultural surplus commodities, Peace
Corps activities, and Export-Import Bank loans.

Discussion:

Indonesia is the fifth most populous nation in the world with
its 100 million people. It occupies a strategic area of the western
Pacific and possesses important resources of tin, petroleum, and rubber.
It is a prime target of Bloc activity in Southeast Asia and receives large
scale military and economic aid from the Bloc, The Indonesian political
structure is fragile, depending upon an unstable balance, presided over
by Sukarno, between the strong Communist Party and the Army. It is of
great importance to the security of the United States and of the free
countries of the Western Pacific that the human and material resources,
and the strategic geographic area of Indonesia be denied to the Communist
Bloc and brought into as close and sympathetic association as feasible
with the free world.
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T6 this end, the United States wishes through aid and other
s to prevent a drift of Indonesia into the Communist Bloc, to strengthen
Indonesia's economic and political relations with the United States and
friendly free world countries, and to maintain peace in the area. The
continuance of selective aid to Indonesia is designed to support this
foreign policy objective.

The influence of aid, while limited, is not insignificant. It
strengthens prominent groups and individuals within Indonesia who are
sympathetic to our objectives, who are in a position to provide a
counterpoise to rash or irresponsible action by the Government of
President Sukarno, and who depend upon United States aid. It helps to
maintain a state of effective communication between Indonesia and the
United States and enabhles the Government of Indonesia to maintain an
‘ snation: »st~—e of neutrality. (See also attached Background
Statement. )

Recommendation:

Therefore, I consider that the furnishing of the economic and
military assistance described above is in furtherance of the purposes of
1+ 3 Act and is essential to the national interest of the United States.

Since it is intended that substantially all of the articles and
services to be provided by the program are of United States origin, there
will be no adverse effects on our balance of payments.

It is, accordingly, recommended that you sign the attached
memorandum containing the determination required by section 620(j) of the
Act that assistance under the Act to Indonesia is essential to the
national interest of the United States.

The Department of Defense concurs in the recommendation.

David E. Bell

Attachments as stated.
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BACKGROUND STATEMENT 23

In both area and population Indonesia is one of the world's
major countries. Abundant resources make it a potentially great power.
To these facts are added Indonesia's position astride the main north-
south . 1 east-west communications lines in Asia. The strategic impli-
cations of these natural assets are emphasized by the growth of Indonesia
into the most powerful military state in Southeast Asia. The Communist
Bloc has made Indonesia its number one recipient of military and economic
aid in the past three years--about $1.7 billion in cumulative commitments
of which three-quarters were made in the past three years. With Bloc
assistance, Indonesia has built a military force that includes a fleet of
over 90 jet aircraft, an arsenal of more than 50 missiles, and a navy that
includes 29 ships in the cruiser, submarine, destroyer escort and mine layer
cli ses.

Indonesia is not a Communist country, and to treat it as one
would be likely to drive it in that direction., Its closer collaboration
with the Communist Bloc in international affairs or its entry into the
Bloc would threaten the entire Southeast Asian mainland, So far, notwith-
standing that fact that the Indonesian Communist Party is the largest
outside the Bloc itself, Sukarno, with the prodding of the Army, has
resisted pressure to give Communists key positions in government.,

United States economic and military assistance to Indonesia has
been very small in relation to the country's size and needs, and the critical
challenge we face there. Of the $80L million in United States economic
aid to Indonesia from 1946 through 1963, only $179 million was in appro-
priated economic aid (i.e., under the Foreign Assistance Act or Mutual
Security Aid), or an average of about $1L million a year; $169 million was
given during the Dutch administration before Indonesia's independence;
$293 million was in PL L80 surpluses; and $16l4 million was in Export-

Import Bank loans on which Indonesia has made $72 million in payments.

The urgency of the challenge we face in Indonesia is recognized
in Congress. It was set forth in the November 7, 1963, report of the
Special Study Mission to Southeast Asia of the House Committee on Foreign
Affairs (page 21):

The present conflict between Malaysia and Indonesia is,
in some respects, potentially as dangerous to world
peace as the war in Vietnam. The crisis raises some
serious problems for the United States.

If Indonesia should take military action against Malaysia,
the British almost certainly would enter the conflict.
This could, in turn, involve Australia, New Zealand, and
the Philippines, countries which have mutual security
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alliances with the United States. Any armed conflict
in this area, therefore, could esc. " ite into a major
war, one ultimctely involving American forces.

United States efforts should be directed toward easing
the "confrontation" that now exists between the

countries in this area. Emphasis should be put on

the ancient cultural ties which bind the two countries,
the need for economic cooperation between them, and the
importance of peace in the development of their resource-
rich section of the world.

United States anxieties about Indonesia's attitude toward Malaysia
have been brought to the attention of President Sukarno, his cabinet ministers,
-~d the Indonesian "~ ny leadership. The most ¢ licit warnings have been
given that continued opposition to Malaysia will reduce or even end the
prospect of sympathetic consideration of Indonesia's needs by the United
States. The Indonesians are fully aware that overt military activity
against Malgysia would entirely foreclose all United States aid.

Over the past three or four years there have been periods when
Indonesian actions made it extremely difficult for us to preserve a useful
presence in Djakarta, much less bend the Indonesians to a Western orienta-~
tion, Throughout this period our combination of military assistance
(about $31 million in FY 1961-1963), grant economic aid (about $55 million),
AID loans (about $20 million), and PL L80 deliveries (over $150 million)
has placed us in a situation where Indonesia has become accustomed to
significant economic assistance from the United States and where our aid
has affected the orientation of many individual Indonesians.

It is essential to the national interest of the United States
that all appropriate means be used to maintain communications with Indonesia
and to the greatest extent possible influence the course of its policies
in order to prevent further Indonesian drift toward the Communist Bloc
and forestall developments which could mean war in Southeast Asia. Our
technical and training assistance contributes to improvement of the
management of Indonesia's affairs, to strengthening its institutions, and
to the exposure of key Indonesians to American concepts and achievements.
Our sales of U.S. surpluses under PL 480 Title I ($60 million committed
in FY 1963) represent a critical margin of balance of payments support
for Indonesia, Govermment employees depend on the rice so receivedand
distributed at fixed prices.

Our assistance is directed to restraining the present regime and
supporting the basis of a non-Communist alternative in Indonesia. Our
leverage to restrain depends partly upon the value to Indonesia of our aid,
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upon our power to withhold it in whole or part. In the suspension of our
plans for stabilization aid, the Govermment of Indonesia has already
experienced our determination to exercise this power. Indonesia is
feeling the loss of export earnings and the unrealized U.S, balance of
payments support, both forfeited by the flare up in Indonesia's
"confrontation'! with Malaysia this last September. It is clearly on
notice that further recklessness may lead to an entire cessation of aid.

We are the primary Western nation in a position to wield such
influence in Indonesia. The impact value of our aid is spread through all
levels and branches of government and the military and throughout the
country.

Specifically our aid is not only a deterrent to rash action, but
is a positive force among large sections of Indonesians. Non-Communist
groups, such as the officers of the Armed Forces and police, and a growing
corps of economic and political leaders look to United States assistance
and depend upon it. The continuation of assistance to support the posi-
tion of these people is essential to our interests.

Over L,000 Indonesian participants have been brought to the United
States for training since the inception of our program. Malaria eradication
has touched over two-thirds of the people of Indonesia. American and
American~trained professors teach in Indonesian faculties, and American
textbooks are used in Indonesian schools, Our economic and engineering
consultant services enable us to place American citizens in key and
influential spots within Indonesian Government departments. Our aid to
the military enables us to touch upon and direct the attitudes of this
most important power source in Indonesia.
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