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MEMORANDUM 


THE WHITE HOUSE 

WASHINGTON 

Wednesday, August 9, 1967 
9:45 a.m. 

MR. PRESIDENT: 

Here are the essential numbers for the NSC meeting this morning. 

Present PL-480 set-aside from 1967 U.S. rice crop: 670, 000 tons 

150, 000 tons to be delivered to Vietnam in fourth quarter 1967 

400, 000 tons to be delivered to Vietnam fir st and second 
quarters 1968 

100, 000 tons for Indonesia 

650, 000 tons 

But calendar 1968 Vietnam rice requirements could run as high as 
800-950, 000 tons of imports. The above figures provide only 400, 000 tons 
through PL-480. If Vietnam reserves hold up, we would hope to finance 
most or all of the rest through cash sales. But if they are strapped and 
we have to provide more through PL-480, where could the balance of 
400-550, 000 tons come from? 

Thailand-Taiwan 100,000 

From 1968 rice crop to be 
delivered to Vietnam in last 
quarter 19 68 200,000 

300, 000 tons 

Pas sible deficit: 100-250, 000 tons 

Deficit could be met by: 

-- bigger than now estimated 1967 U.S. rice harvest (with normal 
PL-480 set-aside) 

-- normal crop, but enlarged PL-480 set-aside in November 

-- Vietnamese dollar purchases to draw down reserves, 



MEMORANDUM 

THE WHITE HOUSE 

WASHINGTON 

Tuesday, August 8, 1967 -- 6:10 p.m. 

Mr. President: 

The NSC meeting is on Indonesia; but, because the heart of our 
Indonesian aid program for the remainder of this year is 100, 000 tons 
of rice, I am submitting to you the attached actiop.,.,d<l_cWents on the 
PL 480 rice programs for Viet Nam and Indonesia~f'Be~ause there are 
domestic implications, we are inviting Orville Freeman to the meeting. 

The NSC meeting need not - - and in my view should not - - be the 
occasion for your deciding on the rice question; but it is a good occasion 
for debate and cross-examination. 

I suggest the following procedure for the meeting itself. 

I. Introduction. You should state that the progress made by 
Indonesia in the last year is heartening. Within the possibilities of our 
resources, you want us to do our share in an Indonesian aid program 
which brings the Suharto government forward to stability and success. 

II. You might then ask Under Secretary Katzenbach to review briefly 
what has been accomplished since our last NSC meeting a year ago (see 
Tab B for State paper on top of which is a summary we have prepared). 

III. Under Secretary Katzenbach will ask Bill Bundy to amplify and define 
major action problems now before us. 

IV. You may then wish to go round the table and get comments from: 

Gaud on the development picture and prospects in Indonesia; 

Freeman on the domestic rice prospects and PL 480 set aside. 

V . You may then wish to put these questions: 

What are the 1968 prospects for assistance from all sources 
for Indonesia? 

How do we plan now to meet our share of the common effort 
to generate and maintain momentum in Indonesia? 

B-i~ Bundy and Bill Gaud might be asked to speak to these questions. 
. ­ ~ ~.. 
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VI. (FYI: The World Bank and the Asian Development Bank, as well 
as a nwnber of private enterprises, will be examining Indonesian develop­
ment possibilities in the months ahead.) You may wish to conclude by 
asking that a development program for 1968 and beyond be prepared and 
submitted to you by, say, October 31, including: 

major Indonesian efforts; 

contributions by other governments and international 
institutions; 

contributions by foreign private enterprise; 

the U.S. contribution. 

t.3~ostow 

GONFIDENIIAL 
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MEMORANDUM 	 ./ ­--
THE WHITE HOUSE 


WASHINGTON 

Tuesday, August 8, 1967 4:00 PM 
::'~_..~ .. __ _: ..-__-.. .:.:J 

MEMORANDUM FOR THE PRESIDENT 

• "·"' ID- , 'I· r.J·,). 
i ... . --~ ----SUBJECT: PL-480 Rice for Vietnam and Indonesiia.Y-·-' -· ----- ­

Attached are two memoranda which, taken together, cover virtually 
all of the rice we can deliver through PL 480 from this year 1 s crop: 

I 
At Tab b, Bill Leonhart recommends a Vietnam program totalling 
650, 000 - 750, 000 tons, of which at least 550, 000 tons would be 
provided through PL 480. (All or part of the remainder may be 
cash sales if the Vietnamese foreign exchange situation remains 
as favorable as it is now.) 

2 
At Tab B-, Freeman and Gaud recommend immediate agreement 
to provide Indonesia with 100, 000 tons as part of our consortium 
commitment this y.ear. 

The relevant agencies are unanimous in support of both recommendations. 

The Rice Calendar 

The U.S. rice crop will begin coming in in October. By November 1 
but not until then -- we will have an accurate estimate of (1) how large the 
total U.S. crop is going to be, and (2) how much of it we can set aside for 
PL 480. However, there are excellent reasons, set out below and in detail 
in the attached memoranda, why it is clearly to our foreign policy advantage 
to make these decisions now. Thus, we are asking you now to authorize 
allocations of PL 480 rice from this year's crop which may add up to more 
than we will have in the normal PL 480 set-aside when the crop is all in. If 
you make this decision, the contingencies line up as follows: 

1. 	 If we get a very big U.S. rice crop -- which Agriculture thinks is 
possible but not certain -- we will have enough in the PL 480 set­
aside to handle all the rice we now expect to need for Vietnam, 
Indonesia, and the very small amount we are committed to supply 
to Africa. 

2. 	If our rice crop is smaller, we will need to ask you to choose in 
November between: 

increasing the amount of our rice crop s e t-aside for PL 480 
(thereby probably displacing s ome commercial exports) ; or 

cutting back PL 480 shipments to Vietnam, replacing them 
with dollar sales (if the Vietnamese foreign exchange situation 
c an stand it). 

-CONFIDEN-~-b--
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The Indonesia case is also very strong, in my judgment. Suharto is 
making a hard try at making something of Indonesia which could be very good 
for us and the world. He is operating very close to the edge in economic 
terms. He needs every dollar of the consortium commitment. If we are to 
come through with out share, I see no way around the 100, 000 tons of rice. 
On balance, I would advise you to take the risk that there will be heat later 
partly because of a feeling in my bones that Agriculture is underestimating 
the size of this year's U.S. rice crop. 

iJY~ostow 

Approve Leonhart memo on Approve Gaud/ Freeman memo on 
Vietnam (Tab A) Indonesia (Tab B) 

No No 

Speak to me Speak to me 

- CeNFIDENTf:A-b--- - __ 
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MEMORANDUM 
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THE WHITE HOUSE 

WASHINGTON 

August 7, 1967 

MEMORANDUM FOR THE PRESIDENT 

SUBJECT: PL-480 Rice and Foreign Exchange Negotiations with Vietnam 

1. 1967-68 Requirements. We request your approval to commit, by 
a PL-480 agreement with Vietnam, 500, 000 tons of rice from the current 
crop. This 500, 000 tons (plus 50, 000 previously agreed which will also 
come from this year 1 s crop) will meet Vietnam 1s rice imports needs from 
September 1967 to about June 1968. We need early authorization in order 
to negotiate this agreement with the present GVN and to keep the pipeline 
prudently filled. 

2. We do not ask for your decision now on the balance of CY 1968: 

a. The Saigon Mission estimates the year 1 s needs at 800-950, 000 
tons. If you approve the present request, we plan to ship 150, 000 tons in 
CY 1967. We would have 400, 000 tons left" for CY 1968. If Vietnam buys, 
as expected, 100, 000 tons from Thailand and Taiwan, and we take about 
200, 000 tons from next year 1s crop late in CY 1968, we will have an un­
filled requirement of 100-250, 000 tons .. 

b. We plan to deal with this problem in November, when we 
have better estimates of the size of the US harvest, PL-480 availabilities, 
Vietnam's rice needs and the GVN foreign exchange position. At that 
time we will propose to you a rice program for the rest of 1968 - ­
balancing PL-480 against cash sale rice. Your Vietnam decisions can 
then be taken in the light of your determinations on the total PL-480 share 
of the current crop and on rice acreage for the 1968-69 season. 

3. I believe this formula protects the flexibility needed to meet 
Vietnam's requirements and have thus concurred in a separate proposal 
to you to send 100, 000 tons of PL-480 rice to Indonesia from this year's 
crop. 

4. Attachment A has the background for these calculations and an out­
line of a rice production strategy in support of pacification. Its statistical 
table shows what has happened on the rice front over the 1964-67 period 
and our be st estimates of what is likely in 1968. 

5. The Forthcoming PL - 480 Rice Agreement Negotiations. GVN 
foreign exchange reserves have grown in two years from about $200 

million to an all-time pre sent high of about $350 million. They are 
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continuing to rise. This reserve build-up has been the direct result of US 
purchases of piasters at the ''official rate" of P80/$, instead of the 
P118/$ rate applicable to virtually all other transactions. The build-up 
represents a direct US balance of payments cost. It has already attracted 
Congressional attention (McClellan and Moss Committees). And it is 
potential ammunition for critics to charge that the Vietnamese are en­
riching themselves from our efforts in their behalf. 

6. My memorandum to you of June 30, 1967 outlined a general pro­
posal to deal with the GVN foreign exchange question in the context of 
PL-480 negotiations (copy at Attachment B). I have discussed this with 
our people in Saigon during my last visit and have the concurrence of the 
interested Departments and Agencies to its terms and to the opening of 
negotiations with the present GVN. We should use the leverage with them 
that we now have. Thus, we propose offering the GVN a PL-480 agreement 
for 500, 000 tons of rice ($80-$90 million worth depending on the price) if 
they will agree to unify the exchange rate at P118/$. 

- - If they agree to change the rate now, we will retain only 
ZO percent of the piaster counterpart proceeds for US uses. We 
would thus provide rice on concessional terms in return for a rate 
change which would save us about $20 million between now and the 
end of 1967 and about $90-$100 million in 1968. 

-- If they commit themselves to change the exchange rate 
after the election - say, January 1, 1968 - but are unwilling to do 
so now for political reasons, we will write the PL-480 agreement 
for 100 percent US uses piasters. This will save us from having 
to buy about $95-$105 million worth of piasters at the P80/$ rate -­
it will cost the GVN more than the rate change over the next twelve 
months. We would then exchange a side letter stating that we will 
change the agreement to 20 percent US uses as soon as the exchange 
rate is unified. 

-- If the present GVN refuses to consider the exchange rate 
question, we will sign an agreement for only enough rice to carry 
them for the next few months (50-100, 000 tons) at 100 percent US 
uses, and put the subject of a rate change to the new GVN as soon 
as it is organized and operational. 

7. In sum, our negotiating aim will be to make exchange rate unifica­
tion at Pl 18/$ more attractive to the GVN than continuing under the old 
P80/$ rate with 100 percent US uses on PL-480 rice. 

,.. 



-----

----

- 3 ­

8. Conseguences for AID. Changing the exchange rate will reduce 

GVN foreign exchange earnings. To get the GVN to accept the change, 

therefore, it will be necessary to show that there will be enough dollars 

to finance Vietnam1 s future import requirements. This will mean AID 

financed imports of about $190 million out of FY 1968 funds, which is 

$40 million less than we asked from Congress. We will, of course, make 

no formal commitment to the GVN until the Foreign Aid Appropriations 


b ill 	is passed. 

9. Recommendation. The Departments of State, Defense, Agriculture, 
and Treasury and AID and the Bureau of the Budget have concurred in these 
proposals. (Agriculture wishes to limit monthly shipments to 50, 000 tons 
through the end of 1967, and this is agreeable.) I recommend that you 
approve negotiating instructions for 500, 000 tons of PL-480 rice: 

(a) 	 along the strategy lines outlined above, but 

(b) 	 with flexibility on timing to permit Ambassador Bunker 
to act in the light of his assessment of relevant political 
factors. 

Approve 

Disapprove 

See 	me 

/::;J.c.0... b,_..,.l.,,,,r 
William Leonhart 

Attachments: 

A -	 Rice s i tuation report. 

B -	 Copy memo June 30. 

cc: 	 Walt Rostow 
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ATTACHMENT A 

VIETNAM RICE SITUATION 

1. The table which follows details the Vietnam rice situation. From 
1962 through 196 5, Vietnam1 s rice production varied between about 3. 1 
and 3. 2 million tons (milled rice equivalent). But the 1966 crop, the first 
sown after intensification of the war, yielded only about 2. 9 million tons, 
and the 1967 crop dropped to about 2.6 million tons. The Mission does not 
count on the forthcoming crop's being any larger. 

2. The production fall-off has been the direct result of the intensifica­
tion of the war: 

- - Intense fighting in the rice deficit provinces north of Saigon 
has widened the difference between local production and consumption 
there. 

Recently increased military operations in the rice-rich 
delta have discouraged farming in ins~cure or contested areas. 

- - Land and farm labor have been diverted from rice to more 
profitable perishable crops such as vegetables, which are con­
sumed in large quantities by the US troops. 

-- Farm laborers are being attracted to higher paying jobs 
in urban areas. recruited for RD programs, and drafted into the 
ARYN. 

3, In the past three years, war-related production fall-offs plus 
increased consumption due to population growth have changed Vietnam 
from a small net exporter of rice (averaging about 150, 000 tons per year 
from 1961 through 1964) to a large net importer (probably 800-950, 000 
tons in 1968). 

4. Rice Strategy and Pacification Progress . The fall-offs in 
Vietnam's rice production reflect both the intensification of the war and 
the cost of necessary shifts of manpower to support our primary objectives 
in Vietnam. From the standpoint of US interests we cannot afford either 
to ignore the substantial number of people in the countryside who depend 
heavily upon rice farming for their livelihood, or to view our capacity to 
provide imported rice to Vietnam as unlimited. Thus we have two 
strategic aims in rice production in Vietnam in the midst of war. Over 
the next year we should: 

w. 
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a. Increase rice productivity by better fertilizer utilization, 
more mechanization, etc. but without attracting labor away from critical 
occupations to rice farming. Our prime needs are for Vietnamese man­
power for their armed forces, RD teams, police and security organizations. 

b. Insure that GVN rice pricing policy does not squeeze rice 
farmer's real incomes but also does not create undue inflationary pressure. 
(Over the past year rice farmers have done relatively well as wholesale 
rice prices have about doubled - increasing half again as much as the 
Saigon cost of living. This spread of prosperity to rural areas is an 
important element in maintaining the momentum of pacification. ) 

5. We will include provisions in the next PL-480 agreements com­
mitting the GVN to these objectives and practical means for achieving 
them. 



VIETNAM RICE SITUATION 

(thousands of metric tons of rice) 

Year 	 Vietnam Delta Surplus Imports Imports Rice deficit Year end 
(shipments to rice from U.S. from other area re- Security 
deficit areas) countries quirements* Stocks 

1964 500 0 0 410 90 

1965 450 130 0 620 50 

1966 310 260 180 750 50 

1967(est) 220 740 100 970 140 

1968 (est) 220 700-850 100 1020-1170 140 

*Deficit area requirements = total consumption minus local production. 
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6. At this point my preference for strategy follows: 

a. Make clear to Thieu and Ky that we wish maximum progress 
before the election but that we ,expect the new GVN to take early and 
comprehensive steps to solve the reserve problem. 

b. Press hard for a change of the DOD P 80/$ official exchange 
rate to the personal purchase rate of P 118/$ no later than January 1, 
1968. This alone would cut GVN dollar earnings on US account by almost 
one-third, check reserve build-up, and defuse a domestic political issue. 

c. Negotiate for a supplementary arrangement to use letters of 
credit tied to US exports in payment for some official piaster purchases. 
We can only go so far on this route - perhaps half way - since Vietnam 
has a legitimate need for dollar exchange for some non-US trade and 
transactions. 

d. Vary the US counterpart share of PL-480, upward from 20 
percent, to fine tune the reserve level. We may need to ship at least 
650, 000 tons of rice again in 1968. Earlier this year we negotiated an 
agreement for 100 percent US uses for 300, 000 tons of total rice ship­
ments. This gave us about $74 million worth of piasters for about $50 
million worth of rice. 

e. Use larger amounts of counterpart generated by the Commercial 
Import Program for US piaster expenses in Vietnam. 

f. Urge the GVN to provide piasters for DOD local expenses as 
a burden- sharing contribution. 

7. Given the political sensitivity of the reserve question over the next 
6-12 months, we will probably have to live with piecemeal combinations of 
the lines listed above. This means keeping our choices open. In particular 
we should reserve our freedom of action on the US usage share of PL-480 
counterpart and the size of the AID-financed CIP until we have agreement 
on the DOD official exchange rate. 

8. Unless you see obj e ctions, I plan to use this approach in discus sing 
the problem next week in Saigon as the first step in developing a forward 
strategy package for your approval. Are there additional points that you 
would like me to take up? 

f:; .. ;_·-..~~:.:Mo ~:~:.-.\.L~l-
W i lliam L e onhart 

cc: Walt Rostow 

.::.. 
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THE \VLITE : .OUSE 

\V l .. ~ I ·! I N G ·~ 0 N 

,.­
June 30, 1967 

MEMORANDUM FOR THE PRESIDENT 

1. US Economic Strategy and GVN Foreign Exchange Holdings. 
The combination of a continued build-up in GVN reserves and large DOD 
dollar balance of payments leakages at the official exchange rate will leave 
us very vulnerable to Congressional and public criticism in the months 
ahead. 

2. GVN reserves are now in the $350 million range - up $50 million 
sine.:! January - and increasing. The build-up is primarily the result of 
DOD purchases of piasters with dollars for troop support costs at the 
P 80/$ rate (about $260 million this FY}. US personal purchases are 
made at the P 118/$ rate (about $140 million this FY}. In effect the DOD 
is paying $1. 4 7 for each dollar• s worth of official purchases. We have 
both a balance of payments drain and a potential source of domestic political 
embarrassment. 

3. We have put considerable pressure on the GVN for a solution. 
Since Honolulu when we first raised the problem, we have convinced them to: 

a, Pay for more of their imports with their foreign exchange 
(their rate of import financing doubled between the first and fourth 
quarters of 1966). 

b. Hold $120 million of their reserves in long-term US assets, 
which are a plus in our balance of payments. 

c. Deposit $50 million more of their reserves in the US, tied 
to US procurement for postwar projects. 

4. Yet GVN reserves continue to build. It is not an easy problem, 
since the reserve level is as politically sensitive in Vietnam as in the US. 
Neither the Ky regime - in the midst of an election campaign - nor its 
successor can afford to yield too readily on an issue regarded as a measure 
of national wealth and economic independence. 

5, But in our own interest we need to bring the problem under 

greater control. What we can do will necessarily be a function of US troop 

levels and deployments, GVN spending , AID appropriations , and US rice 

crop availabilities. All of these are still largely undetermined variables. 

We should aim to combine them in ways which will take into account .GVN 

political problems and our own needs. 
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DEPARTMENT OF STATE 

AGENCY FOR INTERNATIONAL DEVELOPMENT 

WASHINGTON 

August 8, 1967OFFICE OF 
THE ADMINISTRATOR 

MEMORANDUM FOR THE PRESIDENT 

SUBJECT: Economic Assistance to Indonesia 

Helping the Suharto Government get its economic house in order 

involves two separable problems: 


( 1) 	 How to fulfill the U. S. share of the Inter-Governmental Group 
support of the Indonesia stabilization program for Calendar 
Year 1967, on which we are still $27 million short of the 
$65 million U . S. commitment; and 

(2) 	 How to help stimulate rapid enough developmental progress in 
Indonesia to sustain public and a:rmy support of the promising 
new trend in Indonesian political orientation and leadership 
without loosening the economic stabilization discipline which 
is essential to long run solution of Indonesia's problems. 

The second of these two matters will be the subject of studies being 
undertaken by the World Bank and Asian Development Bank, which will not 
be available even in preliminary outline until about the end of this year. 

This memorandum deals with the first item. A. I. D., with the 
concurrence of State, proposes to meet the U.S. commitment this year in 
the following way: 

Actions already taken: 

A. I. D. loans $30 million 
P. L. 	480 cotton credit $8 million 

Actions proposed: 

P. L. 	48 0 rice credit $2 0 million 
P. L. 	480 tobacco credit up to $2 million 
(P. L. 480 terms to be dollar-repayable loans - 40-year maturity, 

1% interest during 10-year grace period, 2-1/2% thereafter). 
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The balance of $5 - $7 million, to be covered in November by either 
P. L. 480 cotton credit (if demand for raw cotton has by then revived) or 
by an A. I. D. loan. 

Agriculture concurs in the rice component of this package if it is decided 
as a matter of policy that Indonesia is of sufficiently high priority to risk diversion 
of rice from cash exports. Whether such diversion will actually be necessary 
depends on the size of this Fall's U.S. rice harvest, the trend in Vietnam rice 
requirements and the behavior of the world rice market. With a bumper U.S. 
crop, we might get by without any visible diversion at all. But if we didn't ­
and if the diversion were fairly obvious - we could expect criticism on the Hill. 
Secretary Freeman is prepared to take the risk if you concur with the State/ 
AID proposition that Indonesia is important enough to be worth it. 

Specifically, this package requires your approval to commit 100, 000 tons 
of P. L. 480 rice to Indonesia, as a priority claim on a supply which otherwise 
could be fully absorbed in Vietnam, Africa, and in commercial exports. This 
would not mean a rice shortage in Vietnam. It would still permit providing 
Vietnam 550, 000 tons under P. L. 480 from the current U.S. crop. In addition, 
we would still be able in the Spring to provide an additional 100, 000 to 
200, 000 tons to Vietnam from the current crop (to be divided between P. L. 480 and 
cash sales, depending on the Vietnamese foreign exchange situation), plus small 
amounts to fulfill outstanding commitments to the Congo, Ghana and Liberia. 

However, the above allocation totals more than the minimum of 
670, 000 tons Agriculture now expects to be available for P. L. 480 from this 
year's crop. Although our crop may turn out to be large enough to cover it, we 
won't know until October. But it makes very good foreign policy sense to let 
the Indonesians know now. The price of telling them now is that if our crop is 
not any larger than the low end of Agriculture's range, we will have to choose 
between lowering P. L, 480 rice shipments to Vietnam and cutting into U.S. 
commercial rice exports. 

Even with a very large U.S. crop, this rice commitment to Indonesia 
would probably foreclose the possibility of meeting 100, 000 tons of Vietnam rice 
requirements from the United States, and cause Vietnam to turn to Thailand or 
Taiwan for purchases with Vietnamese-owned foreign exchange for that amount. 
We believe this will cause minimum domestic political difficulty here if the 
commitment to Indonesia is made at the beginning of the U. s. crop, i.e., this 
month, and any further Vietnamese purchases are made from Thailand/ Taiwan 
next spring when the U.S. exportable surplus of rice is fully committed 
elsewhere. 

' I 

. I cC. ... .. 
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The extreme tightness of U. S. rice availabilities, despite a record 
crop, and the growing shortage of rice in Southeast Asia to meet the world 
demand indicate need for reconsideration of existing restraints on U. S. 
rice acreage allo·~ations for the future. This question will be addressed by 
the Department of Agriculture, State, Budget Bureau and A. I. D. in the near 
future looking toward budget decisions affecting the 1968-69 crop year. 

We may need to return to you later concerning the $7 million of our 
1967 commitment which will remain to be met beyond this 100, 000 tons of 
rice. This will have to be put together through some combination of non­
grain PL 480 and A. I. D. loam. But you need not make that decision now. 

RECOMMENDATION 

That you approve a priority claim of Indonesia for 100, 000 tons of 
the PL 480 rice program, on the terms proposed above, subject to the 
·development of an agricultural self-help commitment by the Indonesians 

satisfactory to Secretary Freeman and Administ~c: Gaud.. ,,... /,"'

/.~ ;}// / /"/

fk·dL;_. ~ ~ L · u~~~~j:. ; ~L /7
Admm1strator ·- Secretary 


Agency for International Development Department of Agriculture 


Approve:_(._, _________ _ _ 

Disapprove: 

. ') 

> I ' > '' J " 4' ·:1 1 , ~ ----~ 





August 8, 196 7 

Summary of Report on Indonesia for NSC Meeting of August 9th 

Following is a summary of the attached report on Indonesia: 

I. BACKGROUND 

Political 

Sukarno has been eliminated as a political force. Suharto has given 
deft but undramatic leadership. There is some tension between civilian 
and military elements in the new leadership. Next major election likely in 
late 1969 or early 1970. 

On the international scene, Indonesia has: rejoined the UN and 
associated agencies, settled its quarrel with Malaysia, supported regional 
cooperation. 

Economic 

More progress than expected. Tough stabilization program imposed 
and runaway inflation checked. Suharto government has given maximum 
play to market forces and has cut bureaucratic controls. A new investment 
law encourages foreign investment. A small group of young, foreign-educated 
economists had led the effort; they are our natural allies. Corruption and 
smuggling remain problems. 

International Response 

The U.S. and others rescheduled Indonesia's staggering debt load. 
IMF played a key role in stabilization program. International group 
pledged $200 million to meet Jakarta's estimated foreign exchange shortfall 
in CY 1967 (U.S. share: $65 million). World Bank is surveying development 
needs; so is Asian Development Bank. 

II. ACTION PROGRAM 

We want to see the present government succeed. 

Our basic strategy includes: 

..-SECRE'f1 ' 



-2­

(1) encouraging international agencies (IMF, IBRD, ADB, etc.) 

to play a central role; 

(2) given Indonesia's immense needs, a multilateral approach is 

desirable and necessary; 

(3) encouraging an environment favorable to foreign investment; 

(4) supporting Indonesia's able young modernizers; 

(5) putting the U.S. in a supporting rather than central role; 

(6) continuing modest but useful bilateral programs. 

III. U.S. ACTIONS 

A. Debt rescheduling - U.S. and other debtors will meet in Paris in 
October to reschedule Indonesian debts coming due after January 1, 1968. 
In the short run, Jakarta will not be able to reduce its growing debt (now 
more than $2-1 /2 billion). 

B. New aid - Donor countries will meet in the Netherlands in 
November. Our share will be at least $65 million, may run as high as $100 
million. 

C. Bilateral programs - We should continue small programs of MAP 
(civic action programs such as roads, irrigation, flood control), technical 
training for military and civilians, food for work, technical assistance, and 
educational exchange. 

IV. ANTICIPATED PROBLEMS 

A. Unreasonable requests for aid -- we can expect, butwill dis­

courage, random, uncoordinated requests for large U.S. aid programs. 


B. Population control - - a major problem but a sensitive issue. 

C. Volume and nature of our assistance 

- - major AID cuts on the Hill will reduce the amount we can 

lend Indonesia; 


- -Indonesia needs rice, but there will be some competition with 

Viet-Nam's requirements; 


-&ECRET­



- - if its broken-down textile industry can be restored, Indonesia 
will need cotton through PL-480. 

D. Multilateralism -- as Indonesia moves from stabilization to 
development, its needs will increase. Other sources of aid (Japan, Western 
Europe) may not be able to increase their help significantly. We may have 
to reconsider the one -third aid formula. 

E. Inadequate resources - - it is almost certain that we will not be 
able to meet from expected resources our one-third share of Indonesia's 1968 
needs. A request to Congress for supplemental funds may be necessary. 
Congressional consultation has indicated a favorable attitude toward aid to 
Indonesia and our multilateral approach. 

The report concludes: 

"The Indonesians artlperforming on their side of the bargain, and the 
U.S. and other countries of the Free World are confronted with the challenge 
of dealing not with a failure, but with a prospective success. We should not 
fail them. 11 

A table of support pledges from the U.S. and others in CY 1967 is 
attached to the report. 
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INDONESIA 

I . BACKGROUND 

I".:troduct:..on 

1. On August 4, 1966, the National Security Council con­
sidered a paper on Indonesia which made cautiously hopeful 
~Jrecas~s fJr the coming year . These forecasts have provei 
real.:..st:..c . Econom.:..c and political p::-iogress was perhaps 
sl. i..ghtly be:-:er tha.1 ex!)ected a year ago, and ':he contri ­
01..i.:iJns made by the United States and other ma.J:J!"' Free 
~orld c~untries to econom.:.c stabilization f~ll~wed the 
predic t ed pattern . 

2 . This paper reviews the current situation, projects a 
program of action, and looks ahead to the prospects for 
the coming year . 

Poli-cical 

3 . Sukarn·J has been eliminated as a poli t:ical :'orce. The 
"J.Tei.,i 'Jrder' led by Genera: Suharto is well establ2.shed .:.n 
po~·reY', an i ::.s neutraliz:.ng graduaL!.y 11 0ld Orde'!:'" hold- outs 
in the p)lice , marine corps, ar.d parts of Centra~ and East 
Java . Suharto and his assoc:'...ates showed SJph:'...s t icatior. 
and a f:;.:1e se;,se )!' ti:ni,1g ir: manag:'...ng the <:rans..:. "ti:J~ . 
The threa j o~ leg:t!macy was ~ever broken. Sukarno was 
ci e:1ied i~1art 'r:::>C.om . I:'lstead, ".::he pern:'...c:!..Jus ::.r:::'~::..eva ·•ce ; -;: 
~:~ :ea~ersh:p was gra1ua::y exposed, a~d t ~e ~J~l~w sjell 
o:" :>:>he'.:oric and ::>evolu-c:'..'.)::ary r:Jma:1t.:.c::_sm a ~1o·:Jed to crumb:e 
~-~,, -1i-('""O ........ T.4 "V"\ ,""'-'-...r~~gh-+-v • 6 Sukarn 1

"'-'" 
""'""~·' ~- .._ ~ 1 l1v·n~
~..:> ''H'n~i·neen''~ ,..J 

- o 0--·•Cl.-......,Y'\-~14 ~/eM- vW!J. • · ·

9~:!_le ::.n Boger, a pathetic old man transformed !.'.1 eight ee .~ 
m'.)n~hs fram the incarnation of the Indones~ar: S~ate :nto a 
h:'...s~or:'...cal relic . 

L~. This process of pol:'...tical trans:'...tion w2s c~mpleted :Jnly 
in !1a:-ch of this year, a1~d a pos-c - Suka:"no polit:'...cal struc:ure 
has ~at ye"C emerged. Suharto keeps his owr. counsel, a~d is 
i.'.1cl:'...ned tJ ca"t;.~::.:m and gr~i-Iual:'...sm . He is :'eel..'..:i;::: his way 
amc.'.lg ~he conflic:i~g pressures of New Orde~ act~vi sts 
advoca~ing ~apid, wholesale change, a~d en~r~nched trad!­
t..i.o.:1al p ·Jl:.. tic~al lea.je~s defe .-,di!lg the s-:a~u.s quo . :tiili ':ar:,~ ­
ci '1::.::..ia::. d:'...s':rus-: and suspicio~•s ad-i an :Y':he~ e:!.em2nt ol.' s:resa. 
The:;:-e ::.s s:::>me public c~i ticism o~ t i1e slow pace o~ chan.<]:e , bu~ 

FRIIS,. \Joi .X.Jc:Vt, tf2lf I 
~- fl'· .:23· OJ... 
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Suharto has shown in the past a good sense of tlming and an 
ability to recognize and exploit a developing national con­
sensus . The new elect:.on law is not yet passed and , with 
a minimum of eighteen months lead time be:ween passage and 
elections, it is unlikely that the Indonesians will g~ t~ 
the polls before late 1969 or l970 . 

5 . The past year has teen one o:: so2.:..d accompl:'..shment L1 
the international fleld. . Indonesia set"cled its quarrel 
w..:.!:h Malaysia and rejo:..ned the United Nations and its 
associated organizations and agenc..:.es. It has supported 
the co~cep~ of regional cooperation, and will be meeting 
with !ts neighbors in the coming weeks tJ create a new 
Sou:heast Asian regional organization . It has continued 
:o adhere to a non-aligned policy, and has ma:~tained 
cJr~ect relatlans with the Soviet Union and the States of 
Eastern Europe . Its rela': ions with ?e1dng, however, are 
under severe strain , but both the Chinese and Indonesian 
Governments appear desirous of avoiding a complete break. 

Economic 

6. Progress ::.n domestic economic reform has been con­
siderably grea-:er than was anticipated in August :)f las-t 
year . An ambi0ious and reasonably ef:f'ective stabilizatior.. 
program was put into effec-c . The pace of w::.ld in:'lation 
has been checked . Prices on major consumer items leveled 
o:'f . A st~ltifying jung~e of licenses and c~n:rcls was 
swept away and replaced by a system tha~ re2.ies i!! ::..arge 
measure :)n :'ree market forces to de~ermine import priar~ties . 
Governmer:t C'Jrporati..)nS were c~t off the dole ar..d t.'.)ld 'co 
pr:)d1-<.ce e.:'fect :'.. ve ly 'Jr per..'.. si"l. 3udgeta:-~~ s':rL1ge :-: ~;: was 
.:.~ - ~~~d1.lce<l: a~~j ~he m_:_li~ar:; sh3.~e o:' -;:he Cuc~ge~ ~u"": i:i 
ha:f . Poli:ical risks were faced and highly subsidized 
pr:ces f'Jr gasoline, elec"'cricity and rail travel we~e raised 
t ') mee-: "'.:;he c :JS ts of' producti.'.)n . The Central Ba:1k, which 
under Su~-<:arno was a fiscal mockery of tha: term, is now 
beginning to exerc::..se con:rol of f~re:'...gn exchange earnings 
and domes:ic credit . A new investment law designed to 
attract foreign cap::..tal was passed . 

7 . These acc:Jmplishrnents are largely the ~es~lts :J~ the 
:.eadersh:~p .:Jf a group :)f yJung ec'Jnomists :'rom +:~1e Unive~s:'...~;/ 
o~ Indonesia tra~ned at the Univers:'...ty of Cali~J~n:'...a at 
Eerkele;-,r , :UT and Harvard . These me:i have no-: ..:ir:.ly bee '.-. 
respJ ,-:s::..ble !':Jr determi:1:..!! g ec: ·J.1omj 8 pol2.cy a ;d '.JVe:'see..:.;i ; 
its exeautiJ~, they have als..:i part!cipa~e1 ~n the :'...nter­
na~~'.)nal neg~t::.ati:Jns ~ead~ng :o debt res~heduling a~d 

http:pr:)d1-<.ce
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new aid . Most important of all, these economists have wan 
the unqualif:..ed support of General Suharto who has backed 
them without reservation in the politically painful belt 
t!ghteni~g of the stab:..lizat:..on program . 

3 . These gains were achieved from a degree of ecJnomic 
collapse unparalle~ed ::or a major nat::..on in m~der:; t..'..mes, 
an~ much st..'..11 remain~ tJ be done. A substantial volume 
of trade still moves ::: irreg~lar cha~nels . Governmen~ 
revenue :s o~erly depe~de~t Jn taxation o~ fore!g~ trade, 
and tax collection as a percentage o::: gross national pr~duct 
is the smal.:..est in Sou'.;heast As2.a . C.:>rrupt:..Jn a::C. inf:·...i=~nce 
pejcL.::g c J:l'c ~:iue at al: level:.3 o::: gove::'lJ.n:e:y::; . T'he Suhart:; 
~=:.i.me, :::h:~·ve1.,, acl-c:-i:,._Jl_,::dges ":he se:1iO'.lS (~e3s r):·· ~1.~hese 

p~.,cbJ..ems, e:.:1ci spur1 red ;:;~/ s~i...,'):.;.s preGst~~es ins:de ar-id :,\A: ­
ci le ·::1e ;'.)-:1e.:L1mei.1~, .Ls mo·I-:11:; ~J dea 1- -r.\fi ~h t:1err: . 

Psycholo.a:ical 

9 . ·:;::.'ch these poi:. t L~al a "·:d ecc:n Jm2.c cha.:ge::; h::i.ve als.J c :;me 

::.mp.)rta:-::: cf-.anges in a':ti'cu.:es ai:-L i values. The baby b::::::m o~ 


the l9S0 1 ::; has produceci. a ;:ew p·Jst-revo:u'::l.o:'.1ary ;;e.1e::."a-:..'..or., 

a ::;~ran;er t~ both the he~~ics ~~ ~he :.r_de~eG~e~2a s :~uzg~e 


a::·::. tl-:e s~::_ !') ::. ..__ue.: :nd~g'"1:_ "'c.:es c~ co2.'J:i:_ ,::i.:lsrr. . Th~s g2ner ­
a"'C:.):: has talceL1 tn.e lead .:..:: c.. 6e ..1e~a: ~"1e~ec~~~~-: ,0~ the G:.:)~:l,::3 


·=i~ r:; ~dc=;::;~:r )f the SukarnJ peri'Jd, ar:d prag~a::.s:TI, ra~-:'J:la::.-:~. 


a~~ perfc~mance have become :~e new watc~wJrds . ~ sobe~, 


)b,je,~-si-1.re .j~..iQgment ::1 f :--iajiJr'l.a: self- ~~ ~1ter~:: 2-s ~~c~~1 m01"1~ :::- ··:2 ~ 

-: ~~e bas:.s :'81-'"' ,je~~si-:>t:s: an ~l .:~"ld.ones:an a~t~ Jns, ::..:- 1J-": :.l"'. J~~rs 
sa.c.!._s~a.c""::?._1~...,., :1a",7 e a :: 122.St be~ome m0re ;;~e i _:_J":a~:.~~. 

?;-~~.:.--cs :-:. .JLtse i.!1 \)rder>_. t ~:e ~rnite ·.'i S~a.tes ai1d ·J-':ns.i.., f~i~ -: ::J..~r 
<"'""1_,,-.,..,· 0 ·~ .--.f' ... ·1e nor: - C·Jmrr:1'·"is~ .,,.,.,..."d <"'.)~· o-"'- ~ -.:::. 1 • - •~·• ·~'- · ~·..- ·· ·"•'-'~ _._;:, .J~ J• •• , 1.....••- '-' •· '-'~ - ~ ~- .... r..i,~U -·· a v.J--"J 

e~~Jr~ ~ ~ help :ndonesia . They agree~ i~ Pa~is ~~ Decembe ~ 
tJ ~esc~edule sJmewhat ave~ ~300 rnill:..on in ~ebt3 in a~~ea~s 
~r~ ~~,,~,.,ry ~ue ~n '-hg 1 8 --"~~h "e.,..,~od 0 -.d 1 -~ Decamb~.,.., 7 " -·· ~ ~ _____ 1 ... 0 ._ - UJ.J- _ l.~...J .1 .J ~ ..... ..L ._ ~ .. -.. .. ~ ~ , -­ _..L,6 

i 0 ::.7 'T'~f'.>· ;r la'"'e"' arrre"'J.. .,") Am<::-oYlda·,, .... .., .,..,,,,.... , .,d~ ~2°0 ; 11· "" -.,,~ , • - -•'-' ,,,,· - "" - 0 - -~· •• u~- • 1,1. t.,.....,, :.,:.1-.J~ - - -- v I'!"? __ .~.....; . .. 

c~ ~ew assistance :..~ CY 1?67 to meet t~e ~~re~~n e~cha~~e ~~~ 
A··.- -•~.1a ..... e ·1 'o·· ,_ ...,e I1'.:1P .:::~·~"'"" The U"'"te ,-= ~,_.,.,,_~'='~" .....~,.,, -•.:..- ,"'; .,:.~:..,- _.... 
-..- u-- .... v ..... .. .J•... .i. .... .._,,,; Jt-i.,..L _ . . l.o._ ....1. vv -~v~i...J .... ._.1!~;1;, _ .J ... -""""" ...... "" u ..... __ 

1t.) ;~cv:~e J~e-:h~rJ :; ~he ~Jta: req~ re~e~~ ..:.: :~dcnes:a 
"! ~:: ":5...-'"!ue ~ ~ J :nalce re ..13011a02-e pr~g~ess .:._::. : ~0 s ·: ::0: l:tz2.-.:=-. J r: 
.?8!-""i' Jr!'na~:ce -: iO. ·:.r ~i1e ·:>c:1e :~ .Joch)l"" c.J~-~ ~-:cr_:_e3 made t~~ ~he 
r1~mai.::i::iS :~/:'J - ~l1:_rds . The m:::e~.:.1~ 2.:.- Th2 :-:a~ue :.._: Ji;_::!e ~n ­
~ .~ ~.:!:·-;e :J :l:e Sll~cessf~d: pl.e ·~g~_ ::g .)f ~[:e .f·;:_~ ,:t.ffi 'J'"..1 ..1 L ( J."tw:;..c:1e;i. 
'°-":lr1e ~~.._,.... £" .... Vl ..... 'n .t...t-..o s·oe,..... .•p·..,, ,.,,.....,, .... ._,...,~"r - .. -..;" _ r"<) rp~~,-.... T
.J - -~ 0-""a.:.: _.._, ... V.i...&. v..L.a.'- ~ _,_..;__·..,,, ..... ,..,, ,., ..__1.....·v. J.-·..,I J .:J/ • ___ r-:- vap '.2._~--:_es~ 

c.;_:'::-~c ~....~ ::. .:: :~ J~ e..p"Jr~_:c::._rnate1 ~,.- J:1e-:h.:. .-~c: _:_s 1 .:: ~e 1 ·: : ~;!1-..r . 
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11 . The Soviet Union refused to participate in these 
c~nfere~ces, but Indonesia reached , through bilateral 
negotiations, a preliminary understand:.ng that would lead 
to rescheduling, under approximately the same terms, the 
debt due the USSR and other Communist states . Howeve::'.", 
the Sovie-c Union and the countries of Eastern Europe have 
thus far made no contribution of new aid . 

2-2. The International Monetary Fund has played a central 
role in adv:'..sing the Indonesiat' Government on its stab:'... ­
lization program . It maintains a representative in 
D~akar~a, and has taken part :.n all of the international 
m8et..:..~1.gs on debts and new aid . The Inter!.1ational Bank for 
Recons'cructim-1 and Development made a preL_minary survey 
o:.' Indonesian p:::'iority :'...mport requirements f·:)r CY 196~ a::-Jd, 
at the !!.1donesian Government's request, has a m..:..ssion now 
in Indones:..a studying the ques~i.::>n of transition from 
s"':abilization to 'che development phase . Both the United 
~ations Development Program and the newly formed Asian 
Development Bank have dispatched missions of experts to 
adv!se the Indonesian Governmen: on critical development 
ef:'orts . 

II . ACTI02.J PROGRAM 

U. S . Objectives 

13 . ie seek the devel)prne ~t of' a pal!tically stable 
!~donesia, responsive tc the needs of i~s citizens, a~d 
~: laying a respons!ble ar.d constructi·:e role in Southeast 
Asia and the world . Th:'...s objective coincides ~ith the 
~o~l of the presen~ Governmen~ of I~dones!a . 

U . 3. Straterz~r ;:::;-':' the ?utu:!'."e 

::_4. Our strategy c,:mtains the £'ollowi::.g ma~or eleme:tts: 

A. Central Role of the International Agencies 

The international agencies mus~ continue to play 
a central role i~ Indonesia's economic recovery . 
The IMF has made an :'..nvaluab::'..e 80r..tributi:>n in 
the areas of s~ab:'...lization plan~ing , deb~ re­
s~heduling, and mobiliza~i)n of new aid . The 
IBPJ) is now rr.oving in to adv:'..se I.1donesia on 
rec'Jns"':ruct.:.on and develcpment plan;-iin:; . The 
Asian Developmen~ Bank appears certain 'c~ tecome 
ar:. ir:::p:n··tanf; c x;.: r!bu-cor t.::; the deve l:Y~:>me. ~t 
e~~ar~ . Th2se orga~izations pravide Indcnes:'...a 

http:rec'Jns"':ruct.:.on
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with sound professional advice, act as a clearing 
house of economic information, and serve both as 
impartial judges cf' achieve~ent and as politically 
insulated forces for encouraging minimum standards 
o-:: performance . 

B . Maximum Inter~ational Participatio<1 

Indonesia's needs £'or fore!gn assistance are so 
great ~hat only the pooled resources of many nations 
ca:i prov:'... de the necessary help . I:1donesia' s con ­
t i~ui~g debt problem can be dealt with only on an 
i:i'::e:'natio.-ial basis . A multi - national approach is 
the:::•e::~ore both desirable a:-:d necessary . All the 
major trading natiJns of the world have a stake i r. 
-:he ec Jnomlc rec Jver:' of a natior.. w::. th abundan"c 
natura::'... resources ar~c. a political economy of over 
100 million people . We should ensure that they 
bear their fair share of the burden, and avoid a 
division of labor in which , in effec":::, we feed the 
cow and they milk !t . 

C. Maximum Role £'or Private Investment 

Pr!va~e investment frcm all of the developed cou~tr~es 
mus: ~lay an :.mportant role in Indones!a's trans:tion 
from the stabilization to the phase af rehab:.litat!o~ 
and development . ~e should continue to encourage 
Indonesia to main~ain a favorable env!ranmenc for 
fore!g~ !nvestrnent . 

Jne a~ Indones!a's greatest assets is the cadre of 
:rou:i.g me·::. trained i;i American and ";Jestern &ropea:: 
un:versities . These are the people that form the 
cutting edge ~f Indonesia's drive tJ deve:op its 
ec.Jnomy and its pol:t:.cal ir:stitutions . They are 
our al:!es and our actio~s should support chem . 

E . '' Low "? rof:. le !I 

Th2 r;:-::.ted States mus'c ma~ce a ma.~or :::0 .1~:::>:'.. tut:.o .1 -;:: 

!~C:.0-~es~a11 rec )ver:ir . The p~ir1c:.pal e-:..eme ·1~ s Jf' .)1~ _..., 


str~:egy -- :nternat:o~a: asency inv~:vement an~ 


mi...12. ·:~_ - ::a:.. _:_J_··1a: pa:'t~_c_:_pa':ioYl -- r~~~-.i ·_re , h ·J"·le~.1er, 


't hac ".'e play a ::>l.rppo rt:'._~c rather "Ch=..:c a ce::t;:>al r.::::.e . 
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F . Bilateral Program 

Wnile mal<ing aur maj::r c:mtribution in the mul":i ­
national context, we should also continue smal:, 
intensive bilateral pro~rams . 

III. U. S . ACTIJN2 

1 
~"-

-
_.,,, . • ' -1. • Debt Resched-:..clin,z 

The United Statea will join o~her creditJ~ cJunt r :es 
~~ F~~is in October tJ dea: w:th the prob:e~ o~ 
L!donesia' s debts ..':'all.~ng due a:':er Jai1u2::.-:· l , i9;:2 . 
·_·Je shct~l:!. C L~i2.C. up)L°l u.r1i~1..,s':ar1J-!_~;s al~·=ad: .. e3:~:;1:_311e C 
i~ pas.t.; l~escl1edt1l.:.n~s a~:i.d, ~n de~e_..,mi:::.. :g ci;a11:=;-2s, 
take due ac0ount of Indon2sia' s capaci -<;-,y t<) service 
its debts . ';Jhatever the :mtcome, the fact w~ i::._ re;:;ai.r: 
that Indones:a in the nea~ term wil! have no resc~rces 
to devote to the reduction of a grcwing external debt 
of over $2-1/2 billion . 

B . Ne'.'l Aid 

The d~n·J':' c:"Junt:>2..es i·1ill meet i:-1 A.i."':1s"'";e1"'dar.1 ::.. :: Nove':i.)e::."' 
t:J C'.ns :'..der the I!1F' 3 est;irr.a"ce of Ind'.)::esla 1 s re­
q.,-1 ..,..,..............""me'",_,... _ ~P'·J a~s;s....., ,..I... .... a"'c.. J. 0- ~ u,,.,·"',..,.__ J- lOo,..~_, :."1.. ...... _ _..u f'or .. l- ' ,...,, · .""4 J.J . _; r.v _ .._,, a"'a­
~c discuss the IBRD rep'.)rt o~ developme~t ;:a~~~ns . 
~e can reaso~abl~ e:cpect t~ be callej on t ~ c~ntritu~e 
~ le~~~ ~'no ¢or~ -~1 1~~~ " 10 ~ ~~d f~~ CV ~n~~ a~da v c:...., . ... '- ':--" - J.1~----·_ .._,, .... _t.i...J..-...A::::- v ... .,;_ -,, - ~ ... 

,2ssibly on~-ha:f a;a!n :hat amount . 

~ :e plan to C:).1t '-~lJ.e -:o p~..,·:;v:..de ~1'J L .. - -~Jmbe.~ ~".:;_t:.:..pr:1e :;.: 

unCer MAP for the c!vic m~ss~:J~ program 0: ~~e 
Ind:Jnesian armed fJrces . T~is aas i stanc~ ;er~~tG 
the Army t J stren;;ther: :'..ts t:'...es with th,~ c::.. ·r::.. l~a i 

sector, and a-c the same time pr:)vides higi. pri J:::':'.. t:r 
services i ;1 the field o:: road C'.)nstruc'.:ion, :'lood 
cJn'::rol and irrigat:'...:::m s~rs-'cern ma:'..11"cenance . The 
tra!~:~g ~f !ndones:'..a~ of~!ce:>s in our Serv!ce schao:s 
!~ econ~mically be~e~icial managemeGt an~ ~ ~ch . ica: 
s~:..::s ~: 11 co~t ~nue . Jn the c:'...v:'...l:'...a~ s~de. we :~~ e 1d 
to su9,?'.)rt under ?L- 430, T!tle II_. f::-od fol"'· · ..1 J1<".: 

p:...,".):;::...ar.is wl1!.ch :'...ncrease ag:::'~. cu:'Cural pro ~:uc:~. ."J .: . 
\'Je 1:-rcend al::o -co ?l"'ovi::.le '::echr.ical ass:'.. s'::ar.ce, a:':C 
a ~r~~ra~ of educa':;=- ~~al excha~ge has bean re~~med 
and ~:..1: be expanded . 
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IV . ANTICIPATED PROBLEMS 

Unreasonable Requests for Aid 

16 . 1;Jh:..le the Indones:.an Government accepts and suppor-cs 
the coQcept of a mult: - national approach to Indonesia's 
econom:.c problems, the~e has bee~ i~ the past a t9ndency, 
part::.cularly ::m the mil::..-cary side, to look for easy 
s) lutlo:1s in an outpouring of large quantities of American 
ass!stance . The new Indonesian leaders have gained, dur:ng 
the past year, a more real:stic understanding of U. S . capa­
bil!ties and aid procedures . We must anticipate, Devertneless, 
sor.:e f v.rther random, unc:>ord2..1ated reques::s for substant!al 
b!lateral assistance . 

Population Control 

17 . Two - thirds of the population of Indonesia live on one ­
fourtee~th of !ts land area . Economic recovery and poli~ical 
s~ability cannot ::.n the long run be ach:eved wit~out popu­
J..ation con--crol and fam!ly plann!ng on the ce.: tral island of 
Java . The I~donesian leaders are beginning to tur~ in a 
te~ tat.:'...ve fashion to ~ace this problem . This is a s2ns.:'... ­
tive :ssue on which hea~y-handed pressure would be sel~­
defeating, bu: we should be quietly persis'::e.1t .:'... :: e.1c)U:.'"'agin;; 
a v:.g~rous program of family planning . 

Volume and nature of Our Assistance 

12 . The mos::; difficul': problem con:'ro :1 -c~.11g the 'J~-::..:e•3. S'::e.~es 
1... :.:. :-1:::; ': he coml:ig year wi_:l be prov .:..d.:..:16 ~ne v;.::.uoe an.l -;:;~-p:; 

of ass.:'...s~ance to mee~ our fair share of ~~donesia's nee ~ s . 
Tbe principa::. e:::.emen-cs of this problem are: 

A. Meshing Capacity With Needs 

If major cuts in ~he A. I .D. appropriation are made 
th!s year, the amount which we can lend to Indonesia 
w~ll be reduced . Indonesia needs rice, but Dust 
compete with the preemptive requ.:..remer:ts cf Vie ·c -~raill. 
Co':~on, throu;~h PL- 480, could te a ma.Jo:- element .:'...n 
ou:- aid, but Indcnesia 1 s broken dow."1 "; e;ct .'. . l~ indi..: s t~/ 
has ~at been able to compete wi:h cheap Hong Kong 
imp:Jrts . ';i.rien :'...dle capa-::ity :..s res"'::ored , InO.ones:c. 
car-. absorb .:'...ncreas ·_ng arr.oun1:;s of our raw c:Jt':::. .1. 

http:persis'::e.1t
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E . Mul'c ~lateral:..sm 

As a member of a group working :m a commo!1 problem , 
we are under s9ec:.a1 obl:gation not only 'c~ carry 
our share of the burden , but als~ ~o make our 
ass:'..s 'cance ava: laole on terms r.o less ge -:erous than 
those o~~ered by ~ther cau~tries . :n adJ:..t:on, as 
I~do~esia moves :ram 'che s~abi!izati~~ ~J ~he de ­
v2l Jpme:rc phase ·:.. :s .1eeds w2-ll 2.ncrease . Japa:'.1 ar.d 
~es~er~ Europe may ~in1 i~ diff!cu:~ to !ncrease 
s:g~ifiJ~~t:y thelr curren~ levels ~: assistance to 
rna:nas:'..a , a nd we may be unable to :imit our share 
t~ 011e - :11.:..rd ~) r to a1~hie·ve a r:.c_;:!..c..~ m,:t~c11.::is ~")rmu:a . 

·'"'.., . 
Eve~ assuming the best po~slble AID-?L48o mix , i~ is 
almost cartai~ that we will not be able ~a mee~ ~rom 
ant:..c:.pated resour~es one- th!rd of Indonesia' a 1958 
requ.:..reme:1ts . It may therefore be necessary to go 'cJ 
C0n0 ress early n.e:~"c yea:" for supplemen-cary :'unds . '1ie 
ha~e bee~ in close ';;ouch with key members )~ Congress 
:m ':he Indon.es"!.an s:::. tua-::::. :m , ar:d ha~1e found ;~1.1em 
favorab:y disposej bo~h towards assistance ~o ~he 
Suhart) ;over~1mel'1-: arid t8 :>u::' rrn;.:t::. - ..~a-::.')::a: ~ethod 
of '.3.p:_Jr')acf: . 

!J . I~dones:::.a has bee~ !ed to be::::.eve that l:' :::.~ faced ~P 
~~ :::.~s ec~nom:::.c problems , ~o~~ the po::.ticaliy :~f~!cu:t 
s ~e.?s t:J s-:ac~lizz :.~s ecv:--1Jmy, ar:d adop-:ed se 4 1s~ble po:.:..c:.es 
~~ 3e:r-~e!p, :'..~ C)~li expe~: suppor"'C fr:m th2 ~:r!d corn-

J~ ~~a~~e ~us : te ma:n~ai~ei . ~e ha7e s~e~ a~ ~~me ana 
a:roa. ::':·.1J :..mp:!:'·)~.:_:_::.. g c :J:lrj_:_ :. .:..o ~-... s c!'ea:e e ... cpec-ca~ .:._ ~~s wh.:c:r:.A 

oe~:)me e~~plos.'...7e i:' nst f°'-~2-~.,..'..:led . ~he I.:1dones.:..a~1S a.':'e 
perf )rm:::.r:; .Jr, :;~1e::.r ::>.:'..~le .)f .:he bargai!l, and ':l1e Ur.i::ec. 
S~a:es ana c:her ~oun~r:::.es o~ the F~ee Wo~ld are c8~fro~tei 
wi~h the cha:lenge of d2al!~g not with a ~ailure, but w!th 
a prospec~iva success . We should no~ fail the~ . 
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INDONESIA'S CY 1967 ASSISTANCE REQUIREMENTS 

Pledged or Furnished 
!n Mi:lions U. S . Dollars 

United S':ates 

Japan 

:·Ie"che;."'lands 

Germany '? '·2()
:J 

T - •_._naia 

Others (Australia, Canada, 

UK) $ 2 


Tcr': a2. 




