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The Economics of Ekonomi Pancasila 

The upsurge of interest in “Pancasila economics” recently in 
Indonesia is significant less for the theoretical content of the discus- 
sion than for what it reflects about the concerns of academic 
economists in Indonesia. It will be useful to concentrate on two 
broad matters: [he values of  Indonesian academic economists, and 
the scepticism which is being expressed towards the usefulness of 
western neoclassical economics as a tool for analysing Indonesian 
development problems. Before discussing these matters in detail, it 
will be helpful to summarise the main points of Ekonomi Pan- 
cusila. Later, in a concluding section, some more general comments 
will he made. 

PANCASILA ECONOMICS 

What, precisely, is meant by “Pancasila Economics”? As soon as 
we ask this question there are difficulties because, as most con- 
tributors to the discussion admit, it is all rather vague. One 
approach which gives a broad idea of what the advocates o f  a Pan- 
casila economic system seem to have in mind is to identify what it is 
not:‘ 

“. . . A Pancasila economic system does not represent some- 
thing on the continuum between a capitalist economy and a 
socialist one, or a joint-venture between capitalism and socialism 
. . . It is an economic system which runs parallel to and beside 
these two major economic systems. . .” 
Numerous statements of this sort have been made in the discus- 

sion about a Puncusila economic system, but what is quite unclear 
is just how this new economic system might differ from a capitalist 
or socialist one. Presumably the price system would still be widely 
used to allocate resources, and presumably major macroeconomic 
aggregates would behave much as they do in capitalist and socialist 
societies, but none of this is spelled out. 

I 

‘Frans Seda, former Minister o f  Communications, is reported to have expressed 
these views at a University semina on Ekkonomi Poncmiia, Jurnai Ekuku,n. 21 
Seprember 1981. 
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The clearest outline of the main characteristics of a hypothetical 
Pancasila economic system have been set out by Mubyarto and 
Roediono who have listed five major points.i First, the role of state 
enterprises and especially of cooperatives would he important. In 
sectors where these institutions could not operate efficiently, 
private enterprise would be permitted to have the major role. In all 
sectors economic enterprises would be expected to operate on “har- 
monious and family principles” (asus kekeluargaun dan prinsip 
harmoni), and not on the basis of conflicting personal interests. 

Second, in contrast to the capitalist system where (it is alleged) 
economic incentives are designed to motivate selfish and indivi- 
dualistic “economic man”, in a Pancasila economy incentives 
would operate on the basis of social and religious values as well as 
economic ones. In other words, ”higher motives” would be 
encouraged rather than rimply relying on the “lower motives” 
which underpin the operations of capitalist societies. 

Third, egalitarian principles supporting greater social equality 
would be given high priority. Fourth, the creation of a “strong 
national economy” (perekonomian nasionul yang tangguh) is seen 
as important. A Pancasila economic system would openly recognise 
the need for an appropriate degree of economic nationalism in a 
developing country such as Indonesia, both because domestic poli- 
tical considerations demand a display of national independence and 
because domestic entrepreneurs are unlikely to be able ever to com- 
pete successfully with either domestic Chinese firms or foreign 
competitors unless they are given effective support for a period o f  
consolidation. 

Finally, a balance would be found between decentralisation of 
economic decision making and strong national planning. On one 
hand, economic enterprises such as cooperatives would facilitate a 
high degree of decentralisation, but have the advantage that they 
are not the atomistic highly individualistic units found in textbook 
liberal capitalist economies. On the other hand, strong national 
planning is also regarded as desirable. Former Communications 
Minister Frans Seda reflected the consensus when he said that in a 
Pancasila economic system “. . . the formulation of economic 
activity and production must be carried on with social wpervision 
and evaluation so as to reflect economic democracy” and that 
“_  , . economic production and planning institutions will be needed 
which allow for representative social participation in the planning 
process.”’ 

(eds.). Ekonomi Pancmda, Yogyakarta, Fakultas Ekonomi, 1981 
‘Mubyarto and Boediono, “Ekanomi Pancanla” in Mubyarto and Boediono 

‘Reporled in JurnalEkurn, 21 September 1981. 
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These five main points seem to capture the spirit of the discus- 
sions about a Pancasila economic system. Other possible 
characteristics which some observers regard as desirable have 
naturally been mentioned from time to time, but they appear either 
to represent individual views or to have little about them which 
might be regarded as specifically related to Pancasila values (a 
reasonable diversification of both the commodity composition and 
direction of trade in both exports and imports so as to minimise 
excessive dependence on any particular commodity or trading 
partner, appropriate policies towards foreign investment, and so 
on). 

Values of the Profession. It would be easy enough to dismiss 
much of this as the unrealistic construction of castles in the air, but 
it would be a mistake to do so. The ideologies which elites subscribe 
to are important objective facts in themselves. The debate about a 
Pancasila economy is significant for the light it casts on the views 
that a number of well-trained professional Indonesian economists 
have on the problems faced by their nation. Furthermore, the con- 
cerns expressed by this group reflect worries which are held by 
many other Indonesian intellectuals. They are therefore a con- 
venient summary of some of the major concerns held by influential 
Indonesians. These views have had a substantial influence on 
economic policy in recent years, and given the increasing attention 
being paid to them, may have a growing influence on policy during 
the next few years. Four matters are worthwhile singling out for 
attention. 

First, the concern with equality and social justice. It is clear that 
a wide cross-section of influential Indonesians are most unhappy 
about social inequalities in Indonesia, and believe that the gap has 
grown during the 1970s. There are many in Indonesia who take the 
phrase masyarakal yang adil dun makmur (a just and prosperous 
society) quite seriously, and who say that they are prepared to 
sacrifice some growth in return for greater equity if such a trade-off 
is necessary. Much of this talk may be little more than rhetoric 
because there is little sign that urban intellectuals are actually 
prepared to make tangible sacrifices themselves, but the indications 
are that the increasing pressure for greater attention to equality is 
having a substantial effect on policy in some respects. The question 
of how effective these policies are, and whether the intellectuals are 
directing their attention in the right direction, is taken up below. 

A second issue which is giving impetus to the discussions about a 
Pancasila economic system is the need for more orderly market 
structures within the Indonesian economy-although micro- 
economic terms of this sort are rarely used. On one hand, in some 
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parts of the Indonesian economy excess competition seems to exist, 
with various socially undesirable consequences (for example, the 
flagrant overloading of poorly-serviced buses and trucks). On the 
other hand, in other sectors (such as some types of trading, and 
some activities involving foreign investors) undesirable monopoly 
practices of various kinds are said to he common. This leads to 
simultaneous discussion about the need in a Pancasila economic 
system for more centralisation and for more decentralisation; for 
strong government direction of the economy and for a system 
which will restrict the power of officials; and for more closely 
regulated state-owned monopolies as well as for reliance on market 
forces whenever appropriate. 

Clearly it is not easy to lay down general principles on these 
matters, because t o  a large degree they need to be judged on a case- 
by-case approach. On one hand, it seems clear that in a country 
such as Indonesia where the domestic market is relatively small, 
there are advantages in promoting consolidation in some industries 
S O  that a few larger plants exist rather than many smaller ones. 
Economies of scale are important in some sectors, and a “strong 
national economy” cannot be built up on excessively fragmented 
domestic industries. There are also grounds for considerable con- 
cern about the undesirable social consequences of “cut throat” 
competition which are bometimes evident when there is easy entry 
into an industry in Indonesia. Because regulations go\erning 
matters such as minimum health and safety conditions, honest 
labelling, labour conditions, and pollution are raiely enforced, 
businessmen (particularly smaller businessmen) are apt to ignore 
them, especially when competition becomes intense. These con- 
siderations argue for central control over industrial development, 
and firm guidance of market forces. 

On the other hand, there is also believed to be a need to avoid 
excessive industrial concentration, especially in the hands of 
foreigners-whether the foreigners are non-pribumi Indonesians of 
Chinese extraction or foreign investors. It is feared that high levels 
of market concentration will exacerbate social inequalities in 
various ways. One way is through facilitating the earning of excess 
profits. Another is that it is thought likely that it will be the non- 
pribumi businessmen who will emerge in the most powerful posi- 
tion. Furthermore, there is the danger that economic power will 
combine with political, military and bureaucratic power to 
strengthen the position of well-placed members of Indonesia’s elite. 

Third, it is clear from the foregoing discussion that another 
characteristic of the Indonesian economics profession - as well as 
other Indonesian intellectuals - which emerges in the discussion 
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about a Puncusilu economic system is a suspicion of market forces 
and a marked sympathy for “guidance” of the economy. There is a 
good deal of ambiguity about the type of “guidance” which is 
thought desirable, because it  is agreed that an expansion of bureau- 
cratic power is undesirable. It is also envisaged that a Pancasila 
economic system will allow room for individuals to develop their 
creativity and self-expression. Nevertheless, the general stance of 
the profession is unmistakably interventionist, in contrast with the 
anti-interventionist sympathies of many western economists. The 
proponents of a Pancusilu economic system appear to take the 
view that market forces are allowed too free a rein in western liberal 
capitalist societies, and that the emphasis on the market which 
heavily influences neoclassical economics leads to an ideological 
position which is unhelpful in analysing Indonesian development 
problems. 

Finally, it is clear that at a broad level many Indonesian intellec- 
tuals are unhappy with what they perceive as a decline in social 
values in Indonesia, and that this concern has far-reaching implica- 
tions for the way in which they believe that development problems 
should he tackled. They believe that something is quite fundamen- 
tally wrong with the development patterns which are emerging in 
Indonesia, and that mere fiddling with the conventional tools of 
economic policy will not be effective in tackling the basic problems. 

An economic evaluation. What can a western neoclassical 
economist make of all of this? If one evaluates the economic con- 
tent of the discussion ahouf a Pancasila economic system-which 
admittedly is perhaps the wrong way to look at it-then it must be 
said that much of the suspicion of western capitalist systems seems 
to be based on rather curious notions of how capitalist systems 
operate in practice. In fact, western capitalist systems are subject to 
a high degree of government regulation, and completely freely 
functioning markets where “free fight liberalism” runs rampant 
are hard to find. Paradoxically, freely functioning markets where 
atomistic producers and consumers respond to frequently varying 
prices appear to he far more prevalent in Indonesia than in most 
western economies. 

Similarly, much of the criticism that is being directed towards 
western neoclassical economics seems to be based on a misunder- 
standing of a good deal of  the literature. Most of the issues which 
hover in the background of the discussion about a Pancasila 
economic system have been very thoroughly investigated in other 
countries-at both a theoretical and applied level-by conventional 
economists. The suggestion made in some quarters in Indonesia 
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that what is needed is a genuine indigenous economic system for In- 
donesia sounds ominously like a form of  intellectual autarky. It 
threatens to reject much in modern development economics which 
could he of great value to Indonesia. 

Take the issue of greater social equality. Subjects such as income 
distribution, the equity impact of taxes and government expen- 
ditures, the distributional implications of public enterprise pricing 
policies, and so on, are hardly neglected topics in western economic 
literature. Many of the techniques of economic analysis used in 
studies both in western nations and in developing nations are 
applicable in Indonesia, where relatively little research has been 
carried out on these topics. 

The same could be said about the discussions of appropriate 
market structures in Indonesia. There is a vast literature in the 
industrial organisation field based on the structure-conduct- 
performance approach which discusses in great detail many of the 
issues in the debate5 about a Pancasila economic system. Under- 
lying the emphasis in Indonesia on cooperatives, the need for state 
enterprises, the desirability of controlling the private sector, and 
the need to build up a “strong national economy” is a nationalistic 
concern with the issue of “who is to own Indonesia?” The crux of 
the problem is that the great majority ofpribumi Indonesians fear 
that if market forces were allowed a free rein, substantial propor- 
tions of the Indonesian economy would fall under “foreign” con- 
trol-either domestic foreigners (the non-prrbumi) or international 
investors. This consideration has come to play such a major part 
in economic policy formulation in Indonesia that it is difficult to 
overstate its importance. 

It is this fear of the ultimate effects of market forces that leads 
the Indonesian economics profession-and most other intellectual 
groups and high level decision-makers - to favour a substantial 
degree of  government intervention in the economy. A great deal of 
this intervention is intended to assist pribumi businessmen- 
although how effective it is in achieving this goal is rather open to 
doubt. There are two separate issues here which deserve more 
serious consideration within the framework of the discussions 
about a Pancasila economic system. One is the best way to promote 
an indigenous entrepreneurial class; the other is the appropriate 
type of official regulation of the Indonesian economy. 

The promotion of an indigenous entrepreneurial class is ohvi- 
ously a very difficult task for government agencies to undertake, 
especially when the constraint on any program is that another 
group of potential entrepreneurs-the non-pribumi-should not 
benefit in any way. There are limits to what governments can do, 

107 



D
ow

nl
oa

de
d 

B
y:

 [U
ni

ve
rs

ity
 O

f M
el

bo
ur

ne
] A

t: 
06

:3
6 

2 
O

ct
ob

er
 2

00
7 

and the promotion of entrepreneurship is something that govern- 
ments in most countries generally do very badly. Government agen- 
cies are not known for their entrepreneurial characteristics, and 
they are hardly in a good position to attempt to teach entre- 
preneurial skills to private businessmen. Even if the many govern- 
ment measures intended to assist pribumi businessmen are to some 
extent effective-and this is open to doubt-they impose many 
costs. 

The widespread use of non-price government regulation of 
economic activity in Indonesia is another important issue within the 
discussions about a Pancusilu economic system that could usefully 
be subjected to careful economic analysis. A great deal of attention 
has been paid to the canses and effects of government regulation in 
western economies in recent years. There is nothing “Pancasilaist” 
about substantial direct regulation of economic activity. More 
useful than the general discussions which have been carried on so 
far would be a consideration of the precise types of government 
regulation which might be imposed within a Puncasila economic 
system, and to assess the expected costs and benefits of such regula- 
tions. 

Conclusion. At the broadest level, the main criticism that must be 
made about the debate on a Puncasilu economic system is that it is 
quite unclear how it might be implemented, or what the practical 
implications of its implementation might be. It may be quite true, 
as claimed, that‘ 

“If economic policy were formulated while paying attention 
to social and moral aspects (as well as economic aspects), then 
the result would be different to that achieved with actions which 
are only based on economic incentives.” 
But how would the results be different? And what precisely 

would the mechanism be which would lead to these different 
results? As participants in the discussions themselves have said, 
much of the debate is about a dream of a better Indonesia.’ The 
debate is really a crie de coeur for Indonesians to reform themselves 
and their society so as to speed up the development of the nation, 
and as such is closer to theology than to economics. There is little 
that the economist, qua economist, can say about such things- 
especially if he is a foreign economist. 

Doubtless it is necessary for socially-concerned intellectuals 
worried about the future of their nation to discuss such matters, 
but one lesson t o  be drawn from theological debates of this kind in 

‘Professor Mubyarro is reported to have claimed this, see Kompos, 18 May 1981. 
’See Kompas, 18 May 1981. 
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other countries is that returns to scale decrease rapidly unless 
specific issues for attention are identified. Former British Labour 
Leader Harold Wilson once appealed to his party to “unite on 
policy rather than divide on theology”, and it may be that 
academic economists in Indonesia would be making the best use of 
their time by now turning their attention to concrete analysis of 
specific economic policy issues in Indonesia. 

Peter McCawley 
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