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THE INDCNESIAN FIVE-YEAR PLAN: PROPOSALS FOR RESEARCH

by Benjamin Higgins

The following comments on the first Indonesian Five=Year Developmenb
Plan, and the proposals for further research, are based on the studies of
the M.I.T, Indonesia Froject and those of the other projects in the Econonic
end Political Development Program of the M.I,T. Center for International
Studies, Accordingls. this paper does not discuvss "project planning." The
kind of knowledge which can be derived froum the research carried ovut by the
M. I,T. Economic and Political Development irogram does not permit evaluation
of individusl projects within 2 developmeni plen. It is ocur genersl impression
that the projeet plaming underlying the Indonesian plan has been competently
done., That is to say. given the scale of the investment program and its
allocation among major sectors and reglons, the selection of individual
projects within each sector and region appears to be well based. However,
this impression is only a genersl one and doss nobt reflect careful study of
individual projects, which could not be c¢arried out by such & group,
Accordingly, ocur comments and proposals railafle o the more general aspects
of the plan, in particular to its scaley its sechoral allocation, its
regional allocation, its phesing, and its {inancing.

In commenting on the present draft of the plan framework, uwe have
naturally concentrated on thoge aspects of it that leave room for improve-
ment., We do not dwell on the many sirong points of the plan, UNor do we
labor here the point that it was & great schievement for the Bureau to have

completed ary plan whatsoever in the political and economic environment
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prevailing in Indonesia in the vears 15521956, We have made thst point

elsewhere, in our study of Indonezis’s Economic Stablization and De=

velopment (New York, Institute of Pacific tzlations, 1957). In Chepter 2
of that study it is stated:

If the gole result of the Indonesian Government=United Nations
experiment in development planning had been to persuade
Indonesians with the ability and experience of the present
Director-Ceneral (Minister) and his Deputy to devote full time
to development planning, the experiment would have been well
worth while, And the Agreement has done much more. It has
resulted ultimetely in the establishment of a planning organi-
zation that is very well designed, It has introduced into the
process of government a degree of coordination that was pre-
viously unknown., It has made government officials mueh more
development-conseious and has helped to improve the administrae
tion of the capital budget and of forsign aid. It has made
economic development planning as such a topic for cabinete
level discussion. Through press comments on its work the
Planning Bureau has aroused more widespread interest in
economic development among the literate public. It is proe-
viding training to a group of promising young Indonesians,

It has provided background information for Indonesian delega-
tions to Colombo Plan and ECAFE conferences, and useful advice
on current policy issues, FEven more important, the plan pre~
sented to the Cabinet is an Indcnesian plam, and not merely a
plan put together in relatively short order by a group of
foreign experts. The chances of its being accepted and executed
by the government are therefore much better thar is the case with
plans which are only a set of recommendations from a group of
outsiders,



Jl. Scale of the Plan

The size of the investment budget in a development plan is the pro-
duct of three factors: the targels that are set with regard to the rise in
per capita income (or in employment); the estimated rate of population
growth; and estimetes of the incremental-capitaleoutputeratio (ICOR) or of

the incremental-capital-job=ratio. We will discuss each of these in turn.

Targets

It is of course the responsibility of the govermnment of an underdevew
loped country to select its own target with respect to growth of per capita
income, The degree of ambitiousness in this respeet necessarily reflects
political and administrative considerations as well as economic and technical
ones, However, it is possible to state a few principles regarding targets
on the basis of genersl knowledge of the process of economic growth,

First, the target for increase in total output must be high enough to
assure that it will exceed the growth cf population and bring at least some
measurable and noticeavle increase in per capita income. It follows that the
target for growth of output must exceed the estimeted growth of population
by enough to offset probable errors in the estimates. Second, in a societly
which has not experienced economic growth for generations, the target
increase in per capita income must be high enough to bring significant
changes in attitudes towards technological progress, propensity to save,
supply curves of labor and entrepreneurship, and the like, s0 as to launch
a cumulative process of technological improvement, rising productivity, and
rising standards of living,

It does not appear to us that the target set forth in the first Five-

Year Plan meet these requirements, The estimotes of capital requirements



for launching cumilative growth in Indonesia undertaken by the M.I.T,
Indonesia Project suggest that the capital requirements for a "take-off" in
Indonesia amount to some Rp. 12 billion to Rp, 15 billion per year., The

same conclusion seems to have been reached by the National Planning Bureauj
the plan is designed to achieve sustained growth only in the course of the
fourth five year period., The first Five-Year Plan calls for net investment
of only Rp. 6 billion per year, or 6 per cent of national income. This target
does not seem high enough to meet either of the two principles set forth
above,

The plan speaks of the "sacrifice" of the current generation for
Indonesia's future. In fact, however, the Indonesian development plan
involves neither a sacrificizl effort for one generation nor an early take-
off into steady growth. Only LO per cent of the expected small increase in
per capita income (1.3 per cent) is to be recaptured for future investment,
and 60 per cent is to be made available for higher consumption, ‘I‘ﬁus no
"pelt~tightening” is called for; on the other hand, an increase in per
capita consumption of three-quarters of cne per cent per year, starting
from the present low level, will not in itself generate enthusiasm for the
plan,

Perhaps the authors of the plan felt that in a society that has been
essentially stagnant for generations (if not actually declining) it does not
matter much whether cumulative growth starts now or in twenty years, However,
in the present plan the achievement of steady growth in twenty years depends
on the increase of investment from 6.8 per cent of nstional income in the
first Five-Year Plan to 8.5 per cent in the second Five-Year Plan, 12 per
cent in the third five years, 16 per cent in the next, and 20 per cent by
the end of the fourth Five~Year Plan, These inereases in investment are so

small that with existing imperfections of national income statistics it would



be very hard to tell whether year=by-year goals are being attained or not;
yet even these modest goals require a more wvigorous fiscal policy--and thus
soﬁe enthusiasm for the plan, £ stagnant economy is like a stalled carg
leaning on it with gradually increasing weight is unlikely to get it sterted,
It needs "a big push", The present plan will not change parameters enoupgh
to bring new attitudes, new behavior patteins and the like.

Further delay in launching cumulative growbh should be avoided if at
all possible, The revclution injected 2 dynamiec into Indonesian society,
and every effort should be made to direct this outburst of energy towards
economic growth. If too much time is allowed to pass without a major deve-
lopmental effort this dynamic may be lost.

Moreover, the political situation is clearly unstable., To satisfy the
demands of dissident groups, and particularly those of the Outer Islands, it
seems likely that the govermment will be compelled either to engender a
united effort "to win the economic revolution", or to provide noticesble
improvements in the standard of living in the near future, In point of fact,
considering the optimism with respect to ICOR (see below), it is doubtful
whether the plan will do more than keep pace with population growth., The
present plan will not sgolve the Javanese employment problem, and it leaves
essentially untouched the growing discrepancies bstwesn per capita output in
Java and on the Outer Islands, which can only aggravate frictions between the
Center and the cutlying regions, Also, some ne;ghboring countries are doing
better than Indonesia relative to their incomes., Will Indonesians remain
content with a development plan that brings such meager resulis?

If the modesty of the plan represents 2 political judgement of what
is possible at this stage, it would be brash indeed for any outsider to

criticise it on these grounds, If it is based on the experlence of such



countries as India (the scale of the investment budget and the ICOR are the
same as in the first Indian Five-Year Plan), however, it represents a mis-
application of this experience. Indonesia starts from a much higher per
capita income and a ruch broader resource base than India, and can accordingly
start with a2 more ambitious program than was entailed in the first Indian
Five=Year Plan,

It is our conclusion, therefore, that every eifort should be made to
aceslerate the @pension of developmental investment,

The preserntation of the investment buﬁgetl contains an element of
ambiguity. The first Five-Year Plan calls for investment of 6 per cent of
national income, slightly above the estimated rate of net investment in
recent years, The Planning Bureau also says, however, that the rate should
have reached 8 1/2 per cent of nationsl income by the end of that period,
Clearly, if investment is 6 per cent of national income in the first year of
the Five-Year Plan and 8 1/2 per cent in the fifth, total invesiment over the
period as a whole will be in excess of 6 per cent of the national income,
Similarly, for the second Five-Year Plan the rate is given as 8 1/? per cent,
although it is estimated that the rate will have reached 10 per cent by the
end of that period. \

Taking this concept as a basis, the Bureau might restate its targets
by assuming that the rate of net investment of 6 per cent of national income
is reached in 1958, They might be more cautious with respect to incremental-
capital=outputeratios; and assume that it will be 2,5 in the first Five-Year
Plan, 3.0 in the second Five~Year Plan, and 3.5 in the third, Finally, they
might assume that during the first five years the entire increase in national

income is recaptured, and devoted to development purposes. In the second

1In Ekonomi dan Keuangan Indonesia, November 1956,




Five=Year Plan and the early years of the third, the increase in national
income can be divided between increased investment and an increasing standard
of living, After ten years 80 per cent of the rise in national income could
be allocated to increzsed consumption, We would then get a pattern of expane
sion such as that shown in Table A below; "steady growth" is achieved in ten
years, with an annual increase in per capita income and consumption of 3 per
cent or more from thet time on, By shortening the transition from past
stagnation to sustained growth such a program would greatly improve the

chances of achieving & genuine "take-off",

Population Growth

The stimates with respect to population growth seem reasonable enough,
and it is a strong fezture of the plan that it allows for some initial rise in
the rate of population growth, as a consequence of the present age-distribu-
tion, public health measures, and the possible positive impact on fertility
of a new wave of industrializestion, However, the margin of error allowed in
the plan is so small that a population growth of 2 per cent in the first
five years (instead of the estimated 1,7) and an ICOR of 3 (instead of the
estimated 2) would mean that the present plan would bring no rise whatsoever
in per capita income, even if the plan were carried out completely in all
sectors, including the private investment and local government sectors. It
js therefore of obvious importance that demographic studies be undertaken
to determine more accurately the present and probable future rates of
population growth,

It must also be recognized that the result of further research may be
a conclusion that given the limitations on the scale of investment in the

near future, an active population policy, designed to reduce fertility at



least enough to offset expected reductions in death rates, will be a

sine qua non for economic growth. The attachment to the team of foreign

experts in the Planning Bureau of population experts presumably reflected a
recognition of this possibilityg but the plan includes no discussion of this
problem, The dramatic drop in birth rates in Japan, the initial results

of research in India; and the initial results of research in Indonesia undere
taken by the Institute of Economic and Social Research in Djakarta, suggest
that an active policy with regard to population can be effective, Even such
measures ag keeping oirle in school to the age of sixteen or seventeen might
influence birth rates significently. Howersr, the subject is clearly one
that merits furtner study.

At one stage of the discussion of the development plan, it was thought
that an ambitious transmigration program might provide relief for population
pressure on Java, The discussion of transmigration in the present plan
indicates that this approach to the population problem has been abandoned.
It is our view that this course was the correct one; the whole experience
with organized resettlement, both in Indonesia and in other countries,
sugrest that it is not a solution to the problem of finding productive
employment for the annual additions to the Javanese population. With
total cost of resettlement rumning at Rp. 10,000 to Rp. 15,000 per familyl
resettling (say) three hundred thousand families a year, so as to absorb
the whole of the Javanese population growth, would require a budget of
Rpe 3.0 to Rp. L.5 billion--considerably more than the total development

budget of the central government as proposed in the present plan.

lThis figure wasz given by Dr. Sie and Dr. Pelzer., The official figures for
1953 and 1954 are lower,



On the other hand, it should be recognized that the population Pro=
blem is a Javanese one, and the use of a simple average population growth
for the entire country, together with a single ICOR for estimeting capital
requirements, may result in a target that is quite unrealistic when it is
considered that two~thirds of the population growth takes place on the one
small island of Jova, The costeof absorbing the population growth into
productive employment are much higher than they would be if the population
were evenly spread throughout the country. In arriving at over-all targets,
capital-job calculetions as well as capital-output calculations should be

made, The present plan, however, includes no capital-job ratios,

The ICOR

Turning to the ICOR itself, it seems guite clear that the ICOR of
2:0 used as a basis for calculation in the first five years is too low,
especially in the light of the composition of the plan, which is rather
heavily weighted towards high ICOR projects (see Table B ). As was pointed

out in my article in Ekonomi dan Keuangan Indonesia, January 1957, there is

no record of ICORs this low except during reconstruction periods, Indonesia
suffered a good deal of destruction and disruption of economic life during
the war and revolution., The ICOR of 1,5:1 implicit in the Planning Bureau's
estimates of national income in the past few years mey be plausible, con-
sidering the amount of rehsbilitation and reorganizaetion required, and the
opportunities for capital-cheap increases in agricultural output through
introduction of fertilizer, seed selection, repair of irrigation systenms,
replanting of abandoned land, and the like, It is slso possible that in
Iudonesia the "reconstruction period” in this sense siould have lasted five
years after the transfer of sovereignty,

It would be risky to count on the "bargainecountertphase lasting five
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years more., Some opportunities for capital=cheap increases in output--such
as removing squatters from plantation land--still exist, The possibilities
of raising oubput of foodstuffs by inereaosed use of fertilizer and better
seed are not altogelher exhausted, Bubt the entire agricultural ssctor
accounts for only 13 per ceni of the central government®'s invesiment budget,
and only in this sector can an ICOR below 2:1 be expected., In calculating
an aggregate ICOR for the economy, it is the proportion of investment going
into capital-cheap projecte that counts, not the proportion of total income
or employment in the labor-intensive sector. There is little conclusive
information on the ICOR in the welfare sector, but it is unlikely that
Rp. 1 million spent on public health or education will add (permanently)
more than Rp. 500,000 to the national income., The three sectors accounting
for three-quarters of the central government investment budget-~transport
and communicetions, power and irrigation, and industrialization-—can have
very high ICORs indeed, probably sveraging above 4:1., Private investment
is also likely to be rather capital-intensive, The community development
sector can of course be capilal-cheap, but it is only one quarter of the total
and may not bring much permanent increzsc in national income in a country
like Indonesia, where lack of access rouds, irrigation systems, and the
other kinds of sgocial capitel that can be provided on a community selfe
help basis are not the major bottlenecks, Given the sectoral allocation of
the investment budget it is hard to see how the ICOR could average as low
as 2:1,

If there were opportunities for subslantial increases in per capita
output in the peasant agriculture sector one might be more optimistic
¢bout the size of the sggregate ICOR, In Indonesiz, however, the possgle
bilities of capiital-cheap development are limited by the speclal neture of

the problem of Jeva, Here on this one izland are thres={ifthe ol Indonesials
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80 million people, making Java the most densely populated sizable area in
the world., Fragmentation of holdings in peasant agriculture has gone

as far as it can go and still support families at a subsistence level, The
increase in Javanese population of nearly one million persons per year must
be taken care of elsewhere in the economy.

It is our understanding that the selection of this low ICOR was based
partly on Indian experience under the first Five-Year Plan. However as
Table B shows, even the second Indian !ive=-Year Plan seems somewhat less
capital-intensive than the central government sector of the Indonesian
plan, Of course, the Indian plan incorpcrates the community development
program, which is perhaps the least capitel-intensive of all, while the
figures given for Indonesia relete to the central govermnment sector alone.
On the other hand, the privete investment sector in Indonesia is likely to
have extremely high capital output ratios, if indeed the projected level
of private investment is achieved., For the only way in which investment of
Rs. 10 billion (say, $5 billion) will occur in the five years covered by
the first plan is through a large=scale inflow of foreign capital, which
would go into such highly capitaleintensive projects as petroleum and
mining, Thus it is extremely unlikely thet Indonesia will>enjoy an ICOR
lower than that experienced under the second Indian planj and the Indian
government has recently revised its estimsted ICOR for the second Five-Year
Plan from 2.3 to 3.5, as a result of lessons lesrned during the first year
of that plan, If this fipure were used for Indonesian instead of 2, the
present plan would bring no improvement in per capita income in the first
five years, even if executed in full and if the population growth does not
exceed the estimsted 1.7 per cent per year,

Ultimetely, of course, the use of ICURs derived from experlience of any
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other country is zlways somewhat dangerous., Here is another area in which
further research should be undertaken, It would be desirable to estimzte
ICORs both by sectors and by regions, Tie aggregete ICCRs should then be
calculated according to the sectoral and regional distribution of the
investment budget, For example, there iz some reason to suppose that the
ICOR may be lower in Java than in the Outer Islands, since the "infra-
structure” (or social capital) is more highly developed on Java than else=
where in the country. dJava iz clearly teiter off than the Outer Islands
for reilroads, and iz somewhat better provided with shipping and airways. It
is probebly better provided with roads &s well, While some Javanese roads
have fellen intc disrepair, their improvement wculd be lese costly then
the construction of new roads in Sumestra and Kalimantan. However, this is
precisely the sort of question on which more detailed resesrch needs to be

done,

Sectoral Distribution

An obvious wesokness of the present plan is that only the investment of
the central govermment can be regarded &3 in any way assured. Nothing
approaching a "plan" now exists either for the community development sector
or for the private investment sector.

It is true, of course, that detailed targets with respect to investment
and output in these sectors can be rather meaningless, On the other hand,
if the projected investment in these sectoras--nearly €0 per cent of the totale-
is really to be carried out, a great deal more atiention must be paid to
policies to guarantee thed the estimated level of investment will in fact be
reeched in esch of these sectors. The commnity development sector needs

much more detailed plemning with regard %o types of project and personnel
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than has been possible for the first Five-Year Plan. The private investment
sector needs a clear delinention of policies designed to encourage and
direct private investment. These policiss should include a clear statement
of monetary policy, tax policy, land policy, and foreign exchange policys
definitive foreign investment, mining, and petroleum laws; and effective
measures to deal with the squatier problem.

| Foreign investment, mining, and petrcleum laws have already been
drafted, If passed by Parliament, they risy well prove satisfactory.
However, the questions of land policy, squatter policy, monetary policy,

and tax policy designed to direct and encourage private investment, so as to
assure the required level and structure of investment for the achievement
of targets set forth in the plan, clearly need a good deal more research,
Rezommendations from the National Planning Bureau are obvicusly in order,
although the Bank Indonesia, the Ministry of Finance, the Ministry of Home
Affairs, end the Ministry of Agriculture are slso involved in these. agpects
of development policy. Perhsps some special interdepartmental committee
should be set up to work on these problems.

With regard te squatters, for example, the Bureau might consider such
possibilities as persuading the plamters %o turn over to squatters the right
to the land if in turn the squatters would undertake to grow plantation
products instead of foodstuffs., Another possibility would be to remove the
squatters from the center of the plantation to the periphery and turn them
into smllk;‘olders. Either approach would assure the plantations of adequate
supplie_s of raw materials to meintain the processing plants at full capacity,
while providing the squatter<turned-smallholder a‘ market and technical
assistance. However, these are all subjects on which further study is

clearly needed.
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In this connection, the Bureau may find it useful to look at the
Philippines Five-Year Development Prograr. which sets forth clearly
policies recommended for the private investment sector. Another strong
point of the Philippines plan which might be considered by the Bureau
is the statement of "action expected fram other government sgencies" in

carrying out the plan,

Regional Structurs

Closely related to the sectoral stricture is the regional structure
of the plan, which has political as well as economic importance, It is
obvious that there is at present a disequilibrium among the major regions
of Indonesia, and both political stebility and balanced growth would seem to
require the achievement of some regional equilibrium., How is this to be
done? The present Five-Year Plan includes no clear statement of policy
with regard to locetion of industry. Industrial location should be
thoroughly studied, both for the private and for the public sector.

Several related topics suggest themselves for research. One very
important question is, "What are the limits to increased output in Javanese
agriculture, with the rural population et its present level?" ZHstimates of
potential increases in output through cercful use of fertilizer, development
of new seed strains especially suited for Javanese conditions, and improved
tillage, range from 35 pe: cent to 75 per cent. It is of the utmost impor-
tance to know how long a breathing spell ©xists before the Javanese rural
population mist be reduced (through shifting to industrial occupations or

to the Outer Islands) in order to avoid a decline in per capita income in

Javanese sgriculture, I% should be ovious that high average incomes for
Indonesia as a whele cannot be obtained so long as nearly helf the itotal

population is in Javanese peasant agriculture, and per capita incomes in that
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sector remain as low as they now are., Moreover, such regionally unbalanced
growth could easily result in the political disintegration of the country.
Thus the research should not be limited tc determining potential increases
in output with the present size of holdinps, but also should be directed
towards estimsating potential increases in output per capita if the average
size of holdings is increased, Javanese rural population reduced, and more
extensive and more mechanized agricultursl techniques introduced,

The development of import-replacing industries on Java is one of the
most hopeful avenues for development. Hewever, before embarking on large
scale investment in such industries, it would be desirable to have estimstes
of capital-job ratios in various import-rsplacing industries.

The same is true of the new export industries that might be devélopedc
It would be helpful for future pleanning tc have some idea of the relative
capital-job ratios in the petroleum indusiry, in the production of aluminum,
in tin smelting and the like.

One result of such reseerch should be an answer to the basic question,
"Should self-sufficiency in foodstuffs be abandoned as a goal, in order to
obtain highér levels of per capita income?® Tt is my hunch that in the
Indonesian case, a careful study would suy est thet self-sufficiency in
foodstuffs is incompatible with truly high levels of per capita income,
and that Indonesis®s future lies in the direction of increasing indus-
trialization., But the basic research on which such a conclusion could be
firmly based has yet to be undertaken,

An important by-product of this resesrch would be a projected pattern of
foreign trade andlof inter-regional trade. The absence of any such projec=-
tion is perhaps the major deficiency of the present plan, in the light of
Indonesia’s corntinuing bslance of paymeni: problems. Later versions of the

plan might include a patiern for epproach to balance of payments equilibrium both
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internationally and inter-regionally, Such a pattern would require more
detailed projections with respect to the growth of new industries, both on
the importereplacing and on the exporting side.

It is my current visw that cumuletive economic growth in any country
begins when lsbor becomes scarce in the :gricultural sector, so that it pays
individual farmers to shift to more extensive and more mechanized techniques,
What is the expected impesct of the plan «n the level and structure of
employment? Can labor be made scarce in vava, at some early phase in
Indonesiats development?

In general, mcre attention needs to be paid to the phasing of develop=-
ment over the itwenty year period. Projection with regard to population
growth, ICOR, &nd invesiment alone are noit enough, Cereful consideration
should be given to the kinds of investmen®t that should be made in each five
year phage, A kind of historicel model should be developed, indicating
targets with respect to output and employment in peasant agriculture,
plantation agriéulture, smallholders® activities, light industries, heavy
industries, and the 1ike. The structure of the economy should be plotited
throughout the whole twenty year program. This chenging structure should
then be translsted into detailed plans for investment and for particular
projects in eech of these sectors,

It might even bz desirable to construct some kind of input-output table,
even if only "x's" can be put in each of the colunns., That is, even without
detailed statistics as %o the precise proportions of inputs derived fronm
other industries, and of allocation of cutputs among other industries, it
would be very helpful to know what industries are releted to industry "A",
on the input side and on the cutput side. Given such information, one could

then get a picture of the balanced growih of the economy, and of the implieations
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of structural change.

Other needed research relstes to the relationship of the growth of
the labor force to the growth of populati:.n as a whole, under varying
essumptions with regzrd to the structure «f production. Indeed, the whole
question of employment has been rather bacly reglected in the present plano
A related question is, "What cen be done to absorb seasonal unemployment?"®
How much seasonal unemployment is there? Could it be absorbed into road
construction, rirpart coregtruction, herbrr improvement, land cleering,
irrigstion projects, snd the like? Can jlantsticns meke use of seasonally
unemployed fanis? Could smallholdings be expanded by using seasonal
unemployment? And so forth.

Another gap in the plan is the lack of a detailed program for im-
proving public and privete sdministration, Here too, further research can
be done; in this case, the research might be dore within the universities
themselves, to determine what sort of training at the secondary school and
university levels is best designed to produce quickly the cadre of adminis-
trators, for privete enterprise amd for government, that is needed to carry

out a development plan.

The Financial Plan

A study of Finencing Development With An Application to Indonesia has
been prepared by Dr. Pasuw and myself. This study analyzes the financial
problems in considerable detall (some 507 mimeographed pages). Accordingly,
we deal here only with some major aspects of the financial problem,

Obviouely, a major guestion with respect to any economic development
plan is the method of financing it. It would be highly desirable for sub-

sequent revisicns of the plan to include : debtailed anslysis of the finencial
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situation in Indonesia, and a detailed plan for financing the investment
program. As a basis for such & financial plan, further research is clearly
necessary. |

It is the view of Dr, Pasuw and myself that the main tax potential exists
among the wealthier peasants and smell land owners; elthough expansion of
the industrial sector should bring significent increases in revemmes without
raising tax rates sbove existing levels., However, the amount of empirical
study that was oosgible for Dr. Paauw and uyself was very limited. Much
more thorough scrutiny is needed of the tax potential in the heavy industry
sector, the smell industry sector, the plantation sector, the smallholders
sector, the peasant-agriculture sector, the trading sector, and the like.
Here again, collaboration with other government agencies, in particular the
Ministry of Financing, the Bank Indonesia, the Ministries of Trade and
Industry, and the Ministry of Agriculture, is probsbly called for. However,
the financial plan should be presented in the plan document, no matter how
much of the research is actually done by cther govermment departments., In
this respect, too, ¢he Bureau might find it of interest to study the
Philippines Plan,

Further research is also needed with respect to savings potential, As
a begimning it would be useful to determine more precisely what is the
present level of net savings, and to find out whence the available savings
come, This analysis might be conducted in terms of the same sectors as are
suggested above for the study of tax capacity.

The relationship between the budget and foreign trade policy needs to
be spelled out in greater detail, The size of the budget surplus that will
be needed to finance development without inflation will depernds a good deal

on what assumptions can be made with respect to the balance of payments, The
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geme is true, of course, with respect to extension of new credits to private
enterprise,

There was some difference of opinicn ‘n the Seminar with regard to the
degree of refinement vecessary in the an: vsis underlying the fiscal plan,
My own view is that estimates ol the mery: wl propensities to save, to irport,
and to pay taxe:s are not necessary in the indonesian case-=-which is a good
thing, since ir the toitel absence of metiusal income series, it is hard to
see how such esiimstss could be made. £+ : policy decisiong; it can be deter«
mined that any increase in govermment speidiing should be recsptured in taxes,
Net extension of privete domestic credit cnonld be limited, as a policy
measure, wo ne% increases in privete domestle savings not otherwise invested.
Equilibrium in the balesnce of payments shuuld e a third policy objective,
Under these corditicns the multiplier is one; the national money income will
rise by the incresse in public awnd private investment plus any increase in
exports, These incrsases combined might »un 3 per cent to 5 per cemt of
national income wover the first ten years ~f the plan, end would then fall.
Thas to prevent inflation the besic budgsi surplus must be Just enough to

counteract any differcres between such = incresse in money income and the

ing from the investment (which is

incresse in flow of consumers goods resul

unlikely %o sxceed 3 per cent to 5 per ceni of national income)o In terms

of rough orders of magnitude, i% should L possible to make such caleulations

e

with the date avsileble in Indonesis, rodest budget surplus would probably

do the trick. In sny cass, it can be deturmined experimentally, and scme
margin of error is permisgible. A price vise of less than 6 per cent per
year, or @ price drop of less than 3 per cont, is unlikely to retard economic

growth to any significent extewnt.



Foreign Aid

The present version of the plan regerds foreign aid as a residual.

The Rp, 200 million per yecar estimated is of course & very small figure; at
present average rates of exchange (say Rp. 20 to $1.00) this amounts to
$10 million per year, about what has been provided recently in technical
assistance elons, The underlying assumption is that if in fact foreign aid
proves to be above this figure the investment program can be telescoped.

While this approach may be satisfactory for the first five year tranche
of the plany; it would te useful if subssquent revision of the plan incore
porated more detailed plans with respect %o foreign aid, (Here again, the
Philippines Development Progrem may serve as a model.) Of course, the actual
amount of foreign aid received in any yeer depends on actions of governments
other than the Indonesian one; but it should be possible to approximate the
right order of magnitude of foreign aid for the first half of any five year
period, in terms of amounts of foreign aid already in the pipe line.

In the case of technical assistance, more precision still should be
possible, Requirements for technical assistance should be stated for the
five=year period covered by each plan, In this fashion technical assistance
requests become an integral part of the plan, and there will be more assurance

that these requests reflect the actual reguirements of the plan.

Politicsl Coals

It would also be desirable if the next version of the plan endeavored
to translate into detailed projects the commonly accepted political goals
with regard to development: vig., organization of the economy on "ecoopera-
tive lines", and "converting the colonial economy into a national economy".

I have some reservations with respec’ ¢c the first goal., It is my

feeling that "community-minrded" Indonesians believe that the organization
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of cooperatives, slong the lines suggested in the "middle-way® proposals
in Europe during the 1930's, is more conscnant with the Indonesian community

spirit (gotong royong, musjawerat desa, etc.) than organization in the form

of corporations,

I have doubts as to whether this reletionship really holds in fact.
What institutions and policy measures conform best to the Indonesian con-
ception of & cooperative society remains to be seeno It may not be 2 society
organized irto cocpsratives; e eooperative may be as ruthlessly exploitative
as any other form of enterprise--witness the batik cooperative which
endeavors to use its powers to exploit consumers on the one hand and wage
earners on the other, Indeed, the modern corporation, ﬁith its widely
diffused ownership, its cld-age, sickness and life insurance, its guaranteed
annual wages, its five<year contracts with "escalstor" clauses, its profit-
sharing arrangements and trade union participation in menagement, may come
closer to the true cooperative ideal than some forms of cooperative
organization,

There is, of ccurse, one way in which a corporation can never conform
exactly to the Indonesian conception of communal lifes decision=making can
never be entirely dependent on achieving the appearance of unanimity.
Decisions must be based--at least occasionally-—on majority opinion. If,
for example, trade unions are accorded minor representation in the manage-
ment, it is out of the question to postpone or avoid all decisions on which
differences of opinion between the trade union and representatives and the
ownership rep:eaentatives still prevail.

An interesting sspect of the proposed Five-Year Flan is that it con-
tains an implicit compromise solution to the conflict between the economics-

minded and commnity-minded groups. In effect the plan proposes a special
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kind of mixed economy for Indonesia: it includes projects for a large

scale govermment enterprise sector, for a large scale private enterprise
sectof, and for & commmity development sector., The implication is that in
the first two sectors techniques and organigetions will be selected so as

to meximize productivity, even if these tschniques and forms of organization

do not conform with the traditional ideals of gotong-royong, ramah<tsmah

and kerdja-sama. Thus in these two sectors the plan mekes a concession to
the economics-minded group which wishes to meximize the rate of increase in
national income. The other sector, however, can be organized in conformity
with the ideale of 2 "cooperative society”, thus making a concession to

the community-minded group which stresses the traditionsl forms and values
of Indonesian villsge soeclety,

Much remeing to be done to tr#nslate the cooperative ideal into
specific policies and institutions. However, the development plan as pro=
posed by the Planning Bureau leaves the door open to pursuit of the coopera-
tive idesl in the peasant agriculture and cottage indusiry sector, in which
the bulk of the population is now employed, while permitting large=gscale
industry to pursue efficiency for its own sake. As time goes by and under-
standing of modern corporative organization grows among Indonesians, it may
be concluded that high productivity and the community spirit can be made
consistent with cach other in the plantation and industry sector as well.

However, cur main point is thet thiz question deserves more careful
study than it has yet received. Exactly which economic activities
can be effectively carried out within a cooperstive structure, and what is
the actual impact on village society likely to be?

With regard to comversion of the colonial economy into a national one,
it seems Lo us desireble for Indomesians to get the picture of & growing

economy, in which Indonesizns are responsible for an increasing share of
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the increases in investment, It is in this way that the former "colonial
economles" of the United States, Canada, Australia, New Zealand (and now
India?) have been converted to national eccnomies, This approach is clearly
very different from one of displacing existing foreign enterprises and
replacing them with domestic ones, which may result in temporary contraction
of total ocutput and income, Thus far the efforts of the various govermments
to ™"nationalize” the sconomy heve been limited to reserving certain imports
for Indonesian importers, The one clear=cut result of these policies has
been to drive some Chinese entrepreneurs from trading to productive
enterpriges-~which developa the econcmy but does not meske it any more
"national”,

However, this question is clearly one for Indonesians to answer; once
again our main recommendstiion is simply that the whole question be studied
objectively, and that sn effort be made to set forth a precise series of
projects, legislation, and regulations which can have the effect of in-
creasing the rcle of Indonesians in the economic life of their ouwn country,

without excessive sacrifices in terms of productivity,.



