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From 1970 to 1978,17 members of the donor 
assistance consortium for Indonesia have pro- 
vided the Indonesian Government with about 
$10 billion in overall assistance. An additional 
$1.9 billion was providedin 1979. Much of this 
assistance has been aimed at reducing the 
country’s critical rice import dependency by 
developing long-term food production. 

The need for donor cooperation in the develop- 
ment process is widely acknowledged, but 
achieving a cooperative donor effort focused 
on basic, priority needs has proved elusive in 
Indonesia. 

To alleviate Indonesia’s food problems, GAO 
recommends that W. S. assistance--through 
both bilateral and multilateral programs--be 
made more cohesive. 
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COMPTROLLER GENERAL OF THE UNITED STATES 

WASHtNQTON. D.C. 20142 

R-198638 

To the President of the Senate and the 
Speaker of the House of Representatives 

This report is a case study assessing the nature and 
extent of foreign donor and recipient government cooperation 
in the agricultural development of a food-deficit country. It 
examines current donor and host-country relationships in 
Indonesia and the factors behind the difficulties in achieving 
closer coordination. The report highlights the need for stronger 
leadership in coordinating the assistance efforts of a variety 
of donors, for an assessment of ways to improve Indonesia's 
capacity to absorb foreign assistance, for more information- 
sharing among donors, and for more closely relating considera- 
tion of multilateral development bank loans to other forms of 
U.S. assistance. The report addresses recommendations to the 
concerned agencies on these matters. 

We are sending copies of this report to the Director, 
Office of Management and Budget, and to the agencies responsi- 
ble for U.S. foreign assistance programs. 

of the United States 





COMPTROLLER GENERAL'S COOPERATION IN AGRICULTURAL 
REPORT TO THE CONGRESS ASSISTANCE: AN ELUSIVE 

GOAL IN INDONESIA 

DIGEST _----- 

The United States channels its foreign aid 
to developing countries through a variety 
of assistance organizations. The needs of 
Third World countries, compared to the amount 
of assistance resources available, make it 
essential that various sources of available 
assistance be directed toward the most pres- 
sing problems of developing countries. 

To some extent, however, a concerted, inte- 
grated development effort focused on priority 
needs of developing countries has not been 
achieved. GAO examined the nature of donor 
and host-country relationships in Indonesia 
and the factors behind the difficulties in 
achieving closer cooperation in development 

. efforts. 

For the past 10 years, Indonesia has been a 
major recipient of foreign aid. In 1979 it 
received about $1.9 billion in assistance 
from 17 donors of the consultative Inter- 
Governmental Group for Indonesia. Much of 
this assistance was aimed at developing the 
country's long-term food production potential 
and reducing its dependence on imported rice. 
(See p. 3.) 

Setting specific priorities and programs for 
developing Indonesia's agricultural potential 
has proven difficult because the country's 
problems are complex, facts are often uncer- 
tain, and appropriate strategies are not always 
apparent. 

Particular uncertainties are (1) the poten- 
tial for continued significant increases in 
rice production; (2) #the degree of Indonesian 
commitment to the promotion of non-rice food 
crops: (3) the appropriate emphasis for 
development of Indonesia's sparsely-populated 
outer islands through transmigration programs; 
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(4) the urgency of alleviating rural unemploy- 
ment; and (5) Indonesia's ability to absorb 
projected assistance increases, given its 
serious shortage of trained personnel. (See 
p. 10.) 

EFFECTIVE COORDINATION YET TO BE REALIZED 

Agricultural assistance needs to be coordi- 
nated (1) among the various ministries and 
agencies within the Indonesian Government, 
(2) among the Government and donors within 
the donor consultative group, and (3) within 
the U.S. Government interagency Development 
Coordination Committee set up to coordinate 
various U.S. foreign assistance activities. 
None of these coordination arrangements has 
operated effectively. (See p. 16.) 

Foreign donors recognize the Indonesian 
Government's responsibility for formulating 
its own development plans; however, the 
Government planning agency has not fulfilled 
its reponsibility for coordinating develop- 
ment assistance on a sector basis. Because 
the Government ministries are protective 
of their program areas, it has been difficult 
to achieve coordination of development acti- 
vities. 

Opportunities for donor/host-government dis- 
cussion and analysis of agricultural problems 
or for coordinated planning of'agricultural 
aid programs have been limited. U.S. offi- 
cials have advocated a stronger leadership 
role for the World Bank, but the Bank has not 
assumed this role because of opposition from 
some bilateral donors. The annual Inter- 
Governmental Group meetings provide a forum 
for macro-economic discussions and for pledg- 
ing assistance, but they do not provide for 
detailed sectoral discussions. Sector meet- 
ings conducted by the World Bank and attended 
by working-level representatives of the 
Government and donors have been suggested, 
but little success has been achieved because 
bilateral donors with commercially-oriented 
assistance programs have opposed them. (See 
pp. 18-23.) 
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Effective coordination of various U.S. 
development programs has also yet to be 
achieved. The U.S. Development Coordination 
Committee has functioned primarily as a mech- 
anism for interagency coordination rather 
than for program coordination. Major limi- 
tations to Committee effectiveness have been 
(1) the short time frame allowed for evalua- 
tions of multilateral development bank loans, 
(2) the late stage at which Committee involve- 
ment in the loan approval process takes 
place, and (3) the lack of Committee atten- 
tion as to how bank loans relate to U.S. 
bilateral programs. (See p. 23.) 

COMPLEMENTARY DONOR PROGRAMS DESIRABLE 
BUT NOT ACTIVELY PROMOTED 

Weak coordination has resulted in a lack of 
a focused and concerted donor effort rather 
than in duplication of donor activities; 
independent donor efforts seldom interrelate 
or reinforce each other. (See p. 26.) 

Because of the limited information-sharing 
and coordinated planning among donors, irri- 
gation development has not been systemati- 
cally accompanied by soil conservation 
efforts to prevent land erosion or by devel- 
opment of water users associations to pro- 
mote the equitable allocation of water. 
Transmigration efforts have not been ade- 
quately supported by soil and crop research, 
training, and social service programs. 
Other obstacles to a more closely integrated 
overall donor agricultural program relate 
to host-government limitations. (See p. 28.) 

RECOMMENDATIONS 

In view of (1) the need for close donor/host- 
government coordination for discussion of 
agricultural issues and for concerted plan- 
ning; (2) the ineffectiveness of existing 
coordination arrangements in meeting this 
need; (3) the need for leadership in pro- 
moting such closer coordination; and (4) the 
position of the World Bank as the largest 
donor to Indonesia, GAO recommends the 
following. (See p. 43.) 
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The Secretary of the Treasury, working with 
the Director of the of the International 
Development Cooperation Agency, should 

--direct the U.S. Executive Director to 
the World Bank to pursue with Bank offi- 
cials the need for the Bank in concert 
with other donors to 

seek a more active role in coordinating 
donor assistance programs and in encour- 
aging the Government of Indonesia to 
promote effective coordination including 
periodic sector-level, problem-oriented 
discussions among donors; 

promote Indonesian efforts to achieve 
closer interagency and provincial 
cooperation oriented toward more pre- 
cisely defined development priorities 
and toward focusing assistance on 
these priority needs; and 

assess ways to improve Indonesia's 
absorptive capacity and base increases 
in future Bank program levels on sub- 
stantive steps to reduce absorptive 
problems. 

--direct the U.S. Executive Directors to both 
the World Bank and the Asian Development 
Bank to promote early information-sharing 
on proposed bank activities so that U.S. 
officials will have the necessary time to 
evaluate the relationships between bank 
programs and U.S. bilateral programs. 

The Secretary of State and the Director, Inter- 
national Development Cooperation Agency, should 
re-emphasize to other bilateral donors the need 
for both increased information-sharing and their 
participation in effective coordination. 

GAO further recommends that the Director, 
International Development Cooperation Agency 
see that multilateral development bank loans 
undergo cross-program review within the Devel- 
opment Coordination Committee to promote 
mutual reinforcement among the various assist- 
ance efforts within specific countries. 

iv 



AGENCY COMMENTS -- - 

The agencies basically agreed with the report's 
conclusions and recommendations with one excep- 
tion. The International Development Coopera- 
tion Agency and the Treasury Department dis- 
agreed with the recommendation to assess ways 
to improve Indonesia's absorptive capacity and 
base increases in future program levels on 
substantive steps to reduce absorptive prob- 
lems. These agencies said their data indi- 
cates that Indonesia "has no problem, rela- 
tively speaking," but they did not object to 
a study of whether there is a problem. The 
Treasury Department also maintains that some 
of the report's recommendations are unneces- 
sary. (See pp. 44-49.1 
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CHAPTER 1 

INTRODUCTION 

Increasingly over the past decade, foreign assistance 
donors and developing countries have come to recognize the 
need for close cooperation in the development process. There 
are many organizations through which the United States has 
channeled an increasing portion of its assistance. Because 
aid resources are scarce in relation to Third World needs, 
it is essential that these various sources of available as- 
sistance be directed toward serving developing-country priori- 
ty needs. To some extent, however, the goal of achieving a 
concerted, integrated development effort, which focuses on 
priority needs, remains elusive. In this review, we examine 
the nature of current donor and host-country relationships 
in Indonesia and the varied factors influencing closer coop- 
eration. 

Many forms of donor coordination exist. An analysis of 
the factors that affect the degree of development cooperation 
in Indonesia indicates the level of increased donor partici- 
pation which can be reached in Indonesia and in other develop- 
ing countries which have similar problens. 

WHY INDONESIA? - 

We selected Indonesia for study because it has consis- 
tently received extensive assistance from a variety of donors 
over the past 10 years and because it has a formal donor 
consultative qroup-- the Inter-Governmental Group for Indonesia 
(IGGI), designed to serve as a basis for close coordination. 
tie selected the agriculture sector because it receives the 
largest share of this assistance and because developing Indo- 
nesia's potential in this sector is essential. 

Despite its position as an oil producer, Indonesia ranks 
among the world's poorest nations by virtually any measure of 
poverty. Averaqe per capita income is estimated at $280 a 
year; malnutrition, poor health, and low life-expectancy (48 
years) characterize two-thirds of Indonesia's 143 million pop- 
ulation. Population density on the islands of Java and Bali, 
where 85 million people live, is amonq the highest in the 
world. Unemploynent or underemployment is estimated to range 
as high as 40 to 50 percent. The main causes of such poverty 
derive from the pressures of overpopulation of the land and 
from the resulting drain on other resources. An inadequate 
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supply of trained personnel to meet rapidly expanding manage- 
ment and entrepreneurial opportunities, and the urban-rural 
divisions of the economy are also factors which have contri- 
buted to poverty. 

Indonesia's GNP increased an annual average of about 7 
percent and per capita income increased an annual average of 
4.5 percent between 1974 and 1979, but the major impetus for 
this growth came from the oil and industrial sectors, which 
did little to absorb the country's excess labor. Although 
consumption levels for all income groups, including the very 
poor, have improved, data for 1970-76 suggests that the over- 
all income disparities between rich and poor, urban and rural, 
have widened. 

CURRENT FOOD SITUATION 

Indonesia has made impressive progress in increasing rice 
production in the past decade; however, overall food self- 
sufficiency has continually declined. Increased imports have 
resulted in a critical vulnerability to world food shortages, 
with the accompanying possibility of political unrest. 

As a result of an active government program supporting 
the introduction of high-yield rice varieties and improved ir- 
rigation systems and fertilizer application, from 1968 to 
1977, rice production increased at an annual rate of 3.5 per- 
cent (compared with population increases estimated at about 
1.8 percent). Rice yields per hectare L/ on Java are now 
among the highest in Southeast Asia. 

Due to drought and pest problems, however, the growth 
rate in rice production actually declined between 1975 and 
1977, and rice imports reached 10 percent of total rice con- 
sumption. That situation improved in 1978 with a lo-percent 
increase in the rice harvests, but import requirements for 
1978-79 were still about 6 percent of total consumption. 
Because of a traditional dietary preference for rice in 
Indonesia, demand for rice is continually expanding faster, as 
income levels rise, than rice production increases. To meet 
this demand, Indonesia in the past few years has imported 20- 
33 percent of the world's traded rice, a situation many re- 
gard as excessively import-dependent. The Asian Development 
Bank (ADB) projects a 12.6 million-ton rice deficit by 1985, 
and states that between 1972 and 1985 import requirements will 
have risen by 13.6 percent. 

&/a "hectare" is 2.47 acres. 
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Although Indonesia also produces a number of rain-fed 
secondary crops--such as corn, cassava, peanuts, sweet pota- 
toes, and soybeans-- the composite growth trend for these crops 
was only 1.6 percent over the 1968-77 period compared to the 
3.5 percent growth rate for rice. Agricultural experts be- 
lieve considerable potential exists for increasing secondary 
crop production and that, with proper marketing and support 
services, the rate of growth of all these crops could also be 
raised to 3.5 percent a year. 

SIGNIFICANT AMOUNTS OF 
DEVELOPMENT FUNDS AVAILABLE 

In 1979 major donors including the World Bank, ADB, AID, 
and other bilateral donors provided a total of about $1.9 
billion in concessional assistance to Indonesia which is large- 
ly directed at helping Indonesia reduce its heavy dependence 
on food imports and develop its agricultural production. Over 
the past decade or so, Indonesia has ranked third in total 
World Bank assistance commitments to agriculture (after India 
and Mexico); second in total AID agriculture commitments 
(after Bangladesh); and now ranks first in ADB agricultural 
commitments. Overall assistance to Indonesia, by the IGGI 
donors is shown in Table 1. 

3 



Member 

World Bank _c/ 

Japan 

ADB cJ/ 

USA 

Germany 

Netherlands 

Canada 

France 

Australia 

Belgiuz 

United Kingdom 

UNDP 

New Zealand 

Switzerland 

Italy 

Austria 

Denmark 

Total 

Table I 

IGGI COMBITHENTS TO_IEIDONESIA s/ &/ -- 
1970-74 1975 1976 1977 1978 ___ - - -- Total 

-------------------------(millions of dollars)---------------------- 

$ 633.3 $ 310.5 

1058.2 173.0 

185.6 78.3 

1314.6 e/ 

209.0 

293.4 

103.3 

98.0 

130.9 

40.5 

98.8 

23.8 

5.9 

11.5 

0 

0.6 

5.0 

$4212.4 

AID 43.4 
P.L.480 46.3 

TOTAL 89.7 

60.5 

15.0 

16.1 

18.4 

31.2 

14.6 

26.4 

11.8 

5.6 

1.1 

0.2 

S 563.5 $ 405.5 

139.8 416.5 

109.4 136.0 

66.2 42.4 
94.7 91.7 

160.9 134.1 

18.9 72.1 

98.5 14.2 

SO.6 8.6 

2.4 79.4 

25.9 35.3 

13.5 15.7 

10.3 10.0 

8.4 8.4 

3.9 0.8 

1.5 1.2 

0.1 0.2 

0.6 0.2 

$ 853.2 51208. 2 $1338.2 

$ 551.0 $ 2463.8 

276.8 2064.3 

198.7 708.0 

73.9 
122.7 

196.6 1895.9 

150.0 510.5 

75.0 496.9 

64.0 242.6 

51.0 249.2 

40.0 263.3 

17.0 101.3 

13.0 158.5 

10.8 g/ 63.2 

5.0 21.2 

15.3 

0.3 

1.6 

5.0 

$1648.9 $9260.9 

g/Donor officials state that there is no accurate compilation by either the Indonesian 
Government or the donors of overall assistance -- or agricultural assistance -- pro- 
vided to Indonesia. The table is a GAO estimate compiled from various sources. 

&/Figures are official development assistance. 

c/World Bank source. - Loan/credit approval date is used as commitment year. 

d/AD6 source,. Loan/credit approval date is used as commitment year. 

#Includes Congressional Research Service figures for P.L. 480. 

l/U.N. Development Program source. 

NOTE : Unless otherwise noted, source for data is AID. 

4 



Indonesian Government development resources 

Total financial resources planned for the Indonesian 
1979 development budget (for April 1978 through March 1979) 
amounted to $5.9 billion, or roughly half of the Government 
of Indonesia's total budget. Of this share, 25 percent came 
from foreign assistance, with U.S. assistance representing 
about 6 percent. In the past several years, the relative 
importance of foreign assistance has diminished, as the Govern- 
ment finances a greater percentage of its development program 
from its own resources (moving from 43 percent in 1970-74 to 
66 percent in 1975-79). 

For fiscal year 1979-80, the Government budget provided 
$5.6 billion for development, of which 12 percent (about $670 
million) is allocated for agriculture and irrigation. Approx- 
imately $1.9 billion of this total is expected to be provided 
on concessional terms by foreign assistance donors. 

The AID Mission provided a sector breakdown of Government 
development budgets for the past 4 years which shows the 
following apparent decline in amounts allocated to the agri- 
culture sector as a percentage of total budget allocations: 
1976-77, 20 percent; 1977-78, 17 percent; 1978-79, 17 percent; 
and 1979-80, 12 percent. This decrease has raised some questions 
among donors regarding the Government conmitment to agricultural 
programs and policies. Part of the reason for this decrease was 
reported to be the elimination in 1979 of government subsidies 
for fertilizer purchases and the separation of environment and 
elements of transmigration and regional development, which 
were previously incorporated under agriculture. 

Bilateral U.S. assistance 

Of AID's $92.8 million program for Indonesia in fiscal 
year 1979, $57.9 million (62 percent) was designated for 
agriculture and rural development projects, $31.2 million for 
population and health, and $2.3 million for education. Over 
the next several years AID plans to devote 65-75 percent of 
its Indonesia program resources to agricultural and rural de- 
velopment. Specifically, for agriculture and rural develop- 
ment, AID expects to 

--play the leading assistance role in developing skilled 
personnel for agriculture by supporting activities in- 
volving U.S. universities under Title XII of the For- 
eign Assistance Act; i 

--become increasingly involved in agricultural research 
in food crops, "an area of special U.S. strengthW ac- 
cording to AID; 
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--assist in improving secondary food crop marketing 
capabilities; 

--facilitate pilot ventures demonstrating the need for 
soil and water conservation and reversal of serious 
watershed damage: 

--help overcome institutional barriers at local govern- 
ment levels; 

--continue integrated area development models; and 

--continue involvement in rural infrastructure projects. 

The U.S. Food for Peace Program (P.L. 480, Titles I and 
II) has also been a consistent component of the overall U.S. 
aid program in Indonesia. In size, it has been considera- 
bly larger than AID's total bilateral development program in 
Indonesia, as shown below. 

AID 
agriculture 

Fiscal P.L. 480 P.L. 480 AID rural 
year Title I Title II total bilateral development 

-----------(in millions) --------------------------- 

1978 $ 115.4 $ 7.3 $ 73.9 $ 54.6 

1979 104.3 6.7 92.8 57.9 

1980 101.2 6.1 83.0 53.9 

The commodities provided concessionally under title I are rice 
(about 80 percent) and wheat (20 percent). There has been 
little argument within the U.S. Government over the possibil- 
ity that title I concessional sales may be a deterrent to 
local production. Rather, it is widely agreed that Indone- 
sia's rice needs are so great, its rice imports so high, and 
Indonesian Government policies already so supportive of rice 
production, that title I sales do not hinder local production. 
The extent to which the United States should promote wheat 
sales to Indonesia, however, has been discussed. On one hand, 
Indonesia has virtually no capacity to grow its own wheat, 
and policies which encourage consumption of wheat will lead to 
further import dependence. On the other hand, an import depend- 
ence on wheat may be less risky than an import dependence on 
rice, because the world market availability and variety of 
supply sources is greater for wheat than for rice. 
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World Bank's increasingly broad involvement 

The World Bank's agricultural program in Indonesia is 
relatively broad, covering large-scale irrigation, estate 
crops, seeds, extension services, fertilizer, and transnigra- 
tion and area development. Irrigation and estate rehabilita- 
tion received priority in the early years of Bank involvement 
and continue to receive assistance, but emphasis in the Bank's 
program ha.s shifted over the years (1) from rehabilitation 
to development activities; (2) from support of state enter- 
prises to small farmers: (3) geographically from Java to the 
outer islands; and (4) from irrigated rice production to rain- 
fed crop systems. In fiscal year 1979, for example, the Bank 
approved the following loans: 

Loans 
(millions) 

Agriculture and rural development 

Irrigation $ 77 
Flood control 50 
Transmigration/area development 157 

284 

Other 

Education-technical training 49 
Education-agricultural schools 42 
Power generation 175 
Industrial development and finance 50 
Technical assistance studies 10 
Transportation-highways 130 
Urban development 54 
Water supply and sewerage 36 

Total 

7 

546 

$ 830 



ADB large-scale capital projects --- 

ADB has funded mostly large-scale projects in Indonesia, 
with an increasing emphasis on agriculture. The RDB progran 
in 1978 consisted of 3 projects in agriculture and rural de- 
velopment (amounting to $55.7 million of a total 1978 progran 
of $198.7 million.). In one project, ADB is assisting in the 
rehabilitation and expansion of village irrigation systems on 
the central island of Bali; the second project is funding the 
planning for irrigation in West Java; and the third is funding 
integrated area development/transmigration on the outer island 
of Sulawesi, co-financed with the Islamic Development Fund and 
the European Economic Community. The rest of the ADB program 
in Indonesia consisted of 2 loans for electric power, 3 loans 
for road, airport, and port construction, and one loan for 
education. The ADB 1979 program envisions a 20-percent in- 
crease over 1978 funding levels for a total of about 11 proj- 
ects: 6 in agriculture and rural development, including irri- 
gation, livestock, fisheries and agro-industry; and one proj- 
ect each in electric power, urban development, transportation, 
education, and water supply. 

U.N. - Development Program technical assistance 

The U.N. Development Progran's (UNDP) First Country Pro- 
gram for Indonesia (1972-78) consisted of 196 projects, most- 
ly technical assistance, totaling $59 nillion in grants of 
which 31 percent were for agriculture, forestry, and fish- 
eries. Recognizing that its first program was spread too 
thinly over too many projects, UNDP reduced the total nunber 
of projects to 67 in its Second Country Program (1379-83). 
Distribution to agriculture, forestry, and fisheries was re- 
duced to 21 percent, amounting to $14 million out of a total 
$66.5 million programed over the 5-year period. 

Other bilateral donors 

Several bilateral donors have programs in Indonesia as 
large or larger than AID's development assistance program. 
In 1978, for example, the size of the programs of Japan, West 
Germany, and the Netherlands ranked ahead of the AID assistance 
program. Japan's program, reported to be $277 million for 
1978, is over three times as large as the AID $74-million 
program (excluding P.L. 480 programs). 

SCOPE OF REVIEW 

For this review, we examined documents and held discus- 
sions with officials of the U.S. Agency for International De- 
velopment, and the U.S. Departments of State, Agriculture, 

8 



and the Treasury. We also spoke with Indonesian Government 
officials and with representatives of the World Bank, Asian 
Development Bank, the United Nations Development Program, the 
Ford Foundation, and one bilateral donor. Although we recog- 
nize that donors such as private and voluntary organizations 
contribute toward Indonesian development, we focused on IGGI 
membership activities because it is this group which provides 
the most significant development assistance. We also worked 
in Indonesia during September and October 1979. 

For purposes of this review, we are defining donor coor- 
dination to mean more than simple information-sharing to 
avoid duplication and overlap. Rather, we believe donor coor- 
dination should also encompass concerted donor planning and 
problem-solving to achieve a focused and complementary overall 
donor effort, for the most effective use of development re- 
sources. In addition, we are defining absorptive capacity to 
include: available managerial and technical personnel to im- 
plement and monitor development projects; the extent to which 
government structures facilitate or hinder development pro- 
grams; and the extent to which some development investments 
can proceed without related and supportive investments. 
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CHAPTER 2 

DEVELOPMENT PRIORITIES AND PLANS LACK DETAIL_ 

Setting specific priorities and programs for developing 
Indonesia's agricultural potential has proved to be a diffi- 
cult task because the country's problems are complex, the 
facts often uncertain, and the appropriate strategies not 
always clearly apparent. In these circumstances, Indonesia's 
development plan ("repelita") is, therefore, primarily an an- 
bitious statement of national goals, encompassing a range of 
sometimes disparate donor activities, rather than a specific 
blueprint for development serving to coordinate different 
donor activities. 

STRATEGIC DEVELOPMENT QUESTIONS 
ARE NOT SUBJECT TO EASY AGREEMENT 

Virtually all components of Indonesia's agriculture are 
vitally in need of technical and financial assistance-- 
ranging from seed and soil research, extension-system improve- 
ments, and credit availability, to basic improvements in 
roads, irrigation canals, and rural electricity. Managers, 
essential in administering this assistance, nust also be 
trained. Agricultural experts,have not, however, been able 
to reach a consensus on certain strategic development ques- 
tions involving the priorities of these various needs. Via- 
ble plans and close donor coordination are, therefore, 
limited. 

Should Indonesia promote 
a rice policy or a food policy? 

Agricultural.experts disagree about the potential for 
continued significant increases in Indonesian rice produc- 
tion. The rehabilitation of pre-independence irrigation 
systens is entering its final stages, and initial gains made 
from "green revolution' l/ innovations are leveling off. Fu- 
ture production increases on Indonesia's crowded central is- 
lands (Java, Bali, and Madura) will have to come from further 
increased yields rather than from extending cultivated acre- 
age. Yet, these central islands are already so intensively 
cultivated that there is evidence of serious soil erosion 
and environmental damage to watershed areas, which in turn 

L/Green revolution refers to improvements in seed varieties 
and irrigation and fertilizer techniques which have led to 
increased agricultural yields over the past two decades. 



nas resulted in the siltation of irrigation canals. In fact, 
a recommendation was made by one major donor that because of 
the damage, some land on Java should actually be taken out of 
cultivation. 

On the central islands, as land is divided into holdings 
too small to meet mininum subsistence needs, rural households 
must supplement their incomes from non-farm sources. Land- 
less families in Java are already estimated at one-third of 
the rural population, and as urban incomes rise, a tendency 
has emerged toward non-farmer acquisition of farm land. In 
addition, lack of definitive proof of land ownershi? is 
widespread amang small farmers and restricts credit availa- 
bility and farmer motivation in improving the land. Thus, 
questions arise about whether future rice production increases 
can be achieved, given both the impact more intensive rice 
cultivation may have on land degradation and the emerging 
pattern of landless families. 

Although some of the same limitations apply, considera- 
ble potential does exist for increasing production of Indone- 
sia's rain-fed secondary crops--corn, cassava, peanuts, sweet 
potatoes, and soybeans. A gradual shift in food production 
and consumption patterns from rice to secondary crops would 
assist low-income farmers in non-irrigated areas and reduce 
the risks associated with excessive rice-import dependency. 
Because of Indonesian dietary preference and Government com- 
mitments to the goal of rice self-sufficiency, little enphasis 
had been given to secondary crop developnent in the country's 
first two 5-year plans although the third 5-year plan (Re- 
pelita III, 1979-83) now cites this as a priority area. 

Agricultural experts agree that increased secondary crop 
yields will require a concerted program covering the whole 
spectrum of agricultural support services--including seed 
and soil research, extension training, marketing and support 
services, and production incentives. 

How much emphasis should be given -- 
to outer island development? 

Donors also disagree about the priority to be given to 
developing Indonesia's outer islands as a means of increasing 
Indonesian food production; Repelita III places renewed 
emphasis on transmigration (population resettlement) and sets 
ambitious targets for moving 500,000 families (2.5 million 
people) to outer island settlements between 1379 and 1983. The 
Dutch Government sponsored the movement of poor families from 
the overcrowded central islands to the relatively sparsely 
populated outer islands as early as 1905. Until this past 
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decade, efforts were principally motivated by a need to re- 
lieve population pressures on Java and little site prepara- 
tion and support services were provided to the migrants, re- 
sulting in the movement of many migrants back to Java. Since 
1969, Indonesia has shifted transmigration goals to emphasize 
regional development and improvement of settler welfare. 

The requirements and costs of a successful transmigra- 
tion program are expected to be enormous, and there is some 
question among foreign assistance donors as to whether some 
of these financial resources could be more productively 
used to improve the situation on Java where most of the poor 
now live. Although an eventual goal of the transmigration 
program is to develop fertile transnigration areas into food 
producers for Indonesia's food-deficit areas, most donors 
admit that just achieving food self-sufficiency in these areas 
will be a considerable challenge. 

How can rural employment needs be met? 

The problem of Indonesia's increasing rural unemployment 
is another area of somewhat differing donor views. Increas- 
ing agricultural productivity will probably require some 
technological improvements but these are likely to displace 
some workers. Major donors agree that alternative rural em- 
ployment opportunities are needed to release the inefficient 
farmers from the land and absorb the growing number of new 
entrants to the labor force. However, the urgency of this 
need has been a subject of some debate within the donor com- 
munity, particularly regarding whether the situation is im- 
proving, as one donor reported, or deteriorating. The AID 
position is that rural unemployment is a central issue which 
has not received the priority attention it merits. 

How much foreign assistance 
can Indonesia effectively use? 

How to provide needed assistance to Indonesia without 
overburdening the country's scarce managerial resources has 
been a difficult question for all donors. 
nors recognize this as a problem, 

Although most do- 
they have neither directly 

addressed the subject of the country's absorptive capacity 
nor determined Indonesia's absorptive limits. 

The shortage of trained personnel capable of managing 
agricultural and rural development projects is already 
regarded as one of the most serious problems in Indonesia's 
development and in the effective use of assistance funds. 
The World Bank has noted that, in practice, 
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"Experienced project managers are difficult to 
obtain and when, frequently on Rank insistence, ap- 
propriate staff are found they have inevitably been 
taken from another task which may then suffer. Where 
local staff are not available the standard practice 
is to recruit expatriate consultants. This may be 
a useful device to acquire skills rapidly, but is 
not a permanent solution, particularly since such 
arrangements do not usually provide for a satisfac- 
tory training program for indigenous personnel. 
Other donors have had similar experiences." 

Implementation bottlenecks and aid commitment pipelines 
were reported in the past year to be growing; yet donors 
have continued to propose significantly increased lending lev- 
els to Indonesia for the near future. The possible availa- 
bility of more development funds than can be effectively used, 
in our opinion, may contribute to the alleged problem of 
"leakage" of funds through corruption. A Government anti- 
corruption drive of the past few years has only had limited 
success so far. We believe this is another issue which needs 
to be addressed in donor/Government forums. 

FIVE-YEAR PLANS PROVIDE LIMITED DIRECTION 

Indonesia's agricultural development strategy is set 
forth as part of its repelitas. These plans state Indonesia's 
overall objectives and goals but are not, in themselves, use- 
ful in planning what must be done, by whom, and within what 
tine frame. On the contrary, because Indonesia's agricultural 
needs are so vast and because the goals and targets proclaimed 
in these plans are so ambitious, various donor activities can 
fit within these plans without apparent conflict, but also 
without coordinated focus. As presently fornulated, these 
plans play only a limited role as a neans for bringing about 
closer cooperation among donors. 

In Repelita I (1969-73) and Repelita II (1973-78), the 
Government focused a large portion of its resources on econo- 
mic stabilization and on physical needs, such as roads and 
irrigation canals. In Repelita I and the early years of Re- 
pelita II, the lack of such basic physical needs was viewed 
as a major problem in improving economic performance and as a 
major cause of continued widespread poverty. During Repelita 
II, the Government perceived a need to shift emphasis toward 
agriculture and rural development to improve the quality of 
rural life. Indonesia focused on rice production as a means 
of achieving self-sufficient food production, a goal it was 
unable to achieve under this plan. 
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The primary emphasis of Repelita III is on agriculture-- 
with an expanded emphasis on secondary crops, estate crops, 
transmigration, and roads and irrigation canals--with contin- 
ued emphasis on rice production through both intensified 
crop production on Java and expanded acreage on the outer 
islands. This plan also includes an increased emphasis on 
industrial activities involving processing of domestic raw 
materials into basic consumer items and finished goods for 
export. 

Repelita III outlines ambitious goals but offers little 
guidance for further irrigated rice production, secondary 
crop development, population migration, and rural employment 
creation. The U.S. State Department and AID have taken the 
position that the Government needs to clarify what Indonesian 
programs and supportive resources will be available to enable 
the United States and other donors to plan their future as- 
sistance programs accordingly. For example, there was some 
concern among donors regarding the Government's apparently 
reduced 1979-80 budget allocation for irrigation in relation 
to the plan's target for a 20-percent increase. There was 
also concern that the kinds of programs called for by the 
plan's stated agricultural development goals lack the trained 
personnel for effective planning and implementation. The Gov- 
ernment's stated migration goal of moving 500,000 families 
over the next 5 years is considered to be extremely ambitious 
in terms of available financial and management resources. Al- 
though increased emphasis on secondary crop production is also 
called for in the plan, there is no guide as to how the goals 
in this difficult area will be supported by particular Gov- 
ernment programs, nor had any more specific plans been devel- 
oped at the time of our visit in October 1979. 

CLOSE COORDINATION NEEDED 

Because there are still so many unknowns regarding Indo- 
nesian soil and crop potential and fertilizer and pesticide 
requirements, and because the range of needs in Indonesia is 
so vast, it is somewhat understandable that no precise, step- 
by-step path for development has yet been formulated. As in 
many countries, there are no easy solutions for developing 
agricultural potential, and agricultural experts hold dif- 
fering opinions regarding the specific mix of policies and 
programs needed to develop Indonesia's food production poten- 
tial. Repelita III thus does not specifically guide foreign 
donor activities; in fact, its broadness permits foreign aid 
donors the flexibility to try different approaches in differ- 
ent agricultural subsectors. 
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In Indonesia's situation, this flexibility is not neces- 
sarily undesirable, as long as there is coordination and coop- 
eration among donors and with the Government in planning and 
implementation in order to share experiences, prevent dupli- 
cated efforts, and promote complementary donor programs to 
effectively use scarce resources. 
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CHAPTER 3 

PLANNING AGRICULTURAL ACTIVITIES 

Effective coordination of donor assistance needs to take 
place (1) among the various ministries and agencies within 
the Government; (2) among the donors within IGGI; and (3) 
between the Government and IGGI. Additionally, within the 
U.S. Government, the interagency Development Coordination 
Committee (DCC) has been set up to serve as a means of coor- 
dinating the various foreign assistance activities to which 
the United States contributes. None of these arrangements 
is operating effectively to promote either agricultural sector 
discussions or complementary donor programs. 

Bappenas, as the Government planning agency, is theore- 
tically responsible for coordinating foreign assistance pro- 
grams and projects. However, it is ineffective in this role 
due to inadequate staff and difficulties in exerting its 
authority over a Government bureaucratic structure which is 
beset with internal fragmentation and rivalries. In 1978, a 
high-level Bappenas official assured U.S. officials that an 
individual would be appointed to coordinate development as- 
sistance, but this appointment has yet to be made. 

The IGGI members have not set up an.effedtive mechanism 
to coordinate different donor agricultural activities and, as 
a whole, IGGI has not been willing to name a lead donor to 
actively coordinate assistance programs. UNDP officials 
stated that they have not taken the lead because they view 
this to be the responsibility of Bappenas. U.S. officials 
stated that the World Bank, as the largest donor, has not 
assumed leadership because it would need the support of all 
IGGI members, which it has not so far received. 

PRIORITIES NEEDED IN 
GOVERNMENT PLANNING AND COORDINATION 

The Government takes the lead in establishing and plan- 
ning its agricultural development, guided by agriculture con- 
sultants and donor studies on overall development and speci- 
fic needs. Each year the Government publishes a 2-volume 
"List of Project Proposals" bluebook, for which it seeks do- 
nor financing. Projects are fornulated for the most part by 
each ministry, rather than by Bappenas which lacks the staff 
to do this. The Ministry of Agriculture's Director of Plan- 
ning told us, for example, that each of the Ministry's five 
directorates conducts informal discussions with the donors 
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and submits their proposals to Rappenas for inclusion in the 
bluebook. Donors then begin formal negotiations with the 
various directorates on the particular projects they wish to 
fund. 

Internal problems inhibit __- 
integrated development -- 

A Governllent official told us that although Indonesian 
policy calls for closer integration of differing agencies' 
projects and for closer internal coordination, this has not 
been feasible because of limited staff, existing bureaucratic 
competition, and differences in donor programs and assistance 
objectives. This official told us that because of implemen- 
tation problems arising from the lack of internal cooperation, 
the Ministry of Agriculture's policies and procedures now sug- 
gest that donors deal with only one agency per project. For 
these same reasons, several donors who had experienced diffi- 
culties with nultiagency, integrated projects told us that 
they now favor working with only one ministry on a project. 

Because of certain absorptive problems in agriculture, 
the Bappenas staff recognizes the need for closer coordination 
within the Government and between the Government and the do- 
nors. However, Bappenas has not taken the necessary actions 
to achieve such closer coordination. Problems arise because 
(1) programs are spread throughout several ministries and (2) 
the ministries do not always cooperate. Consequently, Bappe- 
nas is hampered in exerting its authority to insure coordi- 
nation. Coordination problems also exist within each minis- 
try. For example, the 5 directorates now within Agriculture 
were consolidated under the Ministry in 1966. Each still re- 
tains considerable autonomy, however, and there is reported to 
be no effective body in the Ministry to coordinate policies 
and programs on a broad sectoral basis. 

Achieving either closer interagency coordination or es- 
tablishing a designated single individual or office with the 
authority to direct such coordination is likely to be diffi- 
cult in any country with entrenched political and bureaucratic 
interests. It is essential to recognize that internal 
coordination determines the extent to which fully integrated 
development can be achieved. 

Different donor requirements 
create administrative burden's - 

The Director of Planning, Ministry of Agriculture, said 
that the Government encounters project implementation problems 
because of the complexity of handling the various donor fiscal 
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years and ways of doing business. He said that each donor has 
its own development assistance approach which the Government 
must accommodate. The Ministry bureau responsible for coordi- 
nating donor projects and handling administrative procedures 
reportedly has excellent leadership but lacks qualified senior- 
and mid-level personnel to effectively handle the various re- 
quirements. Because in-depth discussions between Indonesia 
and the donor community have been minimal, it appears that 
there has been inadequate regard for how the variety of donor 
projects and administrative requirements might overload scarce 
Government managerial talents within any one agency. The 
Government has not actively sought to work out multidonor 
participation in projects partly because of the difficulties 
in dealing with many donors within single project areas. 

Political and social factors limit 
grassroots participation 

Government reluctance to decentralize authority and con- 
trol, combined with traditional Indonesian hierarchical values 
and social attitudes, has meant that community participation 
in development planning has been minimal. Patrimonial social 
relationships and consensual decisionmaking effectively block 
communication between the central authorities and the lower 
social echelons. Reinforcing this relationship, of course, 
is an authoritarian political structure in which communication 
is commonly "top-down," rather than farmer- or community- 
initiated. 

External donors have generally been discouraged by the 
central Government from working directly with either local 
community organizations or local governments. Only in the 
past few years have travel of donor officials in rural areas 
and contact with local governments become more accepted by 
the central authorities. In a recently developed provincial 
planning project, AID has been allowed to work directly with 
provincial officials on a trial basis and, thus, some initial 
progress has been achieved. Nevertheless, many donors have 
cited the need for the Government to obtain greater partici- 
pation in development programs from provincial officials and 
from assistance beneficiaries, such as farmers. 

DONOR PLANNING 
AND COORDINATION 

Donors plan their development programs according to the 
Government "repelita," but coordinating programs and projects 
among the donors is minimal for the most part. The IGGI an- 
nual meeting does not function effectively as a coordinative 
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mechanism for sector issues. Proposals for the establishment 
of in-country, sector meetings for program and project coordi- 
nation face opposition from some donors and, apparently, the 
Government. Therefore, they have not as yet been undertaken. 

Donor interaction in project selection 

U.N. policy gives the UNDP broad responsibility for co- 
ordinating international development assistance, but UNDP 
has not assumed the coordinating lead in Indonesia because 
it agrees with the Government that this is the Government's 
responsibility. UNDP, however, has been willing to share 
its development proposals with the donor community in the 
planning process. After working with various Government min- 
istries and with Bappenas in outlining its Second Country 
Program for 1979-83 and in identifying projects, UNDP circu- 
lated its proposals among the donor organizations and held 
discussions with other interested donors. Final projects were 
then presented to the Government. 

AID mission officials told us that they do not make a 
conscious effort to insure that their projects mutually sup- 
port other donor efforts, and that the relatively small size 
of the AID program in Indonesia limits U.S. influence with 
both the Government and other donors. Mission officials said ' 
that AID does not use the Government bluebook to select proj- 
ects for funding, but that this project book is useful to 
donors who have no staff in country, who do not design their 
own projects, and who wish to have their projects officially 
sanctioned as development assistance. AID employs consultants 
to help the Government plan its program, and mission staff 
also work with individual ministries in designing projects. 
In this way, AID has been able to get its own projects in- 
cluded in the book. 

The World Bank has assisted the Indonesian Government in 
preparing its third development plan by conducting extensive 
studies. Once the Government has reviewed these studies and 
the Bank has finalized them, the Bank makes them available to 
other donors. Bank projects designed to conform to the repe- 
lita are identified by appraisal teams working in conjunction 
with government officials from the agencies having responsi- 
bility for the sector being addressed. Bank officials have 
noted that the problem of poor internal coordination among 
government bureaucracies makes dealing with multiple minis- 
tries/agencies extremely difficult. Thus, the Bank favors 
working with only one ministry and preferably with only one 
element within a ministry for each project. 
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Asian Development Bank officials also told us that their 
projects are planned in accordance with the very broad Govern- 
ment priorities as outlined in the repelita. ADR projects are 
identified either by teams sent to Indonesia from Bank head- 
quarters, or are proposed to the Bank by the Government or 
other donors. These proposed projects are matched against 
the bluebook to ensure that they fall within Government de- 
velopment goals. In an apparent response to criticism about 
its lack of staff in Indonesia, ADB made a greater effort in 
1979 to discuss its proposals with interested donors. AID 
maintains, however, that the lack of a resident ADB office 
in Jakarta harms both ADB project implementation and the over- 
all coordination of donors in Indonesia. 

Project selection by some bilateral donors is reported 
to be based generally on Indonesian requests for traditional, 
large-scale capital projects, rather than on the need to fund 
projects for the rural poor. The representative of one bi- 
lateral donor active in several agricultural areas said that 
his country presents its own assistance program to the Govern- 
ment. Several bilateral donors are reportedly reluctant to 
share their project proposals with other donors because their 
projects are either commercially oriented or because they do 
not want their activities criticized. 

Inter-Governmental Group for Indonesia (IGGI) 1,' 

The IGGI's principal activity is its annual meeting, held 
in Amsterdam under the chairmanship of the Netherlands. These 
meetings are useful opportunities for holding macroeconomic 
discussions and for pledging assistance, but not for discussing 
specific issues. Described as "ritualistic affairs" with 
little detailed analysis or substantive discussion of specific 
donor programs, these meetings have not served as a forum 
for examining such issues as (1) Indonesia's absorptive capa- 
city, (2) Indonesia's transmigration programs, or (3) the 
agricultural issues of secondary crop production and soil ero- 
sion. 

These meetings, however, are generally agreed to be of 
some value as a process involving a degree of donor/host-gov- 
ernment interchange. At the 1979 IGGI session, the Indonesian 

L/IGGI membership includes: Austria, Australia, Belgium, Can- 
ada, Denmark, France, Germany, Indonesia, Italy, Japan, the 
Netherlands, Switzerland, New Zealand, the United Kingdon, 
the United States, the Asian Development Bank, the Interna- 
tional Monetary Fund, UNDP, and the World Bank. 
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economic performance and its external financing requirements 
were discussed. Government officials explained the basic goals 
of Repelita III and their expectations for economic progress. 
The World Bank presented its analysis of development needs and 
programs, and IGGI endorsed the Government objective to accel- 
erate investment in labor-intensive and export-oriented indus- 
tries. IGGI also endorsed the World Bank recommendation that 
official development assistance to Indonesia reach $2.3 billion 
per annum during the years 1979-83. 

IGGI was formed in 1967 following the overthrow of the 
Sukarno Government by the military forces and establishment 
of the New Order under General Suharto. The original purpose 
of IGGI was to extend economic assistance to Indonesia to per- 
mit stabilization and rehabilitation of the country's finan- 
cial position, but this has since evolved into a forum to ex- 
ternally finance the development program. 

We were told that when IGGI was established, the World 
Bank did not want to assume the consortium chairmanship be- 
cause of Indonesia's chaotic financial situation. The Dutch 
Government thus assumed this role because it was the donor 
most closely tied to Indonesia due to its status as former 
colonial ruler. Because the World Bank is now by far the 
largest donor to Indonesia and has shown an increasing inter- 
est in the country's development, some donors have suggested 
that the Rank assume the IGGI chairmanship. The Bank tradi- 
tionally serves in this role in the various consortia to 
which it belongs; however, Bank officials stated that the Bank 
cannot assume this position without a request to do so from 
the Government. Several donor officials said that the Govern- 
ment, for various reasons, does not want the Bank in the 
chairmanship. 

AID supports assistance consortia such as IGGI as "the most 
effective means in existence to coordinate country assistance." 
AID officials also note the importance of systematic in-country 
coordination. AID maintains that such local working-level 
meetings should be held to discuss particular sectoral and 
administrative problems. AID believes such meetings could also 
conserve the time of overworked Indonesian officials because 
they could discuss common concerns with donors all at one time. 

In-country sector meetings' 
resisted by some donors 

Because the IGGI annual meeting provides little oppor- 
tunity for in-depth discussion of specific problems or for 
coordination of programs and projects between the Government 
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and donors and among donors, some donor officials have sug- 
gested that sector meetings at the technical level be held in 
Jakarta to address those issues. U.S. Government policy has 
been to promote a stronger leadership role for the World Sank 
in Indonesia with respect to development activities; and the 
United States has encouraged the Indonesian Government and 
the World Bank to agree to and host these sector meetings. 

At the April 1979 IGGI meetings, the Dutch with strong 
U.S. support introduced the issue of the need for donor coor- 
dination and suggested holding such meetings in Jakarta. The 
French and British representatives opposed both the overall 
concept of coordination and the specific idea of sector meet- 
ings, as did the Japanese who qualified their position by 
agreeing to the possibility of attending strictly information 
exchange meetings. The World Bank had previously indicated 
to U.S. officials that it supported this coordination ini- 
tiative, but after strong French criticism, the Bank refrained 
from supporting the proposal. 

A World Bank official stated that to improve coordination 
with other donors, Bank officials have begun hosting monthly 
meetings with interested donor and Government officials to 
discuss development subjects. The only sector-level meeting 
to date, however, was held in February 1979, concerning irri- 
gation, but Bank officials terminated it before any substantive 
discussion and interchange regarding the numerous problems in 
this area had taken place. No plans were announced at that 
time for additional meetings. llention was made in the summer 
of 1979 of a forthcoming meeting on transmigration programs-- 
another area where existing and potential problems need to be 
worked out-- but as of March 1980, no specific plans had 
resulted. 

Closer donor coordination is also hindered by the reluc- 
tance of certain bilateral donors to share their loan propo- 
sals with other donors in the planning stages or to expose 
them to discussion at donor meetings. Some donors are said 
to be more interested in the commercial benefits related to 
their assistance than in the priority and development impact 
of the projects they finance. It is also reported that to 
gain access to the Indonesian market some donors--Canada, 
France, and Japan-- mix their low-interest development loans 
with export credits. U.S. assistance and export credit pro- 
grams are presently not used in such a nanner. 

The Indonesian Agriculture Ministry's Director of 
Planning said that meetings for agricultural coordination will 
not work for several reasons. 
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--Government ministers are not available to attend. 

--Indonesian personnel who are available are not usu- 
ally the people who are required for the meetings. 

--Donor representatives who would have to attend are 
not always in-country. 

--Donors have their own approaches and interests 
regarding development assistance. 

Some donor officials stated that the Government opposes 
the whole concept of donor coordination because it will result 
in more effective donor pressure on certain Government poli- 
cies. Thus, the Government only tentatively agreed to the 
Dutch proposal at the IGGI meet.ing on the provision that the 
meetings would include no donor criticism of the Government. 

With no mechanism for systematic, mutually beneficial in- 
terchange, each donor is left to individually discover and an- 
alyze the problems of other projects and programs. Although 
the informal, ad hoc information exchange among some donors 
is generally described as good, improved communication through 
sector-level technical meetings is desirable. This is parti- 
cularly important given the rapidly increasing level of as- 
sistance and the amount now directed at basic human needs 
activities. 

U.S. INTERAGENCY REVIEWS NEED TO RELATE 
U.S. BILATERAL AND MULTILATERAL ASSISTANCE 

Coordination within the U.S. Government of its bilateral 
assistance program to Indonesia with its consideration of 
World Bank and ADB lending to Indonesia has been very weak. 
Improving internal coordination was a principal objective of 
U.S. Government reorganization which resulted in a stronger 
interagency Development Coordination Committee (DCC) in 1978. 
At the time of our visit to Indonesia in October 1979, how- 
ever, the effect of these headquarters-level changes had 
not been felt significantly at the country level, where most 
assistance programs are initiated and can take on their own, 
independent momentum. Nor had these changes resulted in an 
overall cross-program review of how different types of U.S. 
assistance can relate to each other. 

DCC assumed the role of coordinating the United States' 
various foreign assistance activities in May 1978, under a 
presidential directive expanding DCC responsibilities and set- 
ting up a structure of interagency subcommittees to handle 
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bilateral and multilateral aid, international organization ac- 
tivities, and food aid prograt?s. In a recent report, "Coor- 
dinating U.S. Development Assistance: Problems Facing the 
International Development Cooperation Agency" (ID-80-13, Feb. 
1, 1980), we reported that this revised DCC system has func- 
tioned principally as a mechanism for independent review of 
each U.S.- assisted project, rather than for cross-program 
review to promote reinforcement among various assistance 
efforts within specific countries. Treasury officials con- 
firmed that at present there is no single forun for relating 
the country programs of different U.S. bilateral and multi- 
lateral forms of assistance. One positive DCC exercise in 
the past year or so, however, was its interagency assessment 
of development programs in Indonesia, which did at least 
attempt to look at the relationship of various types of U.S. 
assistance. 

DCC consideration of individual bank loans to Indonesia 
has not been even minimally oriented toward the coordination 
of different forms of U.S. assistance. From our examination 
of the minutes of DCC subcommittee meetings at which nulti- 
lateral bank loans for Indonesian agricultural development 
were considered, we found very little interagency discussion 
of the development aspects of bank loans as they relate to 
other forms of U.S. assistance. We also found virtually no 
record of AID contributions to the loan discussions, even 
though AID does have substantive criticisms regarding several 
aspects of the banks' lending programs, such as with irriga- 
tion and transmigration. Although AID was represented at 
these meetings, the AID representative told us that the 
Agency finds it ITore effective to informally raise substantive 
questions on bank strategy or projects at earlier stages in 
the loan approval process, rather than through the DCC pro- 
cess. In light of the limited donor coordination in Indonesia 
as previously discussed, and considering the AID mission's 
complaints at the time of our visit that it receives no in- 
formation on World Bank project proposals and limited and 
late ADB information, we question whether such early AI3 in- 
put to bank proposals is systematically being carried out. 

The timing and procedures for DCC input to the nulti- 
lateral bank loan approval process significantly limit U.S. 
Government influence over the design and direction of these 
loans. The Chairman of the'DCC Working Group on Multilateral 
Assistance said it is standard procedure to forward summaries 
of bank proposals to the AID missions and to request comment. 
The AID representative to DCC over the past 2 years told us 
that he relies on the AID country desks and missions for his 



input to working group discussions, but that he rarely re- 
ceives such input in time for these discussions. The AID 
country desk officer for Indonesia was only vaguely aware of 
the DCC loan review process and said the Mission itself com- 
ments on bank loans. The AID Mission Director told us that 
only for ADB loans have they been asked to comment, never 
for World Bank loans, and that often his comments are useless 
because of the limited time allowed for their input. Mission 
staff say they do not currently spend much time commenting 
on ADB loans because they are familiar with the basic aspects 
of these loans by the time they reach them for comment. 

We believe that unless the Working Group's input is 
brought to bank'loan consideration much earlier in the loan 
approval process, there is little prospect for improved 
coordination through the DCC process. And unless the quality 
of substantive discussion of bank loans is improved through 
a more active AID role, a DCC thus positioned to have more 
influence over bank loans may have little to contribute 
in the way of program or project design, and U.S. attempts 
to encourage better coordination of assistance to Indonesia 
will continue to be frustrated. 

Early DCC consideration of bank loans at the time the 
loan development process is begun-- such as when they are pub- 
lished in the monthly operational bank summaries--appears to be 
the only way the DCC can significantly contribute to coordinated 
bilateral and multilateral assistance programs. Otherwise, 
the coordination process will remain essentially at the in- 
country level, and further DCC reorganization will be futile. 
Earlier DCC consideration of bank loans should also allow AID 
missions a more significant input than now occurs. 

The International Development Cooperation Agency (IDCA) 
was created in October 1979 to improve assistance coordina- 
tion. IDCA and Treasury officials told us they have estab- 
lished a new system for coordinating the different types of 
U.S. development assistance as of the end of April 1980. 
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CHAPTER 4 

DIFFICULTIES IN ACHIEVING COMPLEMENTARY 

ASSISTANCE PROGRAMS 

Detrimental effects resulting from limited coordination 
lie mostly in a lack of a focused overall donor effort, rath- 
er than in actual duplication of donor activities. Agricul- 
tural donor activities are largely independent and disparate, 
but most fall easily within the Indonesian Government's S-year 
development plan. In addition, detrimental effects arising 
from the failure to openly discuss existing problems in donor 
forums are likely to be revealed in the future as these prob- 
lems remain unresolved. 

DONOR ORIENTATION 

Although the overall division of donor assistance in 
Indonesia's agricultural program is not entirely clearcut, a 
distinct pattern can be seen. AID, for example, specializes 
in research, agricultural training, institutional development, 
and small-scale, rural road and electricity projects. The 
World Bank has been extensively involved‘in large-scale irri- 
gation and in estate crops (rubber and sugar), but has recently 
started emphasizing small farm programs and transmigration. 
ADB is mostly funding large-scale projects, but UNDP has many 
small projects. Other bilateral donors, particularly Japan 
and France, are funding more commercial ventures. Although 
some donors recognize the need for complementary programs, 
each considers the achievement of mutually supporting pro- 
grams to be a Government, and not a donor, responsibility. 

The AID program in Indonesia focuses, by design, on very 
few of Indonesia's key development problems. Because of 
relatively limited financial and staff resources, AID offi- 
cials believe their focus should be directed toward specific 
project areas in which AID has specialized capability and 
experience, such as agricultural research and training. The 
AID program, thus, does not in itself integrate different de- 
velopment components, but rather relies on the substantial 
external assistance received from a variety of other donors 
to meet Indonesia's other needs. 

The World Bank is active in a broad span of development 
activities; however, in a self-initiated study, the Bank found 
few complementary projects within its total program and little 
consideration given to this concept in planning its programs. 
For example, bank-supported transportation projects, had only 
a marginal relationship to Bank-financed agricultural proj- 
ects. 
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AD6 also finances a wide range of development projects 
planned with the Government to fit Repelita III goals, relying 
on the Government to integrate them with other donor projects. 
Apparently in response to criticisms about previously inade- 
quate coordination arising because of their lack of resident 
staff in Indonesia, ADB recently made a greater effort to 
coordinate its programs with other donors in Indonesia. 

UNDP also worked with the Indonesian Government to as- 
sure that its Second Country Program would fit Repelita III 
goals. Program officials consider it the Government's re- 
sponsibility to direct and manage donor programs to make them 
complementary. At the project formulation stage UNDP, did cir- 
culate its proposals among donors and held some discussions 
to encourage better coordination. 

UNDP officials told us that, compared to other donor pro- 
grams, UNDP grant funds can be used more flexibly. For this 
reason, the Government prefers using them for projects which 
are more experimental and of higher risk than would be appro- 
priate for banks or other donor loans. As these projects 
prove viable, other donors then can follow up in these areas. 

DONORS WORKING IN SAME SUBSECTORS 

In a number of agricultural subsectors, several donors 
are active. In irrigation, for example, both the World Bank 
and ADB fund large-scale capital projects; the Netherlands 
funds irrigation systens‘design, as well as some construction; 
and AID funds separate small-scale irrigation systems known 
as "sederhanas." The World Bank and ADB also fund large-scale 
projects in roads and electric power, and AID and certain 
other bilateral donors fund rural feeder roads and rural elec- 
tricity. 

In some cases, these smaller projects are consciously de- 
signed by donors to tie into larger scale projects; in other 
cases, donors simply finance small-scale projects, relying on 
the Indonesian Government to plan these in conjunction with 
larger projects. This is said to be the case particularly 
where the donor has no assistance staff in the country. In 
addition, in the relatively new area of direct aid to provin- 
cial government planning, first pioneered by AID, several do- 
nors have now become active. 

Because Indonesia's needs are so great in each of these 
areas, it appears that different donor efforts in the same 
subsector do not overlap or duplicate each other. However, 
they may occasionally interfere with each other in cases 
where, because of differences in the size of donor programs, 
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the Government may alter arrangements agreed upon with some 
donors in order to accommodate the needs of the larger donor. 
This is reported to be the case in some instances when the 
World Bank, with its large projects, enters an area of as- 
sistance previously the province of smaller donors. With a 
number of donors active in the same subsectors, each with 
their own lending requirements, procedures, and paperwork, In- 
donesia's already strained bureaucracy and management abili- 
ties may be unnecessarily overburdened. There has been some 
discussion of the possible advantages of more distinct divi- 
sion of donor activities to avoid these kinds of strains on 
Indonesian management. But in a country where the needs are 
so vast in so many subsectors, each donor may want to say it 
is active in such vital areas as irrigation and roads, for 
example. Nevertheless, we believe the possibility of more 
distinct donor specialization needs to be explored further 
in order to minimize the administrative burdens on Indonesia's 
scarce managerial resources. 

LINKS BETWEEN AGRICULTURAL SUBSECTORS: 
COORDINATED PROGRAMS ARE IMPORTANT 

Close links exist across the range of agricultural sub- 
sectors, with progress in one subsector dependent on improve- 
ments in other subsectors. For example (1) research results 
should be applied through agricultural extension efforts: (2) 
seeds, fertilizers, and pesticides cannot be widely used unless 
agricultural credit is available for small farmers; (3) crop 
surpluses of one area cannot be transferred to deficit areas 
without improved storage, distribution, and marketing systems; 
(4) further irrigation system development needs to be accom- 
panied by soil conservation efforts if land erosion and canal 
siltation is to be avoided; (5) transmigration efforts should 
be supported by a variety of soil and crop research, training, 
and social service programs if migrants are to be successfully 
integrated in new regions; and (6) secondary crops need to be 
provided with the whole range of agricultural support services 
now available only to rice farmers. 

However, because of the lack of a comprehensive, closely 
integrated development effort and limited donor interaction 
in planning, we question whether some agricultural improve- 
ments are, in fact, being supported by advances in other, 
interdependent areas. For example, there is no certainty that 
the results of AID-assisted research will be applied through 
improved, Bank-assisted extension programs. As a World Bank 
study noted, even some projects intended to reinforce each 
other remained isolated. For example, a rain-fed food crops 
research and extension center was placed on Java adjacent to 
a rice center, instead of on the outer islands where it is 
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urgently needed to provide practical research support to 
Bank-financed transmigration projects. As another example, 
the Bank study noted that farm extension and input supply 
services had not been keeping pace with irrigation services, 
with the result that additional irrigation water was partly 
wasted and reinforcement between the two Bank projects was 
weak. A conclusion of this Bank study is that the desira- 
bility of complementary programs received too little atten- 
tion at the Bank's program planning, project appraisal, or 
supervision stages. 

In addition to inadequate donor coordination, other ob- 
stacles to more closely supportive agricultural aid programs 
relate to limitations in governmental capability and organi- 
zation. For example, the World Rank has financed seed and 
fertilizer projects, but small farm credit programs, which 
have been a principal province of the Indonesian Government, 
have not been able to reach most of the poorest farmers. 
Delivery systems for these essential "green revolution" com- 
ponents, mostly Governnent agencies and newly organized 
cooperatives, have also not been as effective as desirable in 
terms of timely distribution of seeds and fertilizer. Donors 
have generally not been very active in providing assistance in 
these areas, however, because of difficulties which only 
policy changes can correct. 

We studied several agricultural subsectors where there 
is a recognized interdependence between development compo- 
nents, including the following: 

--in irrigation, between canal construction, develop- 
ment of water user associations, and watershed nanage- 
ment programs to address serious soil erosion problems; 

--in transmigration, between the movement of migrants, 
area development, and the provision of social support 
services; and 

--between policies and programs needed to develop second- 
ary crop production. 

In each area we have tried to identify the najor factors af- 
fecting donor coordination and the extent to which donor pro- 
grams are complementary. 

Irrigation 

The largest proportion of donor funds has been used for 
irrigation, but potential benefits from these sizeable invest- 
ments in canal construction have not been realized because of 
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insufficient attention to the need for numerous agricultural 
support services to accompany the physical construction of 
canals. Specific reasons for these disappointing results are 
reported to be (1) delay in constructing the smaller canals 
reaching farmers' plots and the final drainage systems, resulting 
in serious flooding in some areas; (2) inadequate farmer par- 
ticipation in constructing these tertiary canals; (3) failure 
to organize farmers to sustain and repair the canals; and (4) 
insufficient support by Indonesia for programs to improve water- 
shed management and retard soil erosion. In addition, future 
progress from irrigation development is expected to depend on 
comparable expansion of services to irrigated farms, such as 
technical advice, seed and fertilizer supplies, and credit. 
Successful irrigation must, therefore, go beyond the physical 
construction of canals. Although major donors recognize the 
interdependence of these different elements, they have not been 
able to coordinate their development. Reasons for this lie 
partly with lack of donor coordination and partly with factors 
outside direct donor control. 

In the case of canal system construction, donor assis- 
tance has mostly been for the larger primary and secondary ca- 
nals. Development of the tertiary canals which reach indi- 
vidual plots, was left to the farmers. The farmers, however, 
were unable or unwilling to build these smaller canal systems, 
and many of the benefits of donor assistance did not reach 
individual farmers. Farmers were unable to build the canals 
because of (1) lack of technical knowledge, (2) insufficient 
funds, (3) difficulties in securing right-of-way through 
farmer plots, and (4) inadequate organization among benefi- 
ciary farmers. 

After recognizing its failure to ensure the distribution 
of water from primary and secondary canals, the World Bank be- 
gan funding tertiary canal construction in 1974. The Govern- 
ment still maintains that tertiary canal construction is a 
farmer responsibility. AID contends that because the farmers 
are ultimately responsible for the operation and maintenance 
of these canals, success requires their commitment, which is 
most likely to be obtained if they construct the canals. In 
a sense, then, to speed canal construction, the World Rank has 
assumed traditional community responsibilities instead of under- 
taking active programs which address the financial, social, 
and administrative limitations which farmers face in achieving 
community involvement and responsibility for maintenance. 
Thus, the tertiary canal construction has come to be systena- 
tically integrated in irrigation prograns, but is not being 
addressed as thoroughly as it still needs to be. 
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Another crucial component of a successful irrigation ef- 
fort not being effectively carried out is the task of operat- 
ing and maintaining these tertiary canals once they are built. 
As a result, these canals have needed extensive rehabilitation 
and water allocation has been inequitable, with farmers near- 
est to the canals receiving ample water and those downstream 
receiving little or none. 

Donors are limited in this particular area by factors 
largely beyond their control or direct influence. Many of 
the irrigation problems are said to lie at the village level, 
where farmer organizations are generally too weak, too poli- 
tical, or too corrupt to achieve efficient or equitable water 
management. Water for irrigation is one of the nost valuable 
resources in Indonesia, as in many developing countries, and 
decisions on its allocation are necessarily political ones. 
The need to deal at the village level with these problems of 
canal maintenance and water allocation raises sensitive ques- 
tions regarding donor involvement in local political struc- 
tures. In addition to the sensitivity of this prOblW?I, there 
is real uncertainty as to how effective water associations 
can be developed because --in a country as culturally varied 
as Indonesid --an approach found to be effective in one commu- 
nity may have little success in another community. 

Soil conservation and careful watershed management are 
now also recognized as essential components of a successful 
irrigation program. Years of intensive rice cultivation on 
the crowded and hilly central islands have caused alarming 
damage to watersheds. Flooding, siltation of canals and riv- 
er basin fisheries, destruction of arable land, and contami- 
nation of potable water supplies have resulted. 

Although foreign donor soil conservation activities have 
occasionally been approved, this component is not systemati- 
cally being addressed in current donor irrigation programs. 
AID for example, has included a watershed improvement ele- 
ment in one agricultural project, but has chosen not to go 
ahead yet with a proposed project of wider scope. At this 
point, AID does not want to fund single, limited-scope water- 
shed projects, but believes that because enough is now known 
about how to design and implement such programs, the present 
need is for a strong, nationwide program for soil conservation 
and watershed management. s 

According to AID officials, the existing divisions of 
authority and the accompanying jurisdictional disputes be- 
tween agencies have made a strong national program difficult 
to achieve. AID has suggested to the Government that to 
increase the emphasis on this subject, soil conservation 
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responsibilities should be consolidated into one ministry. 
AID also raised this general subject at the April 1979 IGGI, 
but no coordinated donor approach has yet been made to the 
Government as a means of demonstrating donor concern in 
this particular area. 

A Ministry for Environmental Control responsible for co- 
ordinating a variety of environmental programs has been formed. 
This Ministry, however, is reported to be of such limited size 
and influence that it cannot at present overcome the entrenched 
interests of other agencies and direct the integration of 
environmental concerns such as soil conservation into programs 
led by other agencies. 

Transmigration 

Responding to the Government emphasis on transmigration 
as a means of developing cultivable land on the sparsely pop- 
ulated outer islands is considered an extremely complex and 
expensive undertaking, involving not only the selection and 
movement of people but also the provision of agricultural and 
social services. Coordination within the Government and among 
the donors, in terms of information-sharing, agreement on 
strategy, and complementary activities, needs to be greatly 
improved if these expensive transmigration efforts are to be 
succcessful. 

In Repelita III, the Indonesian Government has placed high 
priority on transmigration and has sought large levels of for- 
eign assistance to help meet its goal of moving 100,000 fami- 
lies a year over the next 5 years --a goal considered extremely 
ambitious in view of the fact that in the past 75 years a 
total of only 750,000 persons have migrated or been moved 
to the outer islands. 

The World Bank is the major donor assisting the Indonesian 
Government in its transmigration program. Between 1976 and 
1979, the Bank has financed 2 transmigration projects totaling 
$95 million for resettlement on Sumatra, has included transmi- 
gration components in several of its other loans, and has tenta- 
tively planned continued funding of a series of transmigration 
projects over the next few years. ADB has also assisted in 
transmigration through a.$720,000 loan in 1975 and a $35 mil- 
lion loan in 1978-79 for integrated area development in South- 
east Sulawesi, co-financed by the European Community Economic 
Fund and the Islamic Development Fund. Certain other donors 
are also providing technical assistance. 
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Some disagreement about the priority being given to this 
difficult area appears to be affecting the extent to which 
transmigration is a closely coordinated effort. At the time 
the iJorld Bank's 1976 loan was being reviewed, a number of 
Rank Board members, including the U.S. Executive Director, 
expressed concern about the degree of Bank commitment to 
this inherently difficult and costly program. The U.S. Trea- 
sury Department has been particularly critical of the oppor- 
tunity cost for such enormous sums of money, which it feels 
may be more productively used. The Treasury Department notes, 
for example, that the World Bank's $500 million in transmigra- 
tion projects in the pipeline would affect only .5 percent 
of Indonesia's population. AID and State are also concerned 
that transmigration may proceed at the neglect of urgent rural 
development needs on Java, and reportedly there is already 
some resentment in Java about neglect of vital rural develop- 
ment as a result of the transmigration emphasis. Apparently 
as a result of such discussions, the Bank sought to be very 
thorough in planning its second transmigration project. The 
overall U.S. position is to reinforce the concern of Bank 
management about the problems inherent in an expanded 
transmigration program, to assure that only viable projects 
with a good chance of'success will be approved. 

Although AID is supporting an integrated area development 
project (at Luwu in South Sulawesi), it is careful to note 
that its effort is largely one of relocating families already 
living in the area, and that AID has no plans to get directly 
involved in transnigration. Because of potential problems 
that may develop and the large financial costs associated with 
trdnsmigration, AID has avoided direct involvement in such 
projects. Problems experienced by another bilateral donor led 
it to discontinue direct assistance for transmigration. 

Some problems which need careful attention are (1) poten- 
tial conflict between migrants and indigenous ethnic groups, 
(2) adequate soil and crops research and appropriate site 
selection and land-clearing techniques, and (3) need for or- 
ganizational improvements within the Indonesian Government 
to effectively coordinate migration and land-clearing activi- 
ties with the supporting social services. 

Potential friction between transmigrants and the indi- 
genous population may result if these local populations do 
not share in program benefits. Land rights are also a aajor 
issue, and it is doubtful that many transmigrants will obtain 
title to their lands. This is in part because land on the outer 
islands is sometimes held communally rather than individually, 
and attempts to legitimize private ownership could lead to 
political conflict with the indigenous population. 
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Given the Indonesian Government's ambitious short-term 
targets, there is also concern whether soil analyses and land 
surveys can be done thoroughly enough to avoid damage (1) to 
the outer islands' ecological balance through rapid deforesta- 
tion and (2) to topsoil layers through the use of inappropri- 
ately heavy machinery. We were told that there is already some 
possibility that rainfall patterns have changed over Sumatran 
development areas and that areas selected for rain-fed crops 
may not receive the anticipated rain. 

In addition, there is serious concern about whether the 
Government is capable of managing such an extensive and complex 
program. It is estimated that over 50 Indonesian Government 
agencies are in some way involved in transmigration; and al- 
though the Government has initiated some bureaucratic reor- 
ganization, many donors are skeptical that these new proce- 
dures can adequately direct the major organizational and 
financial effort of providing supportive services to trans- 
migration areas. Many donors believe that if the movement of 
migrants is to be accompanied by the provision of essential 
social support services, the Indonesian Government will have 
to significantly improve its internal interagency coordina- 
tion. 

Although there are numerous opportunities for comple- 
mentary donor efforts in providing the wide range of needed 
support services, there is little evidence so far that dif- 
ferent donor programs are directly reinforcing each other. 
In a study of its agricultural programs in Indonesia, the 
World Bank noted the need for more closely complementary pro- 
grams in transmigration, particularly the need for sharply 
focused agricultural research to accompany transmigration. 
The Bank noted that such research would benefit its transmi- 
gration projects on Sumatra but that neither the Bank nor AID, 
which both fund research programs, deliberately planned their 
research to support Sumatran transmigration. (One of several 
AID research stations, however, did happen to be located near 
a transmigration site.) 

AID cites its agricultural research, education, and 
malaria control programs as benefiting outer island develop- 
ment and thus being complementary to transmigration, but AID 
also told us that it prese,ntly is not planning its programs 
in conjunction with the Bank's transmigration efforts. In 
fact, an AID official told us that AID assumes the World Bank's 
projects to be thoroughly planned to include all needed phy- 
sical facilities and social support services, and that AID 
suggestions on the possible need for support programs might 
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be construed by the Bank to be critical of Bank planning abil- 
ities. In fact, to some extent, it appears that in transmi- 
gration, donors have divided the country geographically with 
the World Bank in Sumatra; the ADB in Southeast Sulawesi; and 
AID in Central Sulawesi. 

In view of the enormous rquirements of transmigration 
and the strong Government commitment to it, we believe there 
is a crucial need for donors to initiate sector-level meetings 
(see chapter 3) which would permit candid discussion and reme- 
dy of the problems already emerging, and would facilitate more 
complementary programs. 

Secondary crops 

Since 1976-78, as the rate of growth in rice production 
slowed, there has been increased discussion of the Government 
need to shift from its policy of rice self-sufficiency to one 
of food self-sufficiency. Although Repelita II recognized 
the need for secondary crop development, it is widely admitted 
that little progress was made. The lack of attention to non- 
rice food crops is evidenced by a marked reduction in areas 
harvested during Repelita II and only small yield increases. 
In fact, corn, the most important of these secondary crops in 
terms of area harvested, showed a sharp 32-percent decline in 
production from 1974 to 1976. 

Transition from a rice policy to Repelita III's stated 
food self-sufficiency policy is expected to require a concen- 
trated, multifaceted effort, including research, extension, 
input provision, and storage and marketing facilities. In 
addition, a Government policy of price guarantees for crops 
is needed to encourage farmers to plant these crops and to 
keep the prices low enough relative to rice prices, to over- 
come the traditional Indonesian preference for rice. A floor 
price for corn was recently set as an experiment in East Java, 
but it was not successful because of inadequate storage fa- 
cilities and crop disease. 

Due to the lack of a specific Government strategy ad- 
dressing secondary crops there had been, as of late 1979, 
only minimal, scattered, and uncoordinated donor assistance 
in this area. Thus, in this important area, coordination had 
been limited by the absence until recently of any real Gov- 
ernment initative. More active donor involvement is likely 
to await Government adoption of basic policies which support 
secondary crop development, such as price supports and sup- 
plies such as seeds, fertilizers, pesticides, and storage 
facilities, as it has done for rice so enthusiastically over 
the past decade. 
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Reaching agreement between the Government and,the var- 
ious donors on a precise strategy and set of priorities may 
be difficult. In late fall 1979 a team of agricultural experts 
funded by the U.S. Department of Agriculture conducted a study 
of secondary crop development needs which AID hopes can be 
used as a guide for future donor and Government projects. 
Once agreement is reached concerning an operational strategy, 
closer coordination will become essential both in terms of 
information-sharing and in terms of complementary projects, 
especially'given the scarcity of resources relative to need. 
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CHAPTER 5 

CONCLUSIONS AND RECOMMENDATIONS 

Although, in principle, supported by most donors, the 
goal of achieving a closely coordinated development effort 
focused on Indonesia's priority needs has, in reality, proved 
very difficult. In Indonesia, agricultural needs are vast 
and the precise set of priorities and courses of action have 
not been so apparent as to be easily agreed upon or formu- 
lated into a national development plan. Donor organizations 
have their own "specialties" and restrictions governing the 
kinds of projects they fund, as with AID's concentration on 
basic human needs or the multilateral development banks' con- 
centration on "bankable" projects, which may not always in- 
termesh, or which some donors do not want to expose to other 
donors' criticism. The Indonesian Government has been reluc- 
tant to encourage the kind of close donor coordination which 
might expose it to donor pressures. Further, some donors have 
resisted close coordination because of the sensitivities of 
the Government or because their assistance programs have been 
instruments of their own narrow commercial policies. 

External donors appear to be closely observing the 
"principle" of North-South relations that developing coun- 
tries are responsible for formulating their own development 
plans, while donors play the secondary role of providing ad- 
vice, expertise, and financing. In Indonesia, where top- 
level Government officials are highly trained and well-regarded 
and where oil resources provide both independent revenues 
and international political importance, donors are particu- 
larly cautious about infringing on host-government preroga- 
tives and sensitivities. Virtually all donors expressed the 
view that it is the Indonesian Government, and not any single 
donor or group of donors, that rightly assumes the task of 
directing and coordinating all donor activities. Thus, the 
single focal point for coordinating development assistance is 
Bappenas, and not IGGI, UNDP, World Bank, or AID. 

In Indonesia, however, there is no single agency, in- 
cluding Bappenas, which directs and coordinates the activi- 
ties of other Government agencies or, at a minimum, even 
collects information on all donor activities, Each ministry 
controls donor activities within its jurisdiction, Because 
these ministries protect their program responsibilities, it 
has been difficult to achieve the kind of close coordination 
necessary to integrate development activities, particularly 
efforts involving more than one ministry. 
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Under these circumstances, the existing coordination me- 
chanisms have not been effective in achieving an overall de- 
velopment effort in which different donor activities closely 
support or reinforce each other. IGGI has provided a means 
of communication for macroeconomic issues, but there is no 
means for detailed discussions. Informal in-country contacts 
among donors have served to permit information exchange on 
specific activities, but these meetings, often social occa- 
sions, have not served as opportunities for comprehensive 
analysis and decisionmaking. Somewhat more structured meet- 
ings attended by working level representatives of the Govern- 
ment and active donor organizations have been suggested, but 
very little success has been achieved so far with these be- 
cause of Government and donor resistence. 

Related to the'subject of donor coordination, but rarely 
discussed openly, is the question of donors working together 
to promote changes in existing governmental policies, prac- 
tices, and development emphases. Although donors have been 
cautious in Indonesia about appearing to interfere in domes- 
tic decisions, we believe there is a need for donors to iden- 
tify more directly the appropriate role for foreign assist- 
ance in a situation where needed institutional change, as 
well as transfer of funds, is the problem. In a previous 
report to the Congress, l/ we identified and addressed these 
same issues. We believe-that unless these and other develop- 
ment questions are more openly discussed with the Indonesian 
Government, such as the difficulties of working with different 
bureaucracies on multisectoral programs, of working at lower 
government levels and of alleged leakage of funds through 
through corruption, the extent to which the development ef- 
fort can be made more effective will be limited. 

This is not a situation in any way unique to Indonesia, 
as noted in the ADB "Second Asian Agricultural Survey." With 
regard to all countries of South and Southeast Asia, ADB re- 
ported that over the last decade 

"Reforms, limited in scope though these have been, 
were mostly frustrated because governments had nei- 
ther the political will nor the administrative capa- 
bility for successful implementation." 

J/"Disincentives to Agricultural Production in Developing 
Countries," (ID-76-2, November 26, 1975). 



AID and the Embassy have sought closer coordination both 
with the Government and with other donors in IGGI and at the 
country level. We believe the task of promoting improvements 
in donor coordination should not rest solely with the U.S. 
Mission, particularly in countries such as Indonesia where AID 
is a relatively small donor, We believe, rather, that the 
World Bank, as the largest donor and as a nonpolitical, inde- 
pendent multilateral organization, should be more active in 
working with the Government to coordinate donor programs and 
conduct in-country donor discussions and policy analyses. 

Significant increases in assistance are being planned 
for Indonesia, despite reports that Indonesia is having dif- 
ficulties absorbing current assistance. Donor officials 
were reluctant to explore this problem thoroughly in discus- 
sions with us, and we found little evidence that they had 
examined it in any detail among themselves or with the Gover I- 

ment. There also was no record of any consideration of 
Indonesia's absorptive capacity within the U.S. interagency 
DCC for discussion of proposed bank loans. We believe that 
the U.S. executive directors to the multilateral development 
banks should initiate thorough discussion and analysis of 
this subject and of the banks' proposed future lending, and 
should provide reports for U.S. interagency consideration. 

Because country needs, balance-of-payments, and debt- 
service considerations are primary criteria behind donor lend- 
ing decisions, absorptive problems, such as Indonesia's short- 
age of senior- and mid-level managers, tend to be handled su- 
perficially through the use of foreign consultants and con- 
tractors. We believe AID's emphasis on agricultural and 
management training is very appropriate, and that this is an 
area where all donors should be active. In addition, we 
believe donors should explore ways to minimize burdens on In- 
donesia's management of working with donors' different lending 
requirements. 

Presence of donors' resident staffs with country exper- 
tise and decisionmaking authority is generally viewed as an 
optimal arrangement, particularly for basic human needs pro- 
grams in a country short of trained managers, and it certain- 
ly facilitates communication and coordination among donors. 
The question of whether ADB should set up resident offices 
in Asia, however, involves factors outside the scope of this 
review, such as administrative costs and choice of country 
considerations. 

What is important, in our view, is that major donor as- 
sistance programs be revealed and openly discussed early in 
their proposal stages, so that potential problems are fully 
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understood and possibilities for complementary donor efforts 
are identified. We believe that the U.S. executive directors 
should request, and be provided earlier, more extensive 
information on proposed bank projects. We also believe that 
to more closely relate AID and bank programs, the new IDCA 
Director should share this information with the AID missions 
and with DCC representatives. In this context, we believe 
that AID should become more active in the DCC loan approval 
discussions. Further, we believe that mission analysis of 
bank loans, once this can be done more thoroughly earlier in 
the loan aphroval process, should be routinely required and 
more effectively used. 

In addition., to encourage other bilateral donors to share 
information on their assistance programs and to work more 
closely with other donors in planning the overall assistance 
effort in Indonesia, we believe the Secretary of State and 
the Director of IDCA should forcefully encourage close donor 
cooperation in international development forums. 

RECOMMENDATIONS 

In view of (1) the need for close donor/host-government 
coordination for discussion of agricultural issues and for 
concerted planning; (2) the ineffectiveness of existing coor- 
dination arrangements in meeting this need; (3) the need for 
leadership in promoting such closer coordination, and (4) 
the position of the World Bank as the largest donor to Indo- 
nesia, we recommend that the Secretary of the Treasury, work- 
ing with the Director of the International Development Coop- 
eration Agency 

--direct the U.S. Executive Director to the World Bank 
to pursue with Bank officials the need for the Bank 
in concert with other donors to 

seek a more active role in coordinating 
donor assistance programs and in encouraging 
the Government of Indonesia to promote effective 
coordination, including periodic sector-level, 
problem-oriented discussions among donors; 

promote Indonesian efforts to achieve closer in- 
teragency and‘provincial cooperation oriented to- 
ward more precisely defined development priorities 
and toward focusing assistance on these priority 
needs; and 
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assess ways to improve Indonesia's absorptive 
capacity and base increases in future 
Bank program levels on substantive steps to 
reduce absorptive problems. 

--direct the U.S. Executive Directors to both the World 
Bank and the Asian Development Bank to promote early 
information-sharing on proposed bank activities so 
that U.S. officials will have the necessary time to 
evaluate the relationships between bank programs and 
U.S. bilateral programs; and 

The Secretary of State and the Director, IDCA should re- 
emphasize to other bilateral donors the need for both increased 
information-sharing and their participation in effective 
coordination. 

We further recommend that the Director, International De- 
velopment Cooperation Agency, see that multilateral devel- 
opment bank loans undergo cross-program review within the DCC 
to promote mutual reinforcement among the various assistance 
efforts within specific countries. 

AGENCY COMMENTS AND OUR RESPONSE 

AID officials agreed with our conclusions and recommen- 
dations and complimented the report's constructiveness. State 
Department program officials agreed with the report but wanted 
us to note that State and AID have made a major effort over 
the past year to encourage other bilateral donor coordination 
but that this effort was not favorably received, largely 
because many bilateral donor programs are commercially ori- 
ented. State Department officials also noted that the rela- 
tively small size of the U.S. assistance program in Indonesia 
limits the State Department's ability to encourage bilateral 
donor coordination. The Department of Agriculture represent- 
ative said that his agency had no comments on the report. 

IDCA agreed with the report's recommendations, with the 
exception of the recommendation dealing with absorptive capa- 
city problems. Treasury Department officials also objected 
to this recommendation. IDCA and Treasury officials said 
that the report does not show the existence of an absorptive 
problem in Indonesia. Treasury officials stated that (1) they 
do not know in fact that there is an absorptive problem; 
(2) if there is an absorptive problem, its magnitude and exact 
nature are not known: and (3) the report prejudges the existence 
of an absorptive problem, and does not support the need for 
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our recommendation. Treasury officials also said the report 
discussed the issue only in three paragraphs; They stated 
that although they had not examined the absorptive capacity 
issue in an overall analysis of project proposals for Indo- 
nesia, World Bank data indicates that Indonesia "has no 
problem, relatively speaking;" they did not, however, object 
to a study being made to determine if an absorptive problem 
exists. 

Treasury officials also stated that the World Bank has 
already actively sought a leadership role in the donor com- 
munity. Further, they felt greater coverage should have been 
given to the DCC interagency review of Indonesia and to the 
revised interagency system for reviewing bank loan proposals. 
In addition to its oral comments, the Treasury Department 
provided written comments on our recommendations which are 
included as an appendix. 

Although not specifically labeled as such, factors 
affecting Indonesia's effective use of assistance are discus- 
sed in each chapter of the report. In addition to the 
specific section on absorptive problems, the report shows 
throughout that managerial, technical, and personnel 
problems exist as well as bureaucratic and social and poli- 
tical constraints to development progress. We agree that 
the extent and type of the absorptive problem needs further 
defining, but as an inherent part of an assessment as to how 
Indonesia can be helped and not as an isolated study. We have 
not stated that the country has reached its absorptive limit 
as maintained by Treasury. We have shown that a variety of 
factors limit effective use of assistance, and concluded 
that increases in future Bank program levels should be based 
on steps to reduce absorptive problems. Significant progress 
has not been made in coordinating and leading donor activi- 
ties, and we are encouraging the Bank to actively seek a 
leadership role. 

With regard to the DCC interagency review of Indonesia, 
we have stated this was a positive step. As Treasury offi- 
cials are aware, the study is not further discussed in this 
report because of its classification. In our opinion, how- 
ever, this review did not go much beyond concluding that 
inadequate donor coordination exists, and in any case, it did 
not serve as the kind of forum needed for examining donor 
agricultural programs and proposals. 

With regard to the Treasury's establishment of a new 
system for reviewing the development banks' loan proposals, 
we did not find any evidence of its operation at the time of 
our visit to Indonesia in October 1979. As mentioned earlier, 
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AID Mission officials stated they had never had been asked 
to evaluate World Bank project proposals for DCC loan pro- 
posal consideration. IDCA told us the system was to be put 
into operation in April 1980. Although Treasury officials 
assured us their revised system will operate effectively, 
we have not seen the effects of that system, and we believe 
a continued effort is needed on the part of the U.S. Execu- 
tive Directors to ADB and more particularly the World Bank, 
to actively promote early information-sharing and improved 
in-country coordination. 
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APPENDIX I APPENDIX I 

ASSSTANT SECNETARY 

DEPARTMENT OF THE TREASURY 
WASHINGTON, D.C. 20220 

May 2, 1980 

Dear Mr. Fanickt 

On behalf of Secretary Miller, I am writing to comment 
on GAO’8 draft report entitled "Donor Cooperation in Agricul- 
tural Aaaistance: The Case in Indonesia." 

In the draft report of February 18, the GAO recommends 
that the U. S. Executive Director to the World Bank "pureue 
with Bank officials the need of the Bank in concert with 
other donors to: asses8 ways to improve Indonesia's absorptive 
capacity, and base increases in future Bank program levels on 
aubatantive etepe to reduce absorptive problems." The Treasury 
Department strongly objects to, and disagrees with, this 
recommendation. 

First, there ie no evidence in the text of the GAO report, 
other than anecdotal statements, that there ie an absorptive 
capacity problem in Indonesia. The report aleo states on p. 52 
that none of the donors nor the Government of Indonesia has 
examined the "problem" in any detail. The fact that 
GAO recommends that the Bank undertake the etudy confirms that 
the GAO has not done such a study. Thus, the GAO is assuming 
an absorptive capacity problem which has not been investigated 
or demonstrated by anyone and offers no evidence of it8 own to 
rubetantiate this claim. 

The Treasury Department fully concurs with the recommenda- 
tion that the World Bank undertake an assessment of Indonesia's 
absorptive capacity, to determine whether there ie a problem, 
and, if 00, its magnitude and exact nature. However, recommend- 
ing that the Bank "base future program levels on subetantive 
step6 to reduce absorptive problems" prejudges the outcome of 
any proposed assessment and would undermine the undertaking of 
an objective etudy. 

Secondly, at least some of the evidence suggeets that 
Indonerria irr not at its absorptive capacity limit. A more detailed 
diaburaement analysis by year of original commitment (Attachment A) 
ahowe Indonesia comparing favorably with World Bank lending opera- 
tions aa a whole. While Indonesian projects generally start @lowly, 
they pick up about the third year and overtake the Bank average 
around the fourth year of implementation. 
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Finally, difficulties in project implementation do not 
necessarily mean that a country is at its absorptive capacity 
limit. To restrict Bank lending on that assumption,as this 
recommendation implies, would only result in even more serious 
development difficulties for Indonesia. Bank operations in all 
countries are designed in the full knowledge of each country's 
managerial and technical manpower resource constraints and.for 
that reason, include substantial technical assistance and -4 rain- 
ing components. Overcoming such bottlenecks is a major objective 
of the Bank's work and is an integral part of the development 
process. 

I believe the GAO may be far afield in concluding that 
Indonesia is at its absorptive capacity limit. The Treasury 
Department is more than willing to request that the Bank under- 
take a review of Indonesia's absorptive capacity, but it cannot 
accept a recommendation which prejudges the results of that 
study. Accordingly, we request that the recommendation be 
changed to read as follows: 

(1) the Secretary of the Treasury, working with the Director, 
International Development Cooperation Agency. 

(a) direct the W. S. Executive Director to the world 
Bank to pursue with Bank officials the need for 
the Bank in concert with other donors to: 

-- undertake an assessment of Indonesia's 
absorptive capacity, particularly its 
managerial capabilities, and review 
future program levels on the basis of 
the findings of such an assessment. 

I understand that Treasury staff has given GAO staff a 
number of additional comments on other sections of the draft 
report including the issues of interagency country review and 
the loan review process. In this regard, I believe you have 
the Interagency Development Coordination Committee study of 
Indonesia including recommendations, and a paper describing 
in detail a new system ("early warning system") which has been 
established in order to assure thorough interagency coordination . 
of UDB loan review, including the availability of the information 
necessary for the effective coordination of U.S. bilateral and 
multilateral programs. 
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Although there is now passing reference to the DCC 
Indonesia Review and the "early warning system" in the body 
of the report, none of this has been reflected in the 
recommendationr or the cover summary. For example it is 
recommended (l(d))that the U.S. promote early information 
sharing. This has been underway since last fall through 
Treasury and IDCA'a establishment of the new "early warning 
ayatem". 'The cover summary states that "GAO's recommendations 
focus on bringing coherence to U.S. aaai6tance . . . ", without 
mentioning in that summary or anywhere in the recommendations, 
the major efforts which have been underway over the past one 
and a half years, to bring about such coherence, including the 
DCC Indonesia rtudy, the "early warning system", and the creation 
of IDCA itself. 

Finally, the first recommendation -- that the U.S. urge the 
Bank to continue to seek an active role in aid coordination -- 
would seem unnecessary. For over a year and a half the United 
States has sought a more active role for the Bank in Indonesian 
aid coordination and the Bank is not adverse to assuming such a 
role. In 1978, as a rerrult of a recommendation in the DCC 
Indonesia Review, the United States formally proposed with 
the World Bank's concurrence, that the Bank chair the Inter- 
Governmental Group on Indonesia. We were opposed in this 
proposal by other donors, notably Japan and France. Nevertheless, 
our position remains that the World Bank should assume a more 
active aid coordinating role in Indonesia. In light of this, 
I believe the first recommendation is both misleading and 
unnecessary. 

Thank you for the opportunity to comment on your draft 
report. 

Sincerely, 

($ggjj$L 
. .,' 

Mr. J. K. Faeick, Director 
International Division 
United States General 

Accounting Office 
Washington, D. C. 20548 
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