
This article was downloaded by:[University of Melbourne]
On: 27 September 2007
Access Details: [subscription number 769677497]
Publisher: Routledge
Informa Ltd Registered in England and Wales Registered Number: 1072954
Registered office: Mortimer House, 37-41 Mortimer Street, London W1T 3JH, UK

Bulletin of Indonesian Economic
Studies
Publication details, including instructions for authors and subscription information:
http://www.informaworld.com/smpp/title~content=t713406865

Political Economy and The Soeharto Regime
Online Publication Date: 01 November 1978
To cite this Article: (1978) 'Political Economy and The Soeharto Regime', Bulletin of
Indonesian Economic Studies, 14:3, 24 - 50
To link to this article: DOI: 10.1080/00074917812331333371
URL: http://dx.doi.org/10.1080/00074917812331333371

PLEASE SCROLL DOWN FOR ARTICLE

Full terms and conditions of use: http://www.informaworld.com/terms-and-conditions-of-access.pdf

This article maybe used for research, teaching and private study purposes. Any substantial or systematic reproduction,
re-distribution, re-selling, loan or sub-licensing, systematic supply or distribution in any form to anyone is expressly
forbidden.

The publisher does not give any warranty express or implied or make any representation that the contents will be
complete or accurate or up to date. The accuracy of any instructions, formulae and drug doses should be
independently verified with primary sources. The publisher shall not be liable for any loss, actions, claims, proceedings,
demand or costs or damages whatsoever or howsoever caused arising directly or indirectly in connection with or
arising out of the use of this material.

http://www.informaworld.com/smpp/title~content=t713406865
http://dx.doi.org/10.1080/00074917812331333371
http://www.informaworld.com/terms-and-conditions-of-access.pdf


D
ow

nl
oa

de
d 

B
y:

 [U
ni

ve
rs

ity
 o

f M
el

bo
ur

ne
] A

t: 
05

:3
8 

27
 S

ep
te

m
be

r 2
00

7 

POLITICAL ECONOMY AND THE 
SOEHARTO REGIME 

INTRODUCTION 

The occasion for this paper is the recent publication of two volumes 
dealing with the economy and economic policy in Indonesia, 
namely, Indonesian Foreign Policy and the Dilentma o J’Dependence. 
by Franklin B. Weinstein (Cornell University Press, 1976) and The 
Indonesian Economy Since 1965: A Case Study oJ’PolilicuJ Economy, 
by Ingrid Palmer, (Frank Cass, 1978). While the two hooks take 
quite different approaches, there is some overlap in their 
orientation, and they share, in significant measure, that orientation 
with several other works on the Indonesian economy; and all of 
these, in turn, appear to me to be part of a larger body of literature 
on the developing economies of the world, which may be usefully 
labelled ‘political economy’. These ideas and attitudes have been 
widely popularised, and one finds them frequently echoed in 
newspaper and magazine stories. It seems to me that the popular 
view of Indonesia‘s development experience of the past twelve years 
comes very close to the view developed in this literature, and for 
that reason alone, it requires attention. 

Pol i t ica l  Economy Defined. In  the  hope  of avoiding 
misunderstanding associated with bracketing a variety of authors 
under one rubric, I will explain my use of the phrase ‘political 
economy’. My intended meaning here is that which has been placed 
upor. it by the economists of the Left (e.g., by Paul Baran) rather 
than that of the classical economists, whose use of the phrase was a 
recognition of the etymological origins of the term economy, which, 
is the Greek, meant management of household resources. As 
Schumpeter has pointed out, the phrase has acquired through the 
years a wide variety of shades of meaning, and caused a great deal 
of confused debate.) As used here, the phrase implies merely 

‘Joseph A. Schumpeter, History of Economre Amlysis, George Allen and Unwin, 
London 1954. pp. 21-22. 
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emphasis on the issues of international dependency and distribution 
of income in economic development, taking a generally leftist, 
though not necessarily Marxist, analytical position. It also connotes 
an antipathy to the main stream of conventional economic analysis 
of L D C  problems. The latter I find widespread among not only 
leftist economists, but among non-economist social scientists of a 
wide variety of political colouration. 

I might add, in passing, that I consider this usage a usurpation by 
the Left of what could be a quite useful phrase.’ Alfred Marshall, 
the British economist, is largely responsible for dropping the 
adjective ‘political’. He considered it redundant. He did not wish to 
deny that economic policy issues are (or should be) of central 
importance to  economists, but rather assumed that no one, by 1890, 
the date of publication of the first edition of his Principles of 
Econoniics, would have misconstrued it as having to do with home 
economics. Of course, even then, economists were arguing for a 
distinction between ‘positive’ and ‘normative’ economics. But only 
the naive have argued that the separation is or could be complete. 
The vast majority of economists work constantly with policy 
objectives of varying degrees of immediacy in their minds, and no  
economics is undertaken in a value or ideology vacuum. 

Orthodox economists in development studies, however. have 
tended to avoid analysis of the political context ofeconomic policy- 
making, and  typically treat political factors in a largely 
unconstructive way, i.e., by treating them as constants or 
parameters, expecting political scientists or politicians to provide 
the appropriate values. But non-leftist political scientists have 
shown little interest in playing that unpolitical role and, moreover, 
have given little scholarly attention to  the functioning of the 
economic system. Intercommunication has been generally poor 
between the two disciplines, and particularly so in Indonesian 
studies. This has left a vital intermediate area in which the Left 
largely command by default. 

I n  addition to the two works cited above, I would like to include, 
as ‘text material‘ for purposes of this essay, three other works: 
David Ransome’s essay ‘The Berkeley Mafia’, Ramparfs magazine, 
October 1970; Rex Mortimer’s essay ‘Indonesia: Growth or 
Development’ from the book Showcase State: The Illasion of 
Indonesia’s ‘Accelerated Modernisation’: and Cheryl Payer’s section 
on Indonesia in her book The Debt Trap: The IMF and the Third 
World. 

’I would prefer to  have the term connote an area of over-lapping i n t e ra t  between 
e ~ o n o m i s t ~  and political scientists in which the analytical tools ofboth disciplies are 
applied to increase our understanding of the  process of economic paiicy-making. In 
Indonesian studies. this area of averlap is most effectively exernplifled i n  the works 
of J.A.C. Mackie. 
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In general, I find these pieces difficult to treat. Because they are 
often more polemical than empirical and because they are 
indifferent or even hostile towards ‘conventional’ economic 
analysis, it is difficult to develop any sort of meaningful dialectic. 
This antipathy is also directed against market systems, as being 
exploitative by their very nature; and that attitude is particularly 
strong with reference to the international economic system. To say 
that they are all unhappy with the Indonesian leadership, with what 
it has attempted to achieve, as well as with what has been 
accomplished, is to understate the case. 

A Neo-dassicist’s Confession. In adopting a critical position 
toward the writers of this literature, I readily recognise that our 
disagreements are not merely over matters of fact. I am, by training 
and orientation, a neo-classical economist. I believe that the tools 
of neo-classical (and Keynesian) economics have proven themselves 
to be of very high utility in approaching the problems of both 
developed and  developing economies.  I view economic 
systems as  complex networks o f  markets. always strongly 
influenced, but never completely dominated by, governments and 
other non-market institutions. The international economy, in 
particular, is a highly integrated and very dynamic market system 
which, for all its flaws, contributes in an immense way to the 
improvement of standards of living around the world. Expanded 
participation in international trade is already a major source of 
economic gain for developing nations, and has potential for much 
more. International capital flows, private and public, are a 
fundamental part of this system, and should be encouraged. 
Governments must play a central role in economic affairs. Their 
principal role should be to  improve on the efficiency of the 
economic system, by reducing and compensating for market 
imperfections. Where market failure is demonstrated, governments 
are obligated to provide goods and services or to intervene to assure 
that the private sector provides them in appropriate amounts at 
appropriate prices. My political preference is for an open, 
pluralistic system with wide equality of economic opportunity and a 
high degree of freedom of expression and political association. 
Alleviation of poverty and provision of the means for choice of a 
wide range of life-styles should be central social objectives. Extreme 
inequality in my view is primaficie evidence of imperfection of the 
market system and therefore sufficient reason for government 
action of some nature. However, all too frequently, the problem 
stems from distortions created by misguided or inadequately 
implemented government action. 

I will not attempt to review these pieces as individual works, but 
rather will discuss what I consider to be their collective point of 
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view. I will discuss the ideas which these works present under six 
major headings: (1) the intellectual dependency of the ‘Berkeley 
Mafia’ and their alliance with the military elite; (2) monetarism; (3) 
international economic dependency and related policies; (4) 
inappropriate choice of production techniques and low levels of 
labour absorption; ( 5 )  the failure of recent Indonesian agricultural 
policy; (6)  the decline of equity in income distribution; and (7) 
corruption and conspicuous consumption. For the sake of 
convenience, I will refer to these authors as ‘the critics’. 

THE INTELLECTUAL DEPENDENCE OF THE ‘BERKELEY 
MAFIA’ A N D  THEIR ALLIANCE WITH THE MILITARY ELITE 

Although Ransome is responsible for the epithet ‘Berkeley Mafia’, 
the idea that the thinking of the Indonesian economists is heavily 
coloured by their American academic training, and by their close 
association with the University of California affiliation team and 
other foreign advisory groups emerges in all this literature. Behind 
it all (Ransome suggests) lurks a long range plot, behind which 
again lurks  t h e  grey eminence of Michael  Harr i s ,  t he  
Representative of the Ford Foundation in Jakarta throughout most 
of the 1950s. Oversimplifying the Ransome thesis, Harris is believed 
to  have sought to orient economics as taught in Indonesian 
universities toward orthodox Western thinking as an antidote to  
indigenous leftist inclinations, Sukarnoism in particular. The 
instrument chosen was several large Foundation grants to  
Indonesia, administered by American universities, to  provide for 
graduate study for Indonesians in the United States, and for 
resident teams of American faculty to  advise on curriculum and 
related matters, as well as to teach. 

Ransome’s main objective in the article quoted was to  condemn 
the University of California and the Ford Foundation for their 
involvement in a plot which he believes led to the bloody purge and 
near extermination of the Indonesian Communist Party. But 
beyond that, this intellectual association is said by the critics to  
have led to adoption of a comprador economic ideology, and of 
economic policies to match. The precise nature of this supposed 
ideology is nowhere clearly enunciated in this literature, but it can 
be pieced together. It is basically ‘capitalist’ or ‘anti-socialist’ in 
orientation, involving a belief in the efficacy of the free market, 
both domestically and internationally. It involves a high priority for 
monetary stringency as a precondition to  effective market 
performance, again, both nationally and internationally. Direct 
controls and governmental intervention are regarded as inimical to 
effective operation of the system. Competition between domestic 
and foreign businessmen would be regarded as  healthy, 
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notwithstanding the weakened competitive position of domestic 
entrepreneurs and their employees. Foreign capital, moreover, is 
necessary in order to build domestic productive power - private 
capital as well a$ governmental. Finally, collectivist regimes are 
regarded as undesirable associates. 

Understanding the Technocrats. Aside from the fact that Berkeley, 
California in the 1950s and 1960s was hardly the place where such 
ideas went unchallenged, even in the Department of Economics, the 
above summary is quite an inaccurate characterisation of the ideas 
of the Indonesian economic leadership. In the first place, these men 
are Indonesians, by which I mean that they are nationalistic, and 
they are strongly influenced by their cultural heritage. Their 
nationalism is expressed in a variety of ways, including a strong 
propensity to control, in detail, the use of foreign resources. In the 
early years, it was manifest in their insistence, despite donor 
objectives, on dispensing program aid credits through the BE 
system, and in more recent years, in  the allocation of virtually all 
aid resources through the planning system. Private investment has, 
from the very outset, been subject to licensing, according to a daflar 
prioritas (schedule of priorities). It is anything but permissive as a 
set of procedures. While they are less inclined to  view any inflow of 
foreign capital as evidence of economic imperialism than many of 
their compatriots, it is readily evident from both their actions and 
their conversation, that they are wary of foreign economic 
influences and regard these resources solely as a means of 
developing the Indonesian nation, to  be exploited t o  the fullest 
extent possible toward that end. 

Their nationalistic orientation is also evident in their carefully 
guarded independence of judgement in policy matters. The 
assertion that they have allowed themselves t o  be dictated to by 
foreign advisors, most notably the IMF, AID,  IBRD, and Harvard 
Advisory Group is quite at variance with the facts.' Such advice has 
been sought, but more frequently than not, ignored. The most 
common experience of the foreign advisor is one of frustration, 
because his advisory efforts appear to be largely fruitless. The 
Indonesian economists choose the advisors they wish to  listen to, 
and are very selective in  the process. 

The illusion of intellectual dependence on foreign advisors is 
attributable, at least in part, to the large number of such advisors 
resident in Jakarta. At one time both the Harvard Group and the 
World Bank teams were resident in the Bappenas office building. 

, ~ ~ ~~~ ~~~~ ~~ 
~~ ~ 

bnly under the supervision of Ford Foundation appomees.' 
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However, the significance of this physical proximity was much less 
than any outsider could imagine. I would argue that this criticism 
should be directed very differently, namely toward the waste of very 
expensive expert manpower associated with having so many 
advisors retained and so little utilised. The cost, of course, is well 
diffused internationally, because the grant element in advisory 
assistance is very high. Thus, from a purely Indonesian point of 
view, maintaining excess capacity in foreign advisory resources was 
probably a nGiona1 strategy. 

The importance of culture in the pattern of behaviour of the 
Indonesian economists is also not far to  seek. It is readily evident in 
the style of the Minister-Coordinator of Economic and Financial 
Affairs, Professor Widjojo Nitisastro, and in the operation of 
Bappenas, the National Planning Council, which he heads. He has 
explicitly chosen as his model of leadership the example of the 
traditional Javanese leader. the panutun, whose responsibility is to  
live ‘among’ the people and imbue them with a spirit of service t o  
the community by setting a standard worthy of emulation and of 
obedience? This outlook on life and leadership is reflected in 
several important ways. Authority is neither cleanIy delegated, nor 
is it exerted in western style military fashion. Decisions are reached 
only after a great deal of discussion (musyuwaruh). in search of 
consensus (mufukat). 

Although Bappcnas is the centre of activity at the time of writing 
of the Five Year Plans, the agency itself is not set up for highly 
sophisticated central management of the economic system. Its 
primary function is to consider petitions from government agencies 
a t  various levels for investment funds channelled through the 
budget. 1 believe it IS much more accurate to view this process as a 
manifestation or  aristocratic benevolence than as an Indonesian 
version of Gosplan. 

It is also usually completely forgotten in these discussions that 
the ideological influences impinging on the so-called ‘technocrats’ 
have been diverse, and that socialist and Marxist thinking are a very 
important part of their intellectual background. One reason for this 
oversight is that the regime has adopted an explicitly ‘non- 
ideological’ public position, aside from the very unspecific 
iniplications of Pancada.  Two months after the September 1965 
upheaval the Faculty of Economics of the University of Indonesia 
conducted a conference on ‘Economic Problems and Ideological, 

‘See his ‘Persadan-persaalan Ekonornis-Tcknis dan Ekonomis-Politis Dalam 
Menanggulangi Masalah-masalah Ekonorni’, i n  ,Mosoloh-masolah Ekonomi Don 
Foklor-fokm Ipol~os, Lembaga Ekonurni dan Kemasjarakatan Naiionai. Madjelin 
l lmu Pengetahuan Indonesia. Departemen Urusan Research Naiional, Jakarta, 
1965. 
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Political, and Social Factors’. This was a time when they were no 
longer under pressure to  adopt the protective colouration of the 
rhetoric of the Soekarno regime, and before they were so closely 
identified with the New Order that they were inhibited from that 
direction. The papers the economists delivered were enlightening. 
Some quotations will illustrate: 

‘Separation of economic factors from other social factors is only 
possible in one’s mind and cannot be a fact of life. Any economic 
policy which is based o n  the notion that such separation really 
exists is certain to  fail.’ [Widjojo Nitisastro].’ 

‘A source of economic disorder, among others, is inadequate 
‘translation’ of Pantja Sila into concrete economic action, to 
transform the emotions and desires of the people into action 
which brings a b o u t  economic development’ (Widjojo 
Nitisastro].* 

‘The desire to  guide the economy and eliminate liberalism in 
the Indonesian economy is a desire which emerges naturally if it 
is remembered how greatly the Indonesian people have suffered 
from economic liberalism in colonial times.’ [Emil Salim].’ 

‘If we wish to  direct economic activity toward development, 
economic organisation too closely tied to  the market will 
definitely not fulfill our needs. Markets in general reflect 
scarcities and economic situations which exist (das spin/, but 
create difficulty in use as a tool for pursuit of an economic 
situation which should be (das solien). [Emil Salim]! 

‘If it is remembered that the Indonesian Revolution is 
multicomplex, then it is obvious that economic problems cannot 
be approached in a merely technical-economic fashion. The 
relationships between economics and politics, especially in a 
turbulent revolutionary situation such as exists in Indonesia, is so 
intimate that their mutual influences must be understood and 
weighed ... In this connection Marxian science provides a tool and 
method of thought which is relevant ..., because Marxist analysis 
clearly comprehends the interrelationships among development, 
political life and the economy.’ [Emil Salirn] (Dr Salim went on 
to  state that he rejects, along with Engels, crude economic 
determinism, and particularly so in Indonesia’s case, where rapid 
progress in the political and social superstructure had not yet 
been matched by comparable progress in the economic base 
structure.) ‘... in application of the laws of Marxism, particularly 
the principle of contradiction, under Indonesian conditions, what 
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is taking place is contradiction between us and the enemies of the 
Revolution (whose origin and character is anational) ...' 
A statement of somewhat earlier vintage (1963) from Professor 

'I  do not suggest that the government turn liberal, that is, take a 
hands-off attitude toward the economy. Far from it. The 
principle of Guided Economy remains essential to  promote the 
development of our national economy. What 1 am concerned 
with is how this is to  be managed .... To make Guided Economy 
effective, a start must he made with settling the affairs of the 
nation in a more orderly way, based on careful planning and 
fiscal and monetary discipline."O 
And still earlier (1955), Professor Widjojo argued as follows: 
'Besides causing an inequitable distribution of income, 
liberalism ... brought about a low level of income in oureconomy. 
The level of income is a matter of output, which is a function of 
investment. An economic system based on liberalism allows 
complete freedom as regards the volume and directional flow of 
investment. This absence of control of investment has created 
structural debilities in our economy, which are reinforced by 
sharp short-run fluctuations. An economic system based on 
antiliberalism is one which ensures structural changes in our 
economy and which directs the appropriate volume and flow of 
investment to those sectors which ensure an increase in output 
and, consequently an increase in the level of income .... The 
essential point is that the volume and directional tlow of 
investment is not left for private enterprise to determine, but that 
this is the responsibility of the state, ... The terms of this 
interpretation [of the constitution] d o  not make the existence of 
private enterprise an incompatible element in the economic 
system under discussion. On the contrary private enterprise is 
allocated a specific role....'" 
That the anti-classical and socialistic inclinations expressed in 

these quotations are not merely rhetorical is readily evident in the 
pattern of performance. State enterprises dominate or completely 
monopolise a very large proportion of the modern sector of the 
economy. The State Banks have been greatly enlarged; private 
banking is negligible. And the power of the Central Bank has been 
substantially enhanced under the Urde Baru. Pertamina retains its 
monopoly on Indonesian participation i n  the oil industry, and on 

Mohdmmad Sadli is also apt: 

'ibid.. p. 105: p. 123 (my translation). 
"'M. Sadli, 'Inflation, the Drifting Kite'. in H .  Feith and L. Castles, (eds), 

Indonesian Pvlirieal ThinkinX. Cornell University Press, lthaca and London, 1970. 
p 400. 

p. 384. 
"Widjojo Nitisastro, 'Raising per Capita Income' in Feith and Castles, op. cit., 
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domestic marketing. State monopolies also exist in railways, 
electricity, and large tonnage shipping. Public enterprise are 
prominent in rubber and palm oil estates, textiles, electrical 
equipment, and many other areas. Many of these firms enjoy 
substantial state subsidies. 

Nor is the state inactive in the private sector. All investments of 
any size, foreign or domestic, must be screened by the Investment 
Board, and permits granted according to a state-determined scale of 
priorities and evaluated according to a set of state-determined 
project evaluation criteria. Interest rates remain controlled. Bulog 
(the National Logistics Board) controls rice prices by virtue of its 
nearly complete control of the rice marketing system; and it has 
plans to  extend this control to  other commodities. Wheat milling is 
in the hands of a small, government-designated syndicate. The 
Village Unit and cooperative program attempts to extend the 
operation of the agricultural intensification program to the level of 
the village. Inpres Penghijauan, the program of replanting of 
denuded slopes, literally translates ‘President’s Instruction for 
Greening’, but is widely interpreted facetiously in Indonesia to  
mean the spread of green uniforms. On any objective view, the 
economy under this regime must be regarded as government- 
dominated, and the market’s role as highly abridged. I would argue 
that it is much more effectively controlled now that it ever was 
under Soekarno’s ‘Guided Economy’. 

The Political Context. The political context of economic policy- 
making is an area that all too often falls between the stools. 
Political scientists who meticulously examine the general structure 
of political power rarely extend their analysis to the implications of 
that structure for the making of economy policy. Orthodox 
economists, on the other hand, tend to treat political forces as 
parameters, to be specified by others. The penchant of the majority 
who address themselves to ‘political economy’ is to attempt to  fit 
each nation into the ‘New Paradigm‘ view of the great geopolitical 
s t ruggle  between imperialist  and  ant i - imperial is t  forces. 
Unfortunately, the latter view is a Procrustean bed, to  which 
Indonesia, and other LDCs, are cut to  fit. The characterisation of 
the Indonesian policy-making economists as ‘Berkeley Mafia’ is 
only one example of this ‘Newthink’ - already discussed above. 
Furthermore, the complex interaction between the ‘technocrats’, 
their civilian rivals, and the military is largely ignored. 1 do not 
propose to develop a major treatment of this complicated and 
somewhat obscure process here, but will only sketch what appear to 
m e  to be the major dimensions of this struggle. 

The political position of the economist-technocrats is entirely 
dependent on their ability to convince the military leadership, and 
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the President in  particular, that their expertise is essential. Their 
connections with the military stem from early personal associations 
and from early recognition on the part of several key military 
leaders that performance of  the civilian function of the military 
would require that their o w n  economic expertise be enhanced. This 
need was highlighted soon after the confiscation of foreign 
enterprises in the anti-Dutch campaign of 1957-58. To supply this 
need, the members of the Economics Faculty of the University of 
Indonesia (FEUl)  became involved in teaching of economic basics 
at the Military Staff College in Bandung (SESKOAD) and in the 
writing of articles on economic subjects in the military-backed 
newspapers. Among other military scholars who attended the 
Bandung seminars was Major General Soeharto. Given the parlous 
state of the Indonesian economy in the early and mid-I960s, the 
military readily recognised that in  the event of a political shift 
which would bring them to power, prompt solution of the worst of 
the economic problems would be of highest priority. Hence, soon 
after the abortive coup of September-October 1965, consultations 
of an increasingly formal nature took place, and in early 1966, five 
members of the FEUl were invited to  become an economic 
advisory team to General Soeharto. Roughly a year later, four of 
them became cabinet members. At  present, five FEUl  professors 
are in the cabinet, and four other economists of varying degrees of 
closeness of association also hold portfolios. 

The FEUl  economists do not monopolise economic policy- 
making. From the earliest stages of the development of the regime, 
they have had to share their role with both military and civilian 
competitors. Three generals (Ali Moertopo, Sujono Humarddni 
and Suryo), serving as members of ASPRI, the president's personal 
staff, were assigned economic advisory functions, and although 
ASPRI has been technically abolished, it is reported that these 
relationships remain." One of the three generals, Ali Moertopo, 
was recently appointed Minister of Information. He has very 
openly indicated his disagreement with the 'overly technical' 
approach taken by 'the technocrats'.'' He has established his own 
team of economic experts, and founded an institution, the Center 
for International and Strategic Studies (CSIS). to promote and 
publish their research. At  least one of the four new economist- 
cabinet members is considered to  be General Ali Moertopo's close 
personal associate. 

"Ulf Sundhausrdn, 'The Military: Structure, Procedures, and Effects on 
Indonesian Society', in K.D. Jacksor and  L.W. Pye, (eds.). Power and 
Conrniunieanons in Indonesio, University of California Press. Berkeley, 1978. 

"ibid 
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Beyond this rivalry in the field of advice and expertise, the FEU1 
technocrats are faced with a variety of centres of economic power, 
almost all of which are controlled by military personnel. The degree 
to which these power centres are influenced by professional 
economic advice from any source varies widely. These include the 
Department of Communications, Bulog (the National Logistics 
Board) which bears the responsibility of controlling the market for 
rice,’4 and a wide variety of government enterprises which dominate 
several key sectors (oil, rail and air transport, electric power, and 
inter-island shipping). The Central Bank (Bank Indonesia) is a 
generally cooperative, but nevertheless separate, power centre 
which itself must deal with the problem of shared financial power 
with the five State Banks which dominate the financial scene. 

The society at large also places important inhibitions on the 
range of policy choice. Traditional fears and enmities prevent 
development of a more liberal attitude toward the dynamic 
community of private entrepreneurs of Chinese descent, and almost 
entirely prevent their being used in important positions of 
economic management in government. The widely expressed 
antipathy toward international economic involvement among the 
Indonesian elite (which is discussed in somewhat more detail below) 
is also very limiting in a vitally important area. 

T o  summarise, the problem of economic policy-making and 
implementation is a major problem of social engineering in a 
pluralistic milieu. The FEU1 economists are thus forced to rely on 
their expertise and their persuasiveness, as well as their ability to 
appeal to  national interest. Even within the ministries they head 
they must share power and responsibility in important instances. 
For example, the customs service is virtually autonomous even 
though nominally under the control of the Department of Finance. 
And to this must be added the important factors of bureaucratic 
inertia and low levels of competence, entrenched by decades of 
over-hiring and indifference to administrative skills. 

These circumstances create complex dilemmas in attempting to 
revise economic policy towards goals of greater efficiency, equity, 
and reduced corruption. For example, rationalisation of the tariff 
and non-tariff import restriction system - which is a major factor 
in creating imbalance in the pattern of industrial growth - is 
resisted with vehemence by managers of state enterprises, as well as 
private sector firms which survive only by virtue of the protection 
these restrictions provide. Vested interests also exist in incomes 
from corruption and smuggling associated with the confused tariff 

“Bulog also engages in marketing of a variety of other food items, but much less 
comprehensively than in rice. 
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codes and very high incentive to  avoid excessive duties, bans and 
regulatory red tape. T o  some extent the opposition is simply 
misguided. Lower, simpler duties will, at some level, become 
generally enforceable, thereby yielding more effective protection 
and they could also, conceivably, provide that protection for 
genuine ‘infant industries’, Le., those with some demonstrable 
probability of eventually becoming competitive without the implicit 
subsidy of protective devices. This combination of ignorance and 
vested interests account, in large measure, for the fact that the 
present tariff codes have been in effect, largely unaltered, for five 
years, in spite of rapid growth and changing structure of the 
economy. Similar dilemmas arise in  such areas as pricing of 
products and services of public utilities and of domestically 
marketed oil products, income tax reform, development offinancial 
intermediation, and elsewhere. Thus, even if the economists’ 
predilections did run toward a relatively pure market solution to 
Indonesia’s problems - which they d o  not - t h e  political milieu 
would prevent them from attaining such goals. 

MONETARISM 

An important part of the critics line of attacks has to d o  with 
monetary, fiscal and international finance policy. Monetarism has 
become a term of abuse in many critical circles, to be associated in 
its negative implications with Militarism.” It is alleged that this 
regime has adopted a pattern of policy which has opened the 
Indonesian economy to exploitation by Japanese and Western 
capitalist interests. Under the influence of their American training 
in economics, the Indonesian economists are thought to  have 
opened their arms to a resident I M F  mission which demanded and 
obtained a ‘stringent’ monetary policy. This allegedly created a 
liquidity crisis, seriously inhibiting domestic entrepreneurship, and 
creating unemployment. Payer and Weinstein emphasise the 
international dependency implications of the ‘IMF strategy’, while 
Palmer cmcentrates most heavily on the internal implications of 
monetary orthodoxy. 

Payer’s emphasis is on the adoption of prescriptions which she 
believes were largely dictated by the IMF, and oriented to the 
insidious purpose of creating a reliable domestic currency in order 
to make foreign investment attractive to  private investors. Promises 
of foreign aid were offered as bait to entice the Indonesians into this 
trap. Weinstein’s book brings out the internal controversy among 

”cf. A.G. Frank’s characteriration of monetarism as ‘Economic Genmde’, 
POtifiMi Econorfry of Deve/opmmt. Australian Broadcasting Commission, 1977, 
p. 74. 
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Indonesians over the ‘monetarist approach’ versus the ‘production 
approach’. The latter conception has never been well stated, but the 
gist of the argument was simply that expansion of production 
should be fostered to close the gap between goods availability and 
monetary demand - as opposed to curtailment of the rate of 
growth of the money supply. The incredible naivete of such an 
argument in the face of a rate of money growth of 280 per cent i n  
1965 and 760 per cent in 1966 goes all but unnoticed in the critical 
political economy literature. Palmer’s discussion in this connection 
implicitly accepts the ‘production approach’ line of argument, by 
continuously emphasising the burden that ‘monetary tightness’ and 
‘high interest rates’ placed on indigenous business men. 

It is hard to overstate the inadequacy of this critique. Aside from 
the generally bland acceptance of the “production approach’ as 
though it made even elementary good sense, the failure of the 
authors to examine the readily available facts on Indonesian 
monetary policy in this period is amazing. The nominal money 
stock (M,) more than doubled in 1967, and did so again in 1968, 
and still rose by 61 per cent in 1969. Even in the late 1970s the 
money growth rate has remained in excess of 25 per cent per 
annum. This is not ‘tight money’ policy by any reasonable 
standard. Not surprisingly, aside from the amazing reduction of the 
rate of inflation to the single digit level in 1970-71, the country 
continued through 1977 to be plagued with high inflation rates.’* 

The interest rate situation is somewhat more difficult for a non- 
economist to understand, but the assertion that interest rates were 
high in the years of the stabilisation policy is based on a quite 
simple failure to distingukh between nominal and real rates, and 
erroneous treatment of borrowers rates a t  state hanks as though 
they were generally effective during the hyper-inflation. In 
1965-66, in informal markets, even among personal friends, rates 
were 16-20 per cent per month, a rate which roughly matched the 
rate of inflation, hence approximately sustaining the real value of 
the money lent. The state banks were charging 25 to 50 per cent per 
annum, depending on the class of loan, which implied a subsidy of 
virtually the entire amount of the loan, because within a year’s time 
the real value of the principal virtually disappeared. In short, the 
state hank rates were meaningless, except as an indicator of the size 
of the subsidy to the privileged few in the private sector who had 
access to such loans at  that time. 

The interest rate adjustments made by the regime were anything 
but harsh in this situation. State Bank rates did not become positive 

‘There is some prospect for single digit inflation in 1978. however. See ‘Survey of 
Current Developments’, p 17. 

36 



D
ow

nl
oa

de
d 

B
y:

 [U
ni

ve
rs

ity
 o

f M
el

bo
ur

ne
] A

t: 
05

:3
8 

27
 S

ep
te

m
be

r 2
00

7 

in real terms until May, 1969, and at their peak, in 1969-70/71, 
when the inflation rate was at or below I O  per cent, could never he 
called excessive when viewed in light of capital scarcity in the 
country and the profit rates which that capital could earn. It is true, 
of course, that private entrepreneurs complained bitterly about the 
‘liquidity crisis‘ and the high cost of money. Liquidity was scarce, 
having heen largely destroyed by inflation. But in fact, the real 
value of money in circulation, which had fallen by 70 per cent 
between 1960 and 1965, began to rise immediately in 1966, and had 
risen by 180 per cent by 1970. 

Nor did monetary policy prevent rapid production growth as 
alleged by the critics. To he sure the 58 per cent overall expansion of 
industrial output (1965-71) was heavily concentrated in the 
medium and large scale industries, but nevertheless, even small 
industry, which had been stagnant over the previous five years, 
managed to  grow by 20 per cent over that same period. Moreover 
the textile industry, which Palmer insists was badly damaged by a 
combination of competing imports and tight money, fared well, real 
output more than doubling over the 1966-70 period. All non- 
industrial sectors grew well in the early stages of stabilisation also, 
albeit at differing rates, and generally less than the very high 
industrial growth rate. Finally, Palmer’s allegation that the 
accumulation of time and savings deposits, which grew 
spectacularly in response to the rise in nominal interest rates, stood 
idle for lack of effective demand on the part of borrowers is 
manifestly completely wrong. Private sector lending grew more 
rapidly than time and saving deposits, from the very beginning of 
the period. 

1 would argue that a more valid criticism is that the regime has 
not been ‘monetarist’ enough. Indonesia suffers from what Shaw 
calls ‘insufficient financial deepening’ and McKinnon calls 
‘financial repression’. While the Indonesians deserve high marks for 
rebuilding the real money stock from the desperately low levels to 
which Soekarno’s inflation had taken it, and established interest 
rates at levels which approximated the scarcity value of capital, they 
have done too little to  extend the system of financial inter- 
mediation beyond the state banking system, and beyond the urban 
enclave. Private banking has only recently begun to grow relative 
to the five syate hanks, and rural banking remains almost 
rudimentary. Moreover, during the period of  the ‘oil bonanza’, 
when foreign exchange reserves were mounting, the use of foreign 
exchange to  finance internal expenditures by government 
‘monetised’ those reserves and created high rates of inflation 
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through most of the 1970s. It is ridiculous to  characterise as 
slavishly monetarist a government that generates a compound rate 
of money growth of 38 per cent per annum over a period of five 
years (1971-76) as the Indonesians have done. 

INTERNATIONAL ECONOMIC DEPENDENCY 

Mortimer states, as a criterion of successful development, that it be 
‘so managed as to  improve the country’s ability of innovating 
successfully on the basis of national resources and skills,..,’ As in 
the case of stabilisation policy, the critics’ position on international 
economic relations is extreme. Hardly any explicit concession to  
Indonesia’s fundamental international economic interdependence is 
offered, and an ungenerous interpretation would take them at their 
word, Le., that borders should have been hermetically scaled. But it 
is clear enough that what they really mean is that international 
trade should be restricted to domestically unproducible or unusable 
planning residuals, as in some socialist nations, and international 
borrowing to irreducible minima. They regard it as scandalous that 
Indonesia has allowed, nay, encouraged, official capital inflows to  
rise to  (now) nearly two billion dollars per annum, with all that this 
implies: a very long term, growing, commitment to debt service 
(Payer’s ‘debt trap’), donor participation in investment decisions, 
tied loans designed by lending nations to promote their exports 
and the use of their technologies; and the grim image of the great 
multinational corporations extending their tentacles into the vitals 
of the economic and social system; export development 
emphasising primary exports, and import substitution (and/or 
imports) or non-essential consumer goods, encouraging wasteful 
and conspicuous consumption and exacerbating social cleavages; 
and finally, strengthening of the influence of the international 
capitalist system. 

By inference the preferred pattern would have been for greater 
mohilisation of domestic resources, improved distribution of the 
nation’s own consumer goods production, independent choices of 
investment and production priorities, minimal international 
indebtedness, state trading for absolute essentials, heavy internal 
taxation and, again, austerity. 

I find much to sympathise with in this pattern of argument, hut 
ultimately disagree. I think Indonesia is taking more official aid 
than is necessary or desirable, and that the types of capital inflow 
undertaken leave much to he desired. But I would have preferred 
instead of near autarky, much more emphasis on export promotion, 
predominately of the products of labour-intensive processing and 
manufacture; much less import substitution in general, and 
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particularly in consumer goods industries;" heavier taxation of 
non-essential consumer goods whether domestically produced or 
imported; and much more reliance on internal taxation and saving 
to mobilise capital. 

I see autarky as unacceptable for Indonesia. While it is a large 
economy geographically, with a fair variety of industrial resources, 
Indonesia is far from being in a position to  operate independently 
without very high sacrifice. She has much to gain in the way of 
efficiency by producing for international markets. which are vast 
and growing at a very good rate secularly.la While I concede that 
full employment is achievable in an autarkical economic system, 
(it would probably be mandatory) it could only be achieved 
at the cost of large sacrifices in efficiency as compared with 
specialising and trading. International markets are imperfect in 
many ways, including the existence of private monopoly power and 
governmental trade restrictions which make entry for less 
developed nations difficult. However, I think there is good evidence 
that 'export pessimism" on the part of the less developed countries 
is overdone,'* and that their own trade restrictionism has done them 
a t  least as much harm as that of the developed nations. 

The debt burden issue is overdone by Payer. Debt which is 
created by inflows of productive resources generates income which 
can be used to meet debt service obligations. Only i f  the imported 
resources are very badly chosen (e.g. armaments) or if they are 
badly used (e.g., building industrial monuments), will this basic 
relationship not hold. Of course a nation can get into a 'debt trap' 
problem if export earnings fail to grow with rising productivity 
sufficiently to avoid balance of payments problems associated with 
the capital outflow necessary to service debt. This implies a 
problem of debt management. At present, Indonesia's debt position 
is not unhealthy. Her debt service ratio is mithin reasonable 
bounds. It could, of course, become threatening as oil earnings 
stagnate and if other exports d o  not grow rapidly enough to  finance 
rising imports and other payments needs. On the other 
hand inflation and concessional scheduling and interest rates all 

"I share the critics antipathy to 'Coca Cola' investment, although my personal pet 
peeve I S  the automobile industry. Coca Cola may drive o ~ t  bottlcrs of traditional 

difference be caotured as state revenue rather than lost in ;esource wasthaod 
monopoly profils. 

"Notuithstanding the current international recession - which, of course. raises 
the issue o f  international market stability - an issue on which Palmer touches in 
pass, ng . 

"See I~ittle, Scitovrky and Scott, Indurlry ond Trade in Some Developing Counrnes, 
Oxford. 1970. 
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work in her favour as debtor. This is a complex problem that could 
have been lessened or minimised had Indonesia chosen a less aid- 
dependent policy strategy, and I, for one, would have preferred a 
more prudent, more self-reliant pattern, though not, to repeat, a 
less open strategy with respect to international trade. 

The Weinstein Thesis. Franklin Weinstein presents a theory of 
political economic dynamics which is considerably more subtle 
than that of most the critics. His research had led him to the 
conclusion that members of the Indonesian elite, including active 
technocrats, who are or have been involved in making foreign 
policy decisions are very ambivalent toward foreign economic 
involvement. On the one hand, they view the international economy 
(and polity) as treacherous and Indonesia as being victimised in 
international competition. A t  the same time they view their country 
as too poor to be able to pull herself up by her bootstraps, and 
therefore requiring rooreign aid. Given any considerable degree of 
‘political competition’ (as for example existed between the army 
and the PKI in the early 1960s), no faction could afford to be too 
obviously willing to rely on external assistance. Weinstein believes 
that the military (and the technocrats) under Soeharto have been 
able to choose an ‘aid-supported’ strategy precisely because they 
have been ahle largely to stifle political competition, but even so 
public protests indicate that the regime is vulnerable to criticism of 
its ‘open’ policies. 

I believe Weinstein has clearly identified a major policy 
constraint, and that it is a constraint that has had perverse effects, 
in that it has led to a more ‘inward looking’ strategy than would he 
optimal. Instead of promoting the broadest spectrum of exports a t  
the outset and concentrating on manufacturing for the world 
market - which would have required emphasis on her comparative 
advantage in labour-using industries, as a substantial number of her 
Asian neighhours have so successfully done, she chose high 
protection and rapid growth in import-competing industries. These 
are, by their very nature. inconsistent with her comparative 
advantage, Le., they are capital-intensive, and imitative, as to 
technology, of the nations whose imports are being substituted for. 
Much of the capital inflow in the private sector has heen into such 
industries, responding to protection-created profits and tax 
favours. Thus, quite inadvertently, Indonesia is more dependent on 
foreign capital and enterprise than she needs or wants to he. It 
would be better, in other words, to export sewn garments and 
electronic sub-assemhlies and to import automobiles than to 
produce automobiles a t  home and import garments. Moreover, in 
the absence of a more vigorous growth of exports, a large 
proportion of Indonesia’s imports have had to be financed by 
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foreign official borrowing from IGG! and other sources. No doubt 
some part of the import bill was hound to be so financed, a t  least in 
the early years of the stabilisation program, but Indonesia's debt 
position would be healthier now ($1 1.7 billion in the aggregate). 
But, to repeat, this debt is not the monstrous burden the critics 
believe it to be, nor have the benefits of industrialisation been as 
narrowly shared as is often asserted. Total employment in the 
industrial sector has now reached 1.5 million, and has been 
growing, in the 1970s at  a rate of 7.9 per cent per annum.'" 

Although Weinstein's objective was to document the attitudes of 
the Indonesian elite on the matter of international dependence, I 
regard him as a 'political economy' critic alongside these others of a 
more clearly leftist persuasion because of his ready acceptance of 
the dependency argument in its most simple form, i.e., that the 
choice of strategies is confined to  aid dependence versus political 
revolution." Both strategies are essentially inward-oriented with 
respect to markets, and differ primarily in that the aid-dependent 
strategy relies on external resources for investment, while the 
'revolutionary' solution, in the ideal a t  least, relies on draconian 
austerity to create the necessary capital to build import-competing 
industries. A third paradigm, most clearly exemplified by the 
example of Hong Kong, utilises no foreign aid whatever,i' does not 
protect or subsidise domestic industry, generates internal capital at 
a very high rate from profits earned in the export and entrepot 
trade, and admits such foreign capital as wishes to participate 
without either favour or prejudice. Perhaps this model could be 
labelled the 'interdependent' strategy. 

Indonesia could not opt for such a strategy without major 
adjustments. The vested interests and relative price structure 
created by the combination of protection, aid and subsidised 
private capital inflow, compounded by the exchange rate effects of 
the oil bonanza, and bureaucratic obstacles to trade, all tend to 
make Indonesia a nominally high cost nation in international 
competition. This situation contributes to the widely held notion 
that Indonesia (and other LDCs) cannot compete - i.e., that the 
principle of comparative adantage is dead. 

"'Intercensal Survey of the Labour Force, and Suhud, A.R. .  'The Concept of 
Industrialization in the Third Five Year Plan of Indonesia'. Speech of the Ministkr 
oi Trade i n  Tokyo. 3 Oclober. 1978. 

'"In Indonexa emphasis on ccunornic development has become synanymous with 
emphasis @n foreign aid because 11 is so hard to conceive of dcvclapment without 
aid. barring revolutionary changes in the political and social systems.' op. cit., 
pp:. 28-29 

 t the Britiqh government has participated in the postwar Hong Kang economic 
miracle to the extent of providing crown land (in Hong Knng) for public housing, 
and a modest defense force. Hang Kong's own ~osourcczs finance all other activities 
o i  governmenr. 
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Oil, and the lssue of ‘Exlractiveness’. A staple argument among 
critics of development strategies which is echoed in the writings 
under consideration here, is that foreign investors favour primary 
industries, largely of an extractive nature, t o  provide raw materials 
for their home-based processing industries. This has unfortunate 
implications, it is argued, because many extractive industries are 
capital-intensive by their very nature (mining, in particular), and, 
being extractive, once gone these materials will not he available for 
use by the exploited nation. It is also argued that the multinational 
corporations which are involved in exploitation of these resources 
hold the upper hand in bargaining and give too little in exchange. In 
the Indonesian case, the argument seems to apply because of the 
fact that crude petroleum and timber are the two leading exports. 

In general, the treatment of these issues in the critical literature 
under consideration here is very sketchy, possibly because, in the 
wake of the OPEC price revolution, it is impossible to  argue that 
the oil exporting nations are being ill-used in international markets. 
The emphasis has therefore shifted to criticisms of Indonesia’s 
national oil company, Pertamina. General Ibnu Sutowo’s career is 
cited as one of the most egregious examples of comprador activity, 
corruption, and conspicuous consumption. Palmer, in particular, 
criticises the wasteful investments of Pertamina under Ibnu, and the 
financial crisis created by his reckless borrowing. But this is hardly 
a radical position. Ihnu’s critics are legion, right and left, within the 
government and without. 

The issue of timber exploitation in Kalimantan is perhaps a more 
clearcut case, because of the early underreporting of exports and 
underpayment of export taxes on the part of several foreign 
companies. And, as Palmer points out, there is no evidence of 
planning for sustained timber yield or other conservancy 
measures.” 

It would be the height of foolishness. of course, for Indonesia to  
refuse to  sell her oil, timber, copper, nickel, natural gas, tin, and 
coal to foreign buyers altogether, and it is highly doubtful that any 
of these, save tin, could at this stage of her development be mined 
and exported without the assistance of foreign capital and expertise. 
It is important, however, that Indonesia extract the full value of the 
economic rents created by the relative scarcity of these treasures. It 
is also essential that these rents be channelled into investment 
and/or public consumption in such a way as to raise the general 
level of economic welfare to the fullest extent possible. This raises 
the corruption issue, which will he discussed more fully later. 
Broadly speaking, however, it is readily apparent from examination 

of a resource. 
”I  recogaise that constant yield i s  not synonymous with aptirnality in exploitation 
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of Indonesian government budgets that a very large proportion of 
income from these rents is being channelled into the development 
budget and utilised for creation of social overhead capital and other 
productive assets. 

Returning to the conservation issue, until very recently oil 
policy, implicitly, was to maximise the rate of exploration and 
exploitation in order to maximise export earnings in the shortest 
period possible.” At the same time pricing of domestically 
consumed oil products has been low, encouraging growth in 
consumption; and further stimulated by rapidly rising per capita 
income, it is rising very rapidly, threatening the export surplus. 
Curiously this important issue is hardly touched upon by the critics 
in any systematic way. 

THE CHOICE OF TECHNIQUES AND LABOUR ABSORPTION 

The criticism of Indonesia’s growth over the past twelve years 
includes as a major point the inappropriateness of the technology 
being utilised in public investment, in investment by private firms, 
and by state enterprises. This inappropriateness is seen as being due 
to several influences. It is argued that foreign private enterprises 
making direct investments simply transfer their technologies from 
their home bases, where capital is plentiful and labour is scarce and 
expensive. Projects undertaken with foreign aid are tied, which 
means that equipment, expertise, and perhaps even contractors are 
all provided by the donor nation; hence, again. techniques are 
chosen which are appropriate to the donor nation, rather than to 
Indonesian circumstances.  In addi t ion ,  exposure to  the  
international community is thought to create a demonstration 
effect, which leads domestic entrepreneurs to imitate foreign 
technology. Shiny gadgets have their own appeal; hence better to be 
shielded from demonstration effects. 

There is evidence, largely of an unorganised, anecdotal nature, 
that there are industries in the modern sector whose capital usage is 
excessive, whether measured by capital-labour ratios or capital- 
output ratios. However, it is doubtful that the root cause is blind 
imitation of techniques in the home operation of the business 
enterprises that have invested in Indonesia. The essential cause is 
surely the market distortions that have been created in order to 
entice import competing industries to Indonesian shores. This mis- 
direction of criticism, like many of the other shots \ride of target 
already alluded to, stems from an unwillingness to  look closely at 
fundamental economic relationships - in some measure at least, 

“See ‘Survey of Recent Developments’ in this issue for a discussion of recent 
consideration of energy policy in Government circles. 
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because of the critics’ antipathy to  market systems and market 
forces. Palmer scoffs at the principle of comparative advantage, 
even as she complains of the high capital intensity of import 
substitution industries. Let me attempt to sketch this problem in 
neo-classical terms. As we have seen, a very large part of industrial 
growth in Indonesia over the past twelve years has been in 
industries made profitable by high import duties, import bans, and 
subsidies to capital importation. Such a strategy may be described 
as one designed to shift resources away from comparative 
advantage. This shift has been reinforced in Indonesia by the 
availability of cheap foreign exchange resulting from the OPEC 
price revolution and subsidised capital inflow. In the face of 
resumed high inflation rates in the 1970s, which were, in part, the 
result of the monetary effects of the foreign exchange inflow, the 
relative price of foreign exchange fell (relative to internal prices of 
goods). To put it otherwise, high foreign exchange availability 
reduced protection of domestic production of all tradeahles. 
Failure to sterilise the monetary effects of the accumulation of 
foreign exchange reserves and to curb the inflation rate not only 
damaged the protection import substitution industries (which 
bothers Palmer most), hut stymied any tendency there might have 
heen for exports of labour-intensive manufactures to meet 
international competition. 

To some degree, a t  least, this tendency could have been 
alleviated. had vigorous ‘export protection’ been attempted - 
whether by means uf ‘tailored’ tax rebate and subsidy schemes or by 
use of an undervalued rate of exchange. The point is that a neo- 
classical solution to Indonesia’s problems would he a labour- 
intensive solution. To the extent that capital subsidy and cartel 
pricing of oil exports have shifted relative prices. progress toward 
such a solution has heen inhibited. This now establishes a 
presumption in favour ofcompensatory policies. A t  ail events, I can 
agree with the critics that the upshot has been a bias toward capital- 
intensity and too slow a rate of labour absorption; hut it does not 
follow that autarky is the only means of solution, nor even the best 
solution. When we turn from theory to hard political facts, 
however, it is clear that neither a revolutionary movement toward 
neo-classicism nor toward autarky will take place. It is likely, 
instead, that partial, adhoc adjustments will continue to he made. 

It  should he pointed out that much of the criticism of the regime 
in terms of failure to absorb labour has heen formulated in a 
statistical vacuum. It is, of course. readily apparent to any casual 
observer, that the country has vast pools of underutilised labour, 
and that overt unemployment exists in the cities. But such evidence 
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is not adequate as a basis for judgement of progress made in  job 
creation. 

We have only recently begun to get labour force and employment 
statistics of sufficient scope and quality to make assessments of this 
performance A startling picture is emerging. Despite a very high 
rate of employment (4.0 per cent per annum), unemployment has 
increased over the period 1971 -76. But the root of the problem is 
not hyper-capital intensity (though high capital intensity does, 
other things equal, depress the employment growth rate). Rather, a 
huge increase in participation in the labour force has taken place. It 
appears that in the years of economic disorder of the 1960s, low real 
growth discouraged prospective workers to the extent that the 
labour force failed to grow even at the rate of growth of population. 
With high growth, the situation reversed, and labour force 
participation rose dramatically." Clearly, careful analysis is 
required before any firm conclusions are drawn, hut it is already 
certain that new jobs are being created at a very rapid rate, despite 
the shortcomings of the growth strategy. If that rate can he 
sustained beyond the point of resumption of a 'normal' 
participation rate in the labour force, unemployment must begin to 
fall. And it is notable that rural employment has grown (1971 -75) 
slightly faster than urban employment, largely in non-agricultural 
pursuits." 

FAILURE OF AGRICULTURAL POLICY 

The characterisation of Indonesian agricultural policy in this 
literature centres on the failure of the Binias programs to reach 
Second Plan targets, alleged poor distribution effects, the almost 
complete lack of growth in production of non-rice food crops. and 
a similar stagnation in traditional export crops, particularly rubber. 
In addition, tenancy and landlessness are said to have increased, 
and new harvesting and processing techniques have displaced 
labour. This hill of particulars differs in no important respect from 
the criticisni of many orthodox economists, both within and outside 
of Indoncsia, aside from the critics' reluctance to recognise 
favourable aspects. 

The basic statistic is that food production (as measured by the 
food component of real GDP)  has been increased by 47 per cent 
over the period of the Soeharto regime (1966-77), a yearly rate of 
growth of 3.56 per cent, which is very good by international 
standards. Rice dominates the picture, with an  annual growth rate 

"Labour force g r o b t h  1961-71 was only 1.5 per cent per annum,  versus4.2 per 
cent, 1971 -76. See Central Bureau of Statistics, Inter-censal Survey of the Labour 
Force (Supas) and lhe Labour Force Survey, (Sakemas) 1976. 

"lbid. 
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of 3.6 per cent, and Indonesia now boasts the highest per hectare 
productivity in rice among the nations of South and Southeast 
Asia." While pu/uwiju (non-rice staple) crops have stagnated, other 
miscellaneous food crops and products have grown well, most 
notably fish, poultry, milk and egg production. But food demand 
has growth at an even faster clip (around 4.5 per cent), fed by rapid 
population growth and rising incomes, so Indonesia has had to  
become a major food importer, prodominantly of rice. In 1977, an 
unusually bad year, Indonesia imported one-third of all rice 
purchased on international markets.2X 

Only Palmer offers any suggestion for major policy change, albeit 
without much i n  the way of specifics. She argues for land reform, 
though whether such reform should consolidate or break up land 
holdings is not clear. Consolidation would make the problem of 
landlessness more acute, while breaking up of holdings would 
exacerbate the problems of minute scale. 

Perhaps one can presume that from the critics' point of view no 
satisfactory solution short of collectivisation is possible, one 
supposes along Chinese lines, aiming at a high degree of local or 
regional self-sufficiency, Given the density of rural population in 
Java, Madura, and Bali, and the extent to which agricultural 
involution has been carried, it seems plausible to argue, as Palmer 
does, that further labour absorption in agriculture has little scope. 
In the period 1971-76, agricultural employment grew at only 1.8 
per cent, well below the rate of growth of the rural labour force." 
Hence secondary and tertiary activities of one kind or another must 
he relied upon to  solve the problem of labour redundancy. An 
important part of the Chinese approach is to develop rural 
industry, in food processing and other manufacturing, largely for 
local markets. 

The solution of conventional development economics (e.g., the 
Ranis-Fei variant) is also to withdraw the redundant labour 
through expansion of the non-agricultural sector;'" hence we are 
once again faced with the problem of labour absorption in 
secondary and tertiary activities, an issue already sufficiently 
discussed for purposes of this paper. However, there is an  aspect of 
the Ranis-Fei model which bears further discussion here, namely, 
the need for sustained increases in agricultural productivity, in 

"Leon Mean: Sidik Mulyano, 'Food Policy' in Booth and McCawley, 'The 
Indonesian Economy' (forthcoming). 

'(1978 will he much less severe. due to good crops and large stocks. See 'Survey of 
Current Developments' in this issue. 

T B S .  op cit. 
""Withdrawal' of labour in the Ranis-Fei model does not necessitate geographical 

displacement. Hence lhc Chinese solution. which involves rural-based secondary 
activities, is not inconsistent with this model. 
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order to  prevent the intersectoral terms of trade from turning 
sharply against the non-agricultural sector. The great effort 
concentrated on rice culture with the Bimas program, was quite 
successful during the period of the First Plan, but then ran afoul of 
bad weather and pests, and (possibly) diminishing returns to ‘non- 
conventional’ inputs. Palmer argues (I think rightly) that much 
more effort should be put into culture improvements in other crops, 
through adaptive research, extension services, and rural credit. But 
the dilemma of the ‘Green Revolution’ would remain unsolved by 
such efforts, Le., that the benefits go primarily to those prepared to 
take advantage of the new opportunities created, and tend to widen 
the income gap between the relatively well-to-do and the poorest in 
rural areas. Incomes in the aggregate may rise, hut rural 
distribution becomes worse. As she puts it, quite appropriately, 
alternative means must he employed in order to create ‘mass 
livelihoods’, and, once again, we are back t o  expanded secondary 
and tertiary activities. As noted above however, non-agricultural 
rural employment has grown surprisingly fast in the 1970s. 

No adequate assessment of the performance ofgovernment in the 
agricultural sector has yet emerged, and this paper is not the 
appropriate place to attempt it. The Birnas program has received a 
good deal of attention, but other dimensions of the policy have not. 
The role of Bulog as market controller is treated very lightly by the 
critics, except to note that reports of corruption have appeared 
periodically in  connection with Bulog operations. But, on the 
positive side, Bulog has steadily improved its market performance 
to  the point where it has virtually eliminated major seasonal 
fluctuations. Also, there is little question but that  rural 
infrastructure, at least on Java and Bali, has been greatly improved 
through rural works programs. On the other hand, the attempt to  
organise the agricultural sector into a vast network of cooperatives 
has made little headway, and many observers feel that the degree o f  
centralisation which would accompany a successful program of this 
nature would be quite undesirable. 

Perhaps it would he fair t o  say that, neither the critical political 
economy literature nor the more conventionally oriented literature 
has yet dealt adequately with the problems of agricultural 
development in Indonesia. 

EQUITY IN INCOME DISTRIBUTION 

Inequitable income distribution, and its deterioration, gets heaviest 
emphasis of all issues in these c.ritiques of Indonesian policy and 
performance. Macro-economic growth indicators may show 
‘success’, but (it is argued) if confined primarily to the wealthy 
minority, growth makes matters worse, not better, in some broader 
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welfare sense. Unfortunately, the grounds for believing income 
distribution bas deteriorated are not discussed systematically by 
any of these authors. They appear to believe it is self-evident, 
deriving their conclusion from the persumed increases in the 
unemployment and conspicuous wealth among the rich and the 
relatively slow growth of the agricultural sector. Aside from the 
work of Penny and Singarimbun on rural poverty in Java, none of 
the recent empirical work on distribution (Weldon and King, 
Papanek, Parera) is cited, possibly because it has appeared fairly 
recently. These studies present a mixed picture, but no clear 
evidence of serious bowing of the Lorenz Curve. And recently 
developed, but unpublished, data on expenditure patterns indicate 
that absolute poverty in both the urban and rural sectors bas 
declined significantly in the 1970s." Moreover, expenditure growth 
rates in the lowest income categories have been expanding at rates 
comparable to those of middle income  recipient^.'^ While neither of 
these observations indicate that the Gini coefficient has not 
increased, nor that widespread absolute poverty will be quickly 
eliminated, they d o  refute the sweeping assertions that the poor are 
not deriving significant benefit from rapid G N P  growth. 

A communist regime, by socialising property and entrepreneurial 
incomes, would prevent most of the spreading of income 
differentials, perhaps sacrificing growth i n  order to d o  so. However, 
there are means of mitigating the distributional effects of 
unbalanced growth which d o  not inhibit production growth. 
Improvement in the terms of trade for the slower growing 
agricultural sector, either by liberalising industrial tariff protection 
and other trade restrictions which keep industrial prices high, or by 
compensating subsidies to agricultural inputs (some of which has 
been done) will help. Investment in agricultural infrastructure 
(which, again, this regime has done a good deal of) also raises 
incomes, both directly in the construction process, and indirectly 
via cost-lowering effects. Such measures enhance productive 
efficiency a t  the same time that they raise income. And, to  return to 
a theme already introduced, a shift in industrialisation toward 
labour-intensive types of production, as opposed to protected 
import-substitution, would be efficient in terms of output growth at 
the same time that it spreads employment and income. 

CORRUPTION AND CONSPICUOUS CONSUMPTION 

Palmer accepts as reasonable the assertion (source unstated) that 30 
per cent o f  aid inflows (or of GNP!) is captured by corruptors. 

"L.N. Percra. 'Economic Growth' and the Distribution af Income in Indonesia 

"lbid. 
(1910- 1976). Jakarta. 1977, Mimeo. 
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Even if wrong by a factor of three, the righteous indignation of the 
critics is justified. Unfortunately, we have no systematic evidence o r  
assessment of the burden of corruption, nor is one likely to appear 
in the foreseeable future. Palmer is forced [as we all are) to rely on 
the usual casual information, which, one must concede, is 
depressing enough. Palmer gives some brief information on earlier 
unsuccessful attempts to deal with the problem, such as the 1970 
Commission of Four, hut wrote the hook too early to he able to 
include anything on OPSTIB, the latest effort (only one year old). 
Although badly argued, her contention that corruption is not only 
corrosive with respect to the social and political climate, but 
contributes seriously to economic inefficiency, IS a widely shared 
belief. No one who has much contact with the Indonesian 
bureaucracy could deny it. A point she does not make which she 
might have emphasised is that bureaucratic inefficiency and 
corruption are interwoven." The complexity of procedures and 
dilatoriness place a high premium on corner-cutting, and, 
inevitably both businessmen and bureaucrats attempt to buy their 
way around corncrs. This of course, places a value on the retention 
of the blocks to efficiency, just as tollhouses on the Rhine had 
value. Palmer is inclined to place a large share of the blame for 
corruption on the foreign private enterprises, particularly the 
Japanese. They treat the expenses of corruption as an  ordinary 
business expense, she states. Although this is quite believable, it is 
difficult for me to see corruption as primarily an external problem. 
The house will have to  he cleaned from within, although pressure 
from foreign governments on their own entrepreneurs might he of 
marginal assistance. 

Implicitly, Palmer seems to be arguing that if the oil and aid 
bonanzas had not occurred, and the foreign enterprises had been 
discouraged or prevented from taking advantage of investment 
opportunities in Indonesia, corruption opportunities would he 
fewer, and corruption therefore less. She readily concedes however, 
that corruption existed in Indonesia long before the Soeharto 
regime came to power, so the effect of rapid economic growth has 
been the mushroom growth of pungli.'4 It is thus not clear whether 
she puts the heavier blame on external or internal causes. An 
economically open system, readily receptive to foreign capital is not 
a sufficient condition for a high degree of corruption, as witness 
Singapore. The basic problem as I see it, is the local environment 
rather than an insidious external influence. 

''Ubiquitous governmental intervention creates and sustains opportunities and 
incentives for corruption - a paint more likely to be appreciated by B "eo-classical 
economist than one oriented to the 'New Paradigm'. 

'Acronym for pungutan liar. literally 'wild mcame'. 
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Conspicuous consumption is attacked primarily on moralistic 
and socio-cultural grounds, although it is also pointed out by 
Palmer that it may imply a lower rate of saving. I d o  not wish to  
simply reject the moralistic arguments, but I submit that personal 
perferences for austerity as opposed to  lavishness in consumption 
are precisely that - personal. It is not a t  all clear to  me why a 
nation uniformly dressed in baggy blue denim is sounder morally or 
culturally than one which allows people to  choose their own 
individual style of dress, patterns of food consumption, and means 
of transport. Austerity can be taken to  extremes as readily as can 
conspicuous consumption. I am relieved to  know, by the way, that 
the Chinese serve 22 course dinners to  visiting statesmen, including 
Communist leaders. Still it is painful t o  me, as  t o  many others, t o  
see the extremes to which the wealthiest Indonesians have gone in 
self-indulgence. 

With reference to  economic efficiency, conspicuous consumption 
can cut both ways. It may well have some positive incentive effect, 
in so far as it leads entrepreneurs and workers to strive for higher 
incomes through greater industry or greater willingness to innovate 
or take risks. Palmer would, I expect, scoff at this suggestion, and 
probably suggest that 'megagreed' leads only to  greater cooperation 
among the military entreprenuers and their cukong" co-corruptors 
in redistributing income in their favour. I would not dismiss 
incentive effects of demonstration so totally. 

The other side of the coin, from an economic point of view, is 
that although increased consumption is a major objective of 
economic development, if it proceeds too rapidly it may be self- 
defeating because it retards investment. However, the rate of 
growth of private saving and investment in Indonesia has grown 
very fast over the past twelve years, although it is likely that both 
private and government saving could have been raised somewhat 
faster if non-essential consumption had been curbed.I6 

CONCLUSION 

In my view, this critical literature identifies: many real problems and 
shortcomings in the pattern of economic policies of the Soeharto 
regime. However, it is generally biased negatively, i.e., against the 
regime, in part for ideological reasons, but also because of failure to 
examine and consider the available data, or, in the many cases 
where data are thin, the authors have made a priori judgements. 

"Cukonn is the term applied to Chinese Indonesian collaborators with indieenous 
Indonesian entrepreneurs: 

GDP in  1966 to 20.7 per cent in 1976 - an excellent performance! 

- 
"Gross Domestic Capital Formation, nevertheless, has grown from 4.5 per cent of 
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