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Indone sian Economy in  Br ief  

 
GDP  (pur chas ing  power  pa r i t y ) :      $935 b i l l ion  ( 2006 est . )    
GDP  (of f i c ia l  exchange  r a te ):      $264.4 b i l l ion  ( 2006 est . )    
GDP  -  r ea l  growth  r a te :       5.4% (2006 est . )    
GDP  -  per  cap i ta  (PPP):       $3,800 ( 2006 est . )    
GDP  -  compos i t ion  by  sec tor :     Ag r icu l tu re :  13.1%,  indust r y :  46%,  se r v ices:  41% (2006  

est . )    
Labor  for ce :         108. 2 m i l l ion  ( 2006 est . )    
Labor  for ce  -  by  occupat ion :     Ag r icu l tu re :  43.3%,  indust r y :  18%,  se r v ices:  38.7% 

(2004 est . )    
Unemp loyment  ra te :        12.5% (2006 e st . )    
Popu la t ion  be low pover t y  l ine :     17.8% (2006 )   
Household  income or  consumpt ion   
by  percentage  share :       Lowest  10%: 3.6%,  h ighest  10%: 28.5% (2002 )   
D is t r ibu t ion  of  fami ly  income –   
G in i  index :        34.8 ( 2004)    
In f la t ion  r a te  (consumer  p r ices) :      13.2% (2006 e st . )    
Investment  (gross f ixed ):       20.3% of  GDP  (2006 est . )    
Budget :        Revenues:  $75.58 b i l l ion   

Expend i tures:  $79.45 b i l l ion ;   
Inc lud ing  cap i t a l  expend i tu res of  $NA (2006 est . )    

Pub l ic  debt :         43.8% of  GDP  (2006 est . )    
Ag r icu l tu re  -  produc t s:     R ice ,  cassava  ( t ap ioca) ,  peanut s ,  r ubber,  cocoa ,  cof fee ,  

pa lm o i l ,  cop ra ;  pou l t r y ,  bee f ,  por k,  eggs   
Indust r ies:     Pe t r o leum and  na tu ra l  gas,  t ex t i le s ,  appare l ,  footwear ,  

m in ing ,  cement ,  chemica l  fe r t i l i ze r s ,  p lywood ,  r ubber ,  
food ,  t our ism   

Indust r ia l  produc t ion  g rowth  r ate :      2.6% (2006 est . )    
E lec t r ic i t y  -  p roduct ion :       123. 4 b i l l ion  kWh (2005 e st . )    
E lec t r ic i t y  -  consumpt ion:       107. 7 b i l l ion  kWh (2005 e st . )    
O i l  -  p roduct ion :        1.136 mi l l ion  bb l /day  (2005 e st . )    
O i l  -  consumpt ion:        1.168 mi l l ion  bb l /day  (2005 e st . )    
O i l  -  expor t s:        474, 000 bb l /day  (2005 est . )    
O i l  -  impor t s:        424, 000 bb l /day  (2005 est . )    
O i l  -  p roved  r ese r ves:       4.85 b i l l ion  bb l  ( 2006 est . )    
Na tu ra l  gas -  p roduct ion :       76 b i l l ion  cu  m (2005 est . )    
Na tu ra l  gas -  consumpt ion:       39.4 b i l l ion  cu  m (2005 est . )    
Na tu ra l  gas -  expor t s:       36.29 b i l l ion  cu  m (2005 est . )    
Na tu ra l  gas -  p roved  r ese r ves:      2.76 t r i l l ion  cu  m (31 December  2005 e st . )    
Cur r en t-account  ba lance :       $1.636 b i l l ion  ( 2006 est . )    
 
Expor t s:         $102.3 b i l l ion  f . o .b .  (2006 est . )    
Expor t s  -  commod i t ie s:     O i l  and  gas,  e lec tr ica l  app l iances,  p lywood ,  t ex t i le s ,  

r ubber    
Expor t s  -  pa r tne r s:     Japan  21.1%,  US  11.5%,  S ingapore  9.2%,  South  Korea  

8.3%,  Ch ina  7.8%,  Ma lays ia  4% (2005)   
 
Impor t s:         $77. 73 b i l l ion  f . o .b .  (2006 est . )    
Impor t s  -  commod i t ie s:      Mach ine r y  and  equ ipment,  chemica ls ,  fue ls ,  foodstu f fs    
Impor t s  -  par tne r s:     S ingapore  16.4%,  Japan  12%,  Ch ina  10.1%,  US  6.7%,  

Tha i land  6%,  South  Korea  5%,  Saud i  Arab ia  4.7%,  
Aust r a l ia  4.4% (2005)   

Rese rves of  for e ign  exchange  and  go ld :  $43. 04 b i l l ion  ( 2006 est . )    
Deb t  -  ex terna l :        $130.4 b i l l ion  ( 2006 est . )    
 
Economic  a id  -  r ec ip ien t 1:      ODA,  $67 b i l l ion  ( 2006 est . )   
   
Cur r ency  (code):       Indones ian  Rup iah  ( IDR)   
Exchange  r a tes:     Indones ian  Rup iah  per  US  do l la r  -  9,159.3 (2006 ) ,  

9,704.7 (2005) ,  8,938. 9 (2004) ,  8,577.1 (2003 ) ,  9,311.2  
(2002)    

F isca l  yea r :        Ca lendar  year    

                                                      
1 n o t e :  I ndo ne s i a  e nde d 2 0 0 6  w i t h  $ 6 7 b i l l i o n  i n  o f f i c i a l  f o r e i g n  d e b t  (a bo u t  2 5 % o f  G DP ) ,  w i t h  J a pa n ( $ 2 5  b i l l i o n ) ,  t h e  
W o r l d  B a nk  ( $ 8 . 5  b i l l i o n )  a nd  t he  A s i a n  De v e l o pm e n t  B a nk  ( $ 8 . 4  b i l l i o n )  a s  t h e  l a r g e s t  c r e d i t o r s ;  a bo u t  $ 6  b i l l i o n  i n  
g r a n t  a s s i s t a n c e  w a s  p l e dge d  t o  r e bu i l d  A c e h  a f t e r  t h e  De c e m be r  2 0 0 4  t s una m i ;  P r e s i d e n t  Y U DH Y O N O  e nde d  t he  
Co n s u l t a t i v e  G r o up  o n  I ndo ne s i a  f o r um  i n  J a nua r y  2 0 0 7  
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1.  Introd uction  

 
"Na t ions a re  not  ind iv idua ls .  Na t ions l ive  in  a  s ta te  of  na tu re .  There  i s  no h igher  au thor i t y  t o 
p rotec t  them. I f  t hey  do not  p rotect  themse lves,  they  d ie .  Ignor ing  one' s  in te rest s ,  squander ing 
one ' s  r esour ces in  f i t s  o f  a l t r u i sm,  i s  the  fastest  r oad  to na t iona l  d isaste r…"  (Char les  
Krauthammer ,  T IME Magaz ine ,  May  17,  1993,  pp .  74)  
 
Indones ia  has a  market -based  economy in  wh ich  the  government  p lays a s ign i f i can t  r o le .  It  
owns more  than  164 sta te -owned  en te rpr ises  and  admin is te r s  p r ices  on  severa l  bas ic  goods, 
inc lud ing  fue l 2,  r i ce ,  and e lec tr ic i t y .  In  the  a f te rmath  of  the  f inanc ia l  and economic  cr i s i s  tha t 
began in  m id -1997,  the  government  took  custody  of  a  s i gn i f i can t  por t ion  of  p r iva te  sec tor  asse t s 
th rough acqu is i t ion  of  n onpe r forming  bank  loans and  corpora te  asse t s  through the  deb t 
r est ructu r ing  p rocess .  

F i g u r e  1 :  I n d o n e s i a ' s  G D P  G r o w t h - 1 9 6 5  t o  2 0 1 7  ( P r o j e c t i o n )  

Indonesia's Current GDP Per Capita Over the Years (with 10 years' linear projection)

y = 27.139x - 53339

R2 = 0.8515
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Cur r en t GDP  per cap i ta  grew an  aston ish ing  545% in  the  Sevent ies  fue l led  by o i l  demand . But 
th is  p roved  unsusta inab le  and  g rowth  fe l l  sha rp ly to a  manageab le  20% in  the  E ight ies  and 13% 
in  the  Nine t ies .  Dur ing  the  th i r t y  year s  of  P res ident  Soeharto ' s  "New Order"  government, 
Indones ia ' s  economy grew fr om a  per cap i ta  GDP of  $70 to more  than  $1,000 by  1996.  Through 
p rudent  monetar y  and  f i sca l  po l i c ies ,  in f la t i on  was he ld  in  the  5% –10% range ,  the  Rup iah  was 

                                                      
2 I ndo ne s i a  i s  t h e  o n l y  A s i a n  m e m be r  o f  t h e  Or ga n i z a t i o n  o f  P e t r o l e um  Ex po r t i n g  Co un t r i e s  ( O PEC )  o u t s i d e  o f  t h e  M i dd l e  
Ea s t ,  a nd  i s  t h e  o n l y  O PEC  m e m be r  t h a t  i s  a  n e t  o i l  im po r t e r .  I n  e a r l y  2 0 0 5 ,  I ndo ne s i a n  c r ude  o i l  a nd  c o nde n s a t e  
o u t pu t  w a s  1 . 0 7  m i l l i o n  b a r r e l s  p e r  d a y .  T h i s  i s  a  s ub s t a n t i a l  d e c l i n e  f r o m t he  1 9 9 0 s ,  d ue  p r im a r i l y  t o  a g i ng  o i l  f i e l d s  
a nd  a  l a c k  o f  i n v e s t m e n t  i n  o i l  p r o duc t i o n  e qu i pm e n t .  I n  1 9 9 9 ,  C r ude  a nd  c o nde n s a t e  o u t pu t  a v e r a ge d  1 . 5  m i l l i o n  
b a r r e l s  ( 2 4 0 , 0 0 0  m ³ )  p e r  d a y ,  a nd  i n  t h e  1 9 9 8  c a l e nda r  y e a r  t h e  o i l  a nd  g a s  s e c t o r ,  i n c l u d i ng  r e f i n i n g ,  c o n t r i b u t e d  
a pp r o x im a t e l y  9 % t o  G DP .  T h i s  d e c l i n e  i n  p r o d uc t i o n  s i n c e  t h e  1 9 9 0 s  ha s  b e e n  a c c o m pa n i e d  b y  a  s ub s t a n t i a l  i n c r e a se  i n  
d o m e s t i c  c o n s um p t i o n ,  a bo u t  5 . 4 % pe r  y e a r ,  l e a d i ng  t o  a n  e x pe c te d  US$ 1 . 2  b i l l i o n  c o s t  f o r  im po r t i n g  o i l  i n  2 0 0 5 .  
 
T he  s t a t e  o w ns  a l l  p e t r o l e um  a nd  m ine r a l  r i g h t s .  F o r e i g n  f i r m s  p a r t i c i p a t e  t h r o ugh  p r o duc t i o n - s ha r i ng  a nd  w o r k  
c o n t r a c t s .  O i l  a nd  g a s  c o n t r a c t o r s  a r e  r e qu i r e d  t o  f i n a n c e  a l l  e x p l o r a t i o n ,  p r o duc t i o n ,  a nd  d e v e l o pm e n t  c o s t s  i n  t h e i r  
c o n t r a c t  a r ea s ;  t h e y  a r e  e n t i t l e d  t o  r e c o v e r  o pe ra t i n g ,  e x p l o r a t i o n ,  a nd  d e v e l o pm e n t  c o s t s  o u t  o f  t h e  o i l  a nd  g a s  
p r o duc e d .  A c c o r d i ng  t o  P r e s i d e n t  Su s i l o  B a m ba ng Y udho y o no ,  t h e  na t io n  i s  e x pe c t e d t o  d e p l e t e  i t s  c r ude  o i l  r e s e r v e s  i n  
a bo u t  2 0 2 0 .  
 
I ndo ne s i a  i s  t h e  w o r l d ' s  l a r g e s t  t i n  ma r k e t .  A l t h o ugh  m i ne r a l s  p r o duct i o n  t r a d i t i o na l l y  c e n t e r e d o n  ba ux i t e ,  s i l v e r ,  a nd  
t i n  p r o duc t i o n ,  I ndo ne s i a  i s  e x pa nd i ng  i t s  c o ppe r ,  n i c k e l ,  g o l d ,  a nd  c o a l  o u t pu t  f o r  e x po r t  m a rk e t s .  I n m id - 1 9 9 3 ,  t h e  
De pa r t m e n t  o f  M i ne s  a nd  Ene r g y  r e o pe ne d  t he  c o a l  s e c t o r  t o  f o re i g n  i n v e s t m e n t ,  w i t h  t h e  r e s u l t  t h a t  t h e  l e a d i ng  
I ndo ne s i a n  c o a l  p r o duc e r  no w  i s  a  j o i n t  v e n t u r e  b e t we e n  U K  f i r m s  BP  a nd  R i o  T i n t o .  T o t a l  c o a l  p r o duc t i o n  r e a c he d  7 4 
m i l l i o n  m e t r i c  t o n s  i n  1 9 9 9 ,  i n c l ud i ng  e x po r t s  o f  5 5 m i l l i o n  t o n s .  T he  I ndo ne s i a n  G o v e r nm e n t  ho pe s  t o  s u r pa s s  1 0 0 
m i l l i o n  m e t r i c  t o n s  o f  c o a l  p r o duc t i o n  i n  2 0 0 2 .  T w o  U S  f i r m s  o pe r a t e  t h r ee  c o ppe r / g o l d  m ine s  i n  I ndo ne s i a ,  w i t h  a  
Ca na d i a n  a nd  B r i t i s h  f i r m  ho l d i ng  s i g n i f i c a n t  o t he r  i n v e s t m e n t s  i n  n i c k e l  a nd  go l d ,  r e s p e c t i v e l y .  I n  1 9 9 8 ,  t h e  v a l u e  o f  
I ndo ne s i a n  g o l d  p r o duc t i o n  w a s  $ 1  b i l l i o n  a nd  c o ppe r ,  $ 8 4 3  m i l l i o n .  R e c e i p t s  f r o m go l d ,  c o ppe r ,  a nd  c o a l  c o m p r i s e d 
8 4 % o f  t h e  $ 3  b i l l i o n .  Ea r ne d  i n  1 9 9 8  b y  t h e  m ine r a l  m i n i ng  s e c t o r .  
 
I ndo ne s i a ' s  f u e l  p r o duc t i o n  ha s  d e c l i n e d  s i g n i f i c a n t l y  o v e r  t h e  y ea r s ,  o w ing  t o  a g i n g  o i l  f i e l d s  a nd  l a c k  o f  i n v e s t m e n t  i n  
n e w  e q u i pm e n t .  A s  a  r e s u l t ,  d e s p i t e  b e i ng  a n  e x po r te r  o f  c r ude  o i l ,  I ndo ne s i a  i s  no w  a  ne t  im po r t e r  o f  o i l  a nd  ha d 
p r e v i o u s l y  s ub s i d i z e d  f u e l  p r i c e s  t o  ke e p  pr i c e s  l o w ,  c o s t i n g  U S$  7 b i l l i o n  i n  2 0 0 4 .  T he  c u r r e n t  p r e s i d e n t  h a s  m a nda t e d 
a  s i g n i f i c a n t  r e du c t i o n  o f  g o v e r nm e n t  s ub s i d y  o f  f u e l  p r i c e s  i n  s e v e r a l  s t a g e s .  I n  o r d e r  t o  a l l e v i a t e  e c o no m i c  ha r d s h i p s ,  
t h e  g o v e r nm e n t  ha s  o f f e r e d  o ne - t im e  s ub s i d i e s  t o  q ua l i f i e d  c i t i z e n s .  T he  e c o no m y  i s  no w  unde r go i ng  a  p r o c es s  o f  
r e bu i l d i ng  a f t e r  t h e  t s una m i  t h a t  s t r u c k  i n  De c e m be r  o f  2 0 0 4 .  T he  go v e r nm e n t  ha s  s ta t e d t h e  c u t s  i n  s ub s i d i e s  a re  
a im e d  a t  r e du c i ng  t h e  budge t  d e f i c i t  t o  1 % o f  g r os s  d o m e s t i c  p r o duc t  ( G DP )  t h i s  y e a r ,  d o w n  f r o m a r o und  1 . 6 % l a s t  
y e a r .  
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stab le  and  pred ictab le ,  and  the  government  av o ided  domest ic  f inanc ing  of  budget  de f ic i t s .  Much 
of  the  deve lopment  budget  was f inanced  by  concess iona l  for e ign  a id .  
 
In  the  m id -1980s,  the  government  began e l im ina t ing  r egu la tor y  obstac les  to economic  ac t iv i t y .  
The  s teps were  a imed  p r imar i ly  a t  the  ex te rna l  and  f inanc ia l  sec tor s  and  were  des igned  to 
s t imu la te  emp loyment  and  g rowth  in  the  non -o i l  expor t  sec tor .  Annua l  rea l  GDP  g rowth  averaged 
near ly  7% f rom 1987–1997 and  most  ana lyst s  r ecogn ized  Indones ia  as  a  new ly  indust r ia l i z ing  
economy and  emerg ing  ma jor marke t .  H igh  leve ls  of  economic  g rowth f r om 1987 –1997 masked  a  
number  of  s t r uctu ra l  weaknesses in  Indones ia ' s  econom y.  The  lega l  system was ve r y  weak ,  and 
the re  was and  is  no e f fec t ive  way  to en for ce  cont r ac ts ,  co l lec t  deb t s ,  or  sue  for  bankrup t cy . 
Bank ing  p rac t ices  were  much  unsoph is t ica ted,  w i th  co l la te ra l - based  lend ing  the  norm and 
w idesp read  v io la t ion  of  p rudent ia l  r egu la t ions,  inc lud ing  l im i t s  on  connec ted  lend ing .  Non - tar i f f  
ba r r ier s ,  r en t - seek ing  by  s ta te -owned  en terp r ises ,  domest ic  subs id ies ,  bar r ier s  t o domest ic 
t r ade,  and  expor t  r estr ic t ions a l l  c r ea ted  economic  d is tor t ions.  
 
The  r eg iona l  f inanc ia l  p rob lems tha t  swep t  in to Indones ia  in  la te  1997  qu ick ly  became an  
economic  and po l i t i ca l  c r i s i s .  Indones ia ' s  in i t ia l  r esponse  was to f loa t  the Rup iah ,  r a ise  key 
domest ic  in te rest  r a tes ,  and  t ighten  f i sca l  po l i c y .  In  Oc tober  1997,  Indones ia  and  the 
In te rnat iona l  Moneta r y  Fund  (IMF) r eached  agreement  on  an  economic  r e form p rogram a imed  at 
mac roeconomic  s tab i l i za t ion  and  e l im ina t ion  of  s ome of  the  count r y ' s  most  damag ing  economic  
po l i c ies ,  such  as the  Na t iona l  Ca r P rogram and  the c love  monopoly ,  both  invo lv ing  fami ly  
member s of  P res ident  Soehar to .  The  Rup iah  fa i led to s tab i l i ze  for  any  s ign i f i can t  pe r iod  of  t ime, 
however ,  and  Pres ident  Soehar to  was for ced  to res ign  in  May  1998.  In  August  1998,  Indones ia  
and  the  IMF  agreed  on  an  Ex tended  Fund  Fac i l i t y  (EFF )  under  P res ident  B . J  Hab ib ie  tha t 
inc luded  s ign i f i can t  s t ruc tura l  r e form ta rge t s .  P res ident  Abdur rahman Wah id  took  of f i ce  in  
Oc tober  1999,  and  Indones ia  and  the  IMF  s igned  another  EFF  in  January  2000.  The  new p rog ram 
a lso has a  r ange  of  economic ,  s t r uctu ra l  r e form,  and  gov ernance  targe t s .  
 
The  e f fec t s  of  the  f inanc ia l  and  economic  c r i s i s  were  severe .  In  1998,  r ea l  GDP  cont r ac ted  by  an 
est imated  13.7%.  The economy bot tomed  out  in m id -1999,  and  r ea l  GDP growth  for  the  yea r 
was an  anemic  0.3%.  In f la t ion  r eached  77%in  1998 b ut  s lowed  to 2% in  1999.  The  Rup iah, 
wh ich  had  been  in  the  Rp  2,400/USD1 range  in  1997 r eached  Rp  17,000/USD1 a t  the  he igh t  of  
the  1998 v io lence ,  r e tu rned  to the  Rp 6,500 –8,000/US D1 range in  la te  1998.  I t  has tr aded  in 
the  Rp  6,500–9, 000/USD1 range  s ince,  w i th  s ign i f i can t vo la t i l i t y .  A l though a  severe d rought  in 
1997–1998 f or ced  Indones ia  to import  record  amounts  of  r i ce ,  overa l l  impor t s  dropped 
p rec ip i t ous ly  in  the  ea r ly  s tage  of  the  cr i s i s  in  r esponse  to the  un favorab le  exchange  r a te, 
r educed  domest ic  demand , and absence  of  new investment . A l though r e l iab le  unemp loyment 
da ta  are  not  ava i lab le ,  forma l  sec tor  emp loyment  cont rac ted  s ign i f i can t ly .  
 
In  la te  2005 Indones ia  faced  a  'm in i - cr i s i s '  due  to in te rna t iona l  o i l  p r ices  r i ses  and impor t s .  The 
cur r ency  r eached  Rp  12,000 /USD1 be fore  s tab i l i z ing .  The  government  was for ced  to cu t  i t s 
mass ive  fue l  subs id ies ,  wh ich  were to cost  $14 b i l l i on  for  2005,  in  Oc tober . Th is  led to a more 
than  doub l ing  in  the pr ice  of  consumer fue ls ,  r esu l t ing in  doub le -d ig i t  in f la t ion .  The s i t ua t ion 
has s tab i l i zed ,  bu t  the  economy cont inues to s t r ugg le  wi th  in f la t ion  a t  17% in  January  2006.  To  
mit iga te  consequent  economic  ha rdsh ip,  the  government  has of fe r ed  one - t ime subs id ies  to  
e l ig ib le  c i t i zens,  e f fec t ive ly  becoming  Indones ia ' s  f i r s t  s ign i f i can t  government - funded  soc ia l  
secur i t y  bene f i t  scheme.  
 
As of  ea r ly  2006,  Indones ia ' s  economic  ou t l ook  i s  mor e  pos i t ive .  Economic  g rowth  acce le ra ted 
to 5.1% in  2004 and  r eached  5.6% in  2005.  Rea l  pe r cap i t a  income has r eached  pre -c r is i s  leve ls .  
Growth  i s  d r iven  p r imar i ly  by  domest ic  consumpt ion ,  wh ich  account s  for  r ough ly  three - fourths of  
Indones ia ' s  g ross  domest ic  p roduc t .  The  Jakar ta  S tock  Exchange  was the  best  per form ing 
marke t in  As ia  in  2004,  up  some 42%.  P rob lems tha t  con t inue  to pu t a  drag on  grow th  inc lude 
low fore ign  investment leve ls ,  bureauc rat ic  r ed  tape, and w idesp read cor rup t ion 3 .  However , 

                                                      
3  S i n c e  t h e  l a t e  1 9 8 0 s ,  I ndo ne s i a  h a s  m a de  s i g n i f i c a n t  c ha nge s  t o  i t s  r e gu l a t o r y  f r a m e w o rk  t o  e n c o u r a ge  e c o no m i c  
g r o w t h .  T h i s  g r o w t h  w a s  f i n a n c e d  l a r g e l y  f r o m p r i v a t e  i n v e s t m e n t ,  b ot h  f o re i g n  a nd  do m e s t i c .  U . S .  i n v e s t o r s  d o m ina t e d  
t h e  o i l  a nd  g a s  s e c t o r  a nd  unde r t o o k  s o m e  o f  I ndo ne s i a ' s  l a r ge s t  m in i ng  p r o j e c t s .  I n  a dd i t i o n ,  t h e  p r e s e n c e  o f  U S 
b a nk s ,  m a nu f a c t u r e r s ,  a nd  se r v i c e  p r o v i d e r s  e x pa nde d ,  e s p e c i a l l y  a f t e r  t h e  i n du s t r i a l  a nd  f i n a n c i a l  s e c t o r  r e f o r m s  o f  
t h e  1 9 8 0 s .  O t he r  m a j o r  f o r e i g n  i n v e s t o r s  i n c l ud e d  J a pa n ,  t h e  U n i t e d  K i ng do m ,  S i n ga po r e ,  t h e  N e t he r l a nd s ,  H o ng  K o ng ,  
T a iw a n ,  a nd  So u t h  K o r e a .  
 
T he  e c o no m i c  c r i s i s  m a de  c o n t i nue d  p r i v a t e  f i n a n c i n g  im pe r a t i v e  bu t  p r o b l e m a t i c .  N e w  f o r e i g n  i n v e s t m e n t  a pp r o v a l s  f e l l  
b y  a lm o s t  t w o - t h i r d s  b e t we e n  1 9 9 7  a nd  1 9 9 9 .  T he  c r i s i s  f u r t h e r  h i g h l i g h t e d  a r e a s  w he re  a dd i t i o na l  r e f o r m w a s  ne e de d .  
F r e que n t l y  c i t e d  a re as  f o r  im p r o v i ng  t h e  i n v e s t m e n t  c l im a t e  we r e  e s t a b l i s hm e n t  o f  a  f un c t i o n i n g  l e g a l  a nd  j ud i c i a l  
s y s t e m ,  a dhe r e n c e  t o  c o m pe t i t i v e  p r o c e ss e s ,  a nd  a do p t i o n  o f  i n t e r na t i o na l l y  a c c e p t a b l e  a c c o un t i ng  a nd  d i s c l o s u r e  
s t a nda r d s .  Des p i t e  im p r o v e m e n t s  i n  t h e  l a ws  i n  r e c e n t  y e a r s ,  I ndo ne s i a ' s  i n t e l l e c t ua l  p r o pe r t y  r i g h t s  r e g im e  r e m a i n s  
w e a k ;  l a c k  o f  e f f e c t i v e  e n f o r c e m e n t  i s  a  m a j or  c o n c e r n .  U nde r  So e ha r t o ,  I ndo ne s i a  h a d  m o v e d  t o w a r d  p r i v a te  p r o v i s i o n  
o f  p ub l i c  i n f r a s t r u c t u r e ,  i n c l u d i ng  e l e c t r i c  p o w e r ,  t o l l  r o a d s ,  a nd  t e l e c o m m un i c a t i o n s .  T he  f i n a n c i a l  c r i s i s  b r o ugh t  t o  
l i g h t  s e r i o u s  w e a k nes s es  i n  t h e  p r o c e s s  o f  d i s pu t e  r e s o l u t i o n ,  h o w e v e r ,  p a r t i c u l a r l y  i n  t h e  a r e a  o f  p r i v a t e  i n f r a s t r u c t u r e  
p r o j e c t s .  A l t h o ugh  I ndo ne s i a  c o n t i nue d  t o  ha v e  t h e  a d v a n t a ges  o f  a  l a r g e  l a bo r  f o r c e ,  a bunda n t  n a t u r a l  r e s o u r c e s  a nd 
m o de r n  i n f r a s t r u c t u r e ,  p r i v a te  i n v e s t m e n t  i n  n e w p r o j e c t s  l a r g e l y  ce as e d  du r i ng  t h e  c r i s i s .  
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t he re  i s  ve r y  s tr ong  op t im ism w i th  the  conc lus ion  of  peace fu l  e lec t ions dur ing  the  year  2004 and  
the  e lec t ion  of  the  r e formist  pres ident  Sus i lo  Bambang  Yu dhoyono.  

2.  Aim 

 
Th is  paper  a ims a t  s t r eng then ing  a  deeper  under stand ing  of  the  Indones ian  economy,  i t s 
h is tor ica l  r oot s  and  t r ends,  i t s  tr ia ls  and  tr ibu la t ions,  and  as i t  pos i t s  i t se l f  now –  a t  the  m idd le 
of  yea r  2007.  Th is  i s  a  pe r sona l  jou rney  to the  d iscovery  of  a  new face  of  an  anc ien t  economy.  

3.  Scope 

 
The  paper  w i l l  encompass the  fo l low ing :  
(a )  Indones ia  –  a  Shor t  P r imer :  dea l ing  w i th  the  h is tor y ,  compos i t ion ,  and  contex t  of  

Indones ia  in  the  p resent  wor ld  order  as  the  countr y  r e lates  to i t  f r om ant iqu i t y  
(b )  Indones ian  Economy –  A  B r ie f  H is tor y :  ou t l in ing  the  S t ruc tu ra l i s t  super st ruc ture  of  

the  Indones ian  economy 
(c )  Indones ian  Economy –  What  Went  Wrong  and  Where :  dea l ing  w i th  the  fo l low ing  

aspec t s  of  the  economy in  t e rms of :  
i .  A Br ie f  H is tor y  of  the  Bank ing  System 

i i .  Inherent  Weaknesses 
i i i .  Government  In te r vent ion  
iv .  Exte rna l  or  Fore ign  Fac tor s:  Fore ign  Investor s  
v .  Cur rency  Specu la tor s 

v i .  IMF ' s  Ro le  
(d )  Indones ian  Economy –  The  Chang ing  Pa rad igm : ou t l in ing  the  response  pa t terns that  

g rew f r om a  comb ina t ion  of  both  domest ic  po l i c ies  and  in te rnat iona l  p ressure  g roups. 
The  sequence  is  as  fo l l ows:  

i .  In i t ia l  Response  ( to the  economic  c r i ses)  
i i .  Bank C losures and  Consol ida t ion  ( in  two phases)  

i i i .  Bank Recap i t a l i za t ion  (w i th  s ta te  in te rvent ion)  
(e )  Indones ian  Economy in  2007  (w i th  po l i c y / s t r a tegy  r ev iew s by  the  exper t s) 
( f )  Indones ian  Economy –  Po l i c y  Suggest ions  (w i th  focus on  gener ic  formu lat ions)  

4.  Methodology 

 
On ly  secondary  in format ion  have  been  r esear ched  and  ut i l i zed  for  the  purpose  of  the  paper.  
 

5.  Indone sia –  Short  Pr imer  

 
Indones ia ,  of f i c ia l ly  the  Repu b l ic  of  Indones ia  ( Indones ian:  Repub l ik  Indones ia ) ,  i s  a  na t ion  o f  
about  17,500 is lands in  South  East  As ia ,  and  the  wo r ld ' s  la rgest  a r ch ipe lag ic  s ta te .  With  a 
popu la t ion  of  ove r  200 mi l l ion ,  i t  i s  t he  wor ld ' s  four th  most  popu lous count r y  and  the  most 
popu lous Mus l im -major i t y  na t ion .  With  a  democra t ica l ly  e lec ted  pa r l iament  and  p res ident ,  
Indones ia  i s  cons ide red  the  wor ld ' s  th i r d  la rgest  democracy  (a f t e r  Ind ia  and  the  Un i t ed  S ta tes ) .  
I t s  cap i t a l  i s  Jaka r ta ,  and  the  count r y  shares land  border s  w i th  Papua  New Gu inea ,  East  T imor, 
and  Ma lays ia  and  by  sea  Indones ia  ne ighbor s  S ingapore ,  The  Ph i l ipp ines and  Aust r a l ia .  The 
Indones ian  a r ch ipe lago,  home of  the  Sp ice  I s lands,  has been  an  impor tant  t r ade  dest ina t ion 
s ince  a t  least  the  t ime of  the  S r iv i jaya  K ingdom w i th w hom seventh  cen tur y  Ch inese  sa i lor s  
t r aded .  Indones ia ' s  h is tor y  has been  in f luenced  by  numerous fore ign  power s that  were  d rawn to 
the  a rch ipe lago by  i t s  wea l th  of  na tura l  r esour ces;  these  have  inc luded  Ind ians,  under  whose 
in f luence  H indu  and  Buddh is t  k ing doms f lou r ished  beg inn ing  in  the  ea r ly  cen tu r ies  CE ,  Mus l im 
t r ader s  who sp read  Is lam f r om the  th i r t een th  centu r y ,  and  Europeans who fought  for  
monopol i za t i on  of  the  sp ice  t rade  dur ing  the  European Age  of  Exp lora t ion .  A Dutch co lon ia l  
p r esence ex is t ed  in  In dones ia  for  over  th ree centu r ies;  however , Indones ian  independence  was 
dec la r ed  in  1945,  wh ich  r ece ived  of f i c ia l  in te rnat iona l  r ecogn i t ion  four  yea r s la te r .  Indones ia ' s  
post - independence  h is tor y  has been  turbu len t,  w i th  po l i t i ca l  ins tab i l i t y  inc lud ing  sepa ra t ism and 
cor rupt ion ,  pe r iods of  r ap id  economic  g rowth  and  dec l ine ,  na tu ra l  d isaste r ,  and  a 
democra t iza t ion  process s ince  1998.  

                                                                                                                                                                
I n  M a y  2 0 0 4 ,  a n I ndo ne s i a n  c o u r t  m a y ha v e  c o m po unde d  t he  c o un t r y ' s  t r o ub l e s  a t t r a c t i n g  f o r e i g n  i n v e s t m e n t  w he n  i t  
r u l e d  i n  f a v o r  o f  a  p e t i t i o n  b y  I ndo ne s i a n  c he m i c a l  c o m pa ny ,  T r i  P o l y t a ,  t h a t  a  b o nd  i s s ue  b e  d e c l a r e d  i l l e g a l  a nd  
nu l l i f i e d ,  f r e e i ng  t h a t  c o m pa ny  o f  i t s  o b l i g a t i o n  t o  r e p a y  i t s  d e b t s .  
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F i g u r e  2 :  M a p  o f  I n d o n e s i a  

 
  
Indones ia ,  a  vast  po lyg lot  na t ion ,  has s t rugg led to overcome the  As ian  f inanc ia l  c r i s i s ,  and s t i l l  
g r app les  w i th  per s is t en t  pover t y  and  unemp loyment ,  inadequate in f r ast ruc ture ,  endemic 
cor rupt ion ,  a  f r ag i le  bank ing  sec tor ,  a  poor  investment  c l imate ,  and  unequa l  r esource 
d is t r ibu t ion  among  r eg ions.  The  countr y  cont inues the  s l ow work  of  r ebu i ld ing  f r om the 
devasta t ing  December  2004  t sunami and  f r om an  ea r thquake  in  cen t ra l  Java  in  May  2006  tha t  
caused  over  $3 b i l l ion  in  damage and  losses.  Dec lin ing  o i l  p roduc t ion  and lack  of  new 
exp lora t ion  investment  tu rned  Indones ia  in to a  ne t  o i l  impor te r  in  2004.  The  cost  of  subs id iz ing  
domest ic  fue l  p laced inc reas ing  s t ra in  on  the budget  in  2005,  and  comb ined w i th  indec is ive 
moneta r y  po l i c y ,  con tr ibu ted  to a  run  on  the  cur r ency  in  August ,  prompt ing  the  government  to 
enac t  a  126% average  fue l  p r ice h ike  in  Oc tober.  The  resu l t ing  in f la t ion  and  in terest  r a te h ikes 
dampened  g rowth  th rough mid -2006,  wh i le  la rge  inc reases in  r i ce  p r ices  pushed  mi l l ions  more  
peop le  under  the  na t iona l  pover t y  l ine .  Economic  r e former s in t r oduced  three  po l ic y  packages  in 
2006 to improve  the  investment  c l imate,  in f r ast ruc ture , and  the  f inanc ia l  sec tor ,  but  t rans la t ing 
them in to rea l i t y  has not  been easy .  Keys to fu ture  growth  rema in  in terna l  r e form,  bu i ld ing  up 
the  con f idence of  in te rna t iona l  and  domest ic  investors ,  and  s tr ong  g loba l  economic  g rowth. 
S ign i f i can t  p rog ress has been  made  in  r ebu i ld ing  Aceh  a f t e r  the  devastat ing  December  2004  
t sunami ,  and  the  prov ince  now shows more  economic  ac t iv i t y  than  be fore  the  d isaste r .  
Un for tuna te ly ,  Indones ia  su f fered new d isaste r s  i n 2006 and  ea r ly  2007 inc lud ing :  a  ma jor 
ea r thquake  near  Yogyakar ta,  an  industr ia l  acc ident  in  S idoar jo,  East  Java  tha t  cr ea ted  a  "mud 
vo lcano, "  a  t sunami in  South  Java ,  and  ma jor  f lood ing  in  Jaka r ta ,  a l l  o f  wh ich  caused  add i t iona l  
damages in  the  b i l l ions of  do l la r s .  Donor s  a re  ass i s t in g  Indones ia  w i th  i t s  d isaste r  m i t iga t ion  
and  ea r ly  warn ing  e f for t s .  

6.  Indone sian Economy –  A  Br ief  History  

 
The  economy of  Indones ia  has of  la te  been  one  of  drast ic  changes,  and  the growth  has  been 
r e la t ive ly  unst ruc tured,  and has not  fo l lowed  exact ly  an  economic  mode l .  However,  there  are 
th ree  genera l  deve lopment mode ls  f r om wh ich  an  economy can  mode l  i t se l f -  t he  Neol ibe ra l ,  the 
S t ructu ra l i s t ,  and  the  Dependency.  The  mode l  tha t  most  accurate ly  f i t s  the  economic  s t r uc tu re 
of  Indones ia  i s  the  S t ruc tura l i s t ,  wh ich  is  made  up  of  the  fo l low ing  component s:  

❖  A more  genu ine  and  equ i t ab le  d is t r ibut ion  of  p roduc t ive  land  
❖  A more  d ive r s i f ied  economy less  r e l ian t  on  p r imary  commod i t y  expor t s  
❖  Government  po l i c ies  tha t  r ea l i s t i ca l ly  address the  prob lem of  pover t y  and  income 

d is t r ibu t ion  
❖  An ac t ive  r o le  for  government  in  the  economy  
❖  St rong  env ir onmenta l  po l i c ies  
❖  Re l ie f  f r om the  burden  of  ex terna l  debt  

Changes in  the  in te rna t iona l  t r ad ing  and  f inanc ia l  sy stem des igned  to b r ing  about  a  more  
equ i t ab le  in teg ra t ion  of  deve lop ing  countr ies  in to the g loba l  economy.  (Economics ,  p  497)  When 
ana lyz ing  the Indones ian economy,  these  St ruc tu ra l i s t  charac ter is t i c s  come ac ross in  the  
economy i t se l f  and  the  government  tha t  r egu la tes  the  economy 4.  

                                                      
4 A  ve r y  im po r t a n t  r e a d i ng  o n t h e  s t r u c t u r a l  a s s o c i a t i o n  o f  t h e  I ndo ne s i a n  c o m m un i t i e s  b y  F a r c ha n B u l k i n ,  t i t l d ,  “ S t a t e  
a nd  So c i e t y :  I ndo ne s i a n  P o l i t i c s  U nde r  t h e  N e w O r de r ,  1 9 6 6 - 1 9 7 8 ”  –  w h i c h  w a s  a  P hD  d i s s e r t a t i o n  unde r  t h e  U n i v e r s i t y  
o f  Wa s h i ng t o n  ( 1 9 8 3 ) .   
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The  count r y of  Indones ia  was cont ro l led  by  both  the  Por tuguese  and the Dutch  s ince the  
beg inn ing  of  the  16th  cen tur y  th rough the  18th  cen tury .  In  the  18th  cen tur y ,  the  Por tuguese 
le f t  t he  a rea ,  and  the  area  was cont ro l led  by  the  Dutch  unt i l  Wor ld  War  I I ,  a t  wh ich  t ime i t  was 
t aken  over by  Japan .  Throughout  these  d i f fe r ent  owner s ,  the economy rema ined  ag r icu l tu ra l ly 
based .  The  modern  day  Indones ia ,  however ,  uses on ly t en  per cent  of  i t s  land  for  agr icu l tu ra l  
p roduc t ion ,  and  the  goods p roduced  f r om tha t  land o n ly  account  for  18. 8 pe r cent  of  the  
count r y ’ s  GDP.  The  count r y  produces tobacco,  rubber,  pa lm o i l ,  t ea ,  cof fee ,  r i ce ,  corn  and  
cassava .  The  p r imary  export  in  t e rms of  r aw mater ia ls  i s  r ubber .  Fo l low ing  the  S t ruc tu ra l i s t  
mode l ,  Indones ia ’ s  economy has la rge l y  sh i f t ed  away f r om these  p r imary  goods as i t s  p r imary  
sour ce  of  income -  over  40  per cent  of  the  Indones ian  GDP  is  f r om  "se r v ices , "  and  another  40  
per cent  comes f r om " Indust r ia l  produc t ion . "  (Wor ld  Fac tbook  1999 )  The  count r ies  to wh ich  
Indones ia  expor t s  th e  most  a re  Japan ,  the  EU,  US ,  S ingapore,  South  Korea ,  Hong  Kong ,  and  
Ch ina .  The i r  t ota l  export s  a re  approx imate ly  49 b i l l i on  do l la r s  annua l ly  (as  o f  1998) ,  wh i le  the i r  
impor t s  a re  on ly  24 b i l l ion ,  mean ing  tha t they  are  much more  r e l ian t on  fore ign pur chas i ng  of 
goods than  they  a re  on  fore ign  p roduc t ion .  (www.odc i . gov)  Indones ia ’ s  r e l iance  on  purchases in  
for e ign  marke t s  p layed  a  p ivota l  r o le  in  the  1997 As ian  F inanc ia l  Cr is i s  ( t o be  d i scussed  la te r ) .  
The  labor  for ce  tha t  i s  ab le  to work  in  Indones ia  i s ,  to a  la rge  ex ten t ,  emp loyed -  the  countr y 
on ly  has an  unemp loyment  of  app rox imate ly  5.5 pe r cent ,  desp i t e  the  As ian  F inanc ia l  Cr is i s .  
(www.bps.go. id )  Th is  i s  c lose  the  in te rna t iona l ly  accepted  r ate  of  5% unemp loyment  be ing  a t 
" fu l l  emp loyment . "  Out  of  a  work  fo r ce  of  app rox imate ly  87  m i l l ion  w orker s ,  approx imate ly  39 
m i l l i on  work  in  the agr icu l tu ra l  p rofess ions,  16 m i l l i on  a re  in  wholesa le  t r ade ,  r estauran t s  and 
hote ls ,  and  12 m i l l i on  work  in  " commun i t y ,  soc ia l  and  per sona l  se r v ices . "  Many  of  the  indust r ia l  
marke t s  in  Indones ia  a re s ta te -owned,  and so the  s tate  has a  deep - seated  inte rest in  mak ing 
sure  tha t  the  economy is  r unn ing  smooth ly .  ( B r i t ann ica )  
 
F rom the  beg inn ing  of  the  m i l i t a r y  coup  in  1965,  th e  government  has exer c ised  enormous 
amounts  of  con t ro l  ove r  t he  count r y ’ s  economy.  As soon  as Soehar to p laced  h imse l f  in to  power , 
h is  f i r s t  order  of  bus iness was r est ruc tur ing  the  f la i l ing  economy.  The  Rup iah  ( the  Indones ian  
cur r ency)  was s tab i l i zed  as of  1957,  and  a  new emphas is  was pu t  on  o i l  ex t r ac t ion  th rough 
Per tamena ,  wh ich  was ( i s )  the  s ta te -owned  o i l  company sta r t ing  in  1959.  Dur ing  the  m id -1980s,  
a  d rop  in  o i l  p r ices  c r ea ted  a  sh i f t  f r om o i l  manufac tu r ing  to the  p r iva te  sector  investment  and 
manufac tured export s .  ( Br i t ann ica )  Because many of  the  compan ies  in Indones ia  are  owned  by 
the  s ta te,  many of  the  po l ic ies  tha t  the  government  adop t s  a re  geared  t owards the  marke t ’ s 
stab i l i t y .  A  p r imary  p r inc ip le  in  the  Indones ian  economic  po l i c y  i s  tha t  they  ma in ta in  a  ba lanced 
budget ,  as  r equ ir ed  of  them in  the i r  Cons t i t u t ion .  They  a re  ab le  to ma in ta in  th is  " th rough a 
b road -based  tax  r eg ime supp lemented  by fore ign  a id  wh ich  is  d im in ish ing  in  i t s  r e la t ive  
cont r ibu t ion  to nat iona l  deve lopment. "  The purpose  of  th is  S t ruc tu ra l i s t  fac tor i s  so the  
government  i s  not  dependen t  upon other  countr ies  for  f i nanc ia l  suppor t  in  the  form of  l oans and  
a l lows for  unh indered  growth .  (M i l lenn ium,  p  292) .  
 
One  of  the  most  p reva len t  economic  s t r uc tures in  the  Indones ian  economy is  " coopera t ives , " 
wh ich  se t  up  ag reements  between compan ies  to work  toge ther  instead  of  compet ing  aga inst  one 
another  (se t t ing  up  a  near - tr ust - l ike  system in  the  economy).  The  government  of  Indones ia  
p lays a  la rge  r o le  in  the ex is t ence of  these  coopera t ives ,  for  i t  not  on ly  a l lows for  coopera t ives 
to be  c r eated ,  bu t  ac tua l ly  encourages them; in  Ar t ic le  33 o f  the  Const i t u t ion ,  i t  s t a tes  tha t  " the 
deve lopment  of  a cooperat ive  economy is  t o become the  po l i t i ca l  doc t r ine  of  our na t ion . " 

                                                                                                                                                                
 
B u l k i n ’ s  m a i n  a r gum e n t  wa s  t h a t  I ndo ne s i a  wa s  t r a ppe d  w i t h i n  t h e  s t r u c t u r e s  o f  “ p e r i p he r a l  c a p i t a l i s m , ”  a  c o n c e p t  
bo r r o w e d  f r o m  t he  no t e d  s c ho l a r  o f  t h e  I nd i a n  s ub - c o n t i n e n t ,  H a m z a  A l a v i  ( 1 9 7 2 ;  1 9 8 2 ) .  F o r  B u l k i n ,  p e r i p he r a l  
c a p i t a l i s m  ha d  a  c o l o n i a l  c ha r a c t e r ,  b e i ng  o v e r l y  r e l i a n t  o n  p r im a r y  p r o duc t i o n  “ w i t h  t h e  r e s u l t  t h a t  m a nu f a c t u r e d 
g o o d s  r e qu i r e d  f o r  d o m es t i c  c o n s um p t i o n  ha d  t o  b e  im po r t e d . ”  I t  w a s  d e pe nde n t  a s  w e l l  o n  t h e  e x po r t  o f  r a w m a t e r i a l s ,  
c a u s i ng  v u l n e r a b i l i t y  t o  i n t e r na t i o na l  m a r k e t  f l u c t ua t i o n s ,  a nd  w a s  d i s t i n g u i s he d  b y  t h e  f a c t  t h a t  e c o no m i c  p o w e r  
r e m a i ne d  i n  t h e  ha nd s  o f  f o r e i g n  c o r po r a t i o n s  t h a t  r e p a t r i a t e d  p r o f i t s  o v e r s e as .  T he  N ew  O r de r ,  a c c o r d i ng  t o  B u l k i n ,  
r e p r e se n t e d  t h e  r e a s s e r t i o n  o f  a  p e r i p he r a l  ca p i t a l i s m  da m a ge d  p re v i o u s l y  b y  w a r  a nd  e c o no m i c  d e p r e s s i o n — “ w i t h  
r e s p e c t  t o  t h e  e x t e r na l  d e pe nde nc e  upo n  t he  i n t e r na t i o na l  m a r k e t  a nd  c a p i t a l  f i n a n c i ng  s o u r c e s ,  e c o no m i c  s t r u c t u r e  a nd 
i n s t i t u t i o n s . ”  T he  r e s i d ua l  i n f l u e n c e s  o f  d e pe nde nc y  t h e or y  w e r e  c l e a r l y  d i s p l a y e d  i n  B u l k i n ’ s  w o r k ,  a s  t h e y  we r e  i n 
A l a v i ’ s .  
 
Am o ng  t he  o t he r  a r gum e n t s  p r o po s e d b y  B u l k i n  w a s  t h a t  t h e  N e w Or de r  “ w a s  f o r c e d  t o  l e g i t im i z e  a nd  r a t i o na l i z e  t h e  
o b j e c t i v e  c o nd i t i o n s  o f  p e r i p he r a l  ca p i t a l i s m ”  b e c a u s e  i t s  n a r r ow l y  d e v e l o pm e n t a l i s t  e c o no m i c  p o l i c i e s  a l i e na t e d  l a r g e  
s e c t i o n s  o f  t h e  p o pu l a t i o n ,  i n c l u d i ng  c r i t i c a l  “ m idd l e  c l a s s  g r o up s . ”  H e  s ugge s t e d  t h a t  t h i s  p l a c e d  i t s  l e a de r s  i n  a  
c o n t r a d i c t o r y  s i t u a t i o n :  t h e i r  “ e c o no m i c  p o l i c i e s  e s p e c i a l l y  t e nde d  t o  d e l e g i t im i z e  t h e  r e g im e ,  b u t  t o  m a i n t a i n  a  
po l i t i c a l  s t r u c t u r e  i n  w h i c h  t h e y  c o u l d  pu r s ue  t h e i r  e c o no m i c  i n t e r e s t s  r e qu i r e d  p o l i t i c a l  l e g i t im a c y . ”  T he  “ e s se n c e  o f  
t h e  p r o b l e m , ”  a s  B u l k i n  p u t  i t ,  w a s  t o  “ l e g i t im i z e  t h e  c o nd i t i o n s  o f  p e r i p he r a l  c a p i t a l i s m  f o r  t h e  sa k e  o f  p o l i t i c a l  
s t a b i l i t y  a nd  t h e  s o c i a l  a c c e p t a n c e  o f  t h e  r e g im e . ”  T he r e f o r e ,  t h e  “ ch i e f  p o l i t i c a l  p r o j e c t s ”  o f  t h e  N ew  Or de r  w e re  t o  
c r e a t e  a  p o l i t i c a l  s y s t e m  t ha t  w as  “ p r o g r a m m a t i c  a nd  p r a gm a t i c , ”  and  t o  m a i n t a i n  “ a  v i a b l e  e l e c t o ra t e  ma c h i ne r y .… ”  
N e v e r t he l e s s ,  i t  w as  a l s o  c o n t i nuo u s l y  c o n c e r ne d  w i t h  t h e  “ c o o p t a t i o n  o f  p o l i t i c a l ,  e c o no m i c ,  a nd  bu r e a u c r a t i c  f o r c e s , ”  
a s  we l l  a s  t h e  “ ma i n t e na nc e  o f  p o l i t i c a l  a nd  bu r e a u c r a t i c  i n s t i t u t i o n s  f o r  r e p r e s s i o n  a nd  c o e r c i o n . ”  
 
F o r  B u l k i n ,  t h e s e  p r o j e c t s  h a d  r e a l  a nd  i d e o l o g i c a l  r e p e r c u s s i o n s .  Fo r e m o s t  wa s  t h e  r e i f i c a t i o n  o f  a  b u r ea u c r a t i c a l l y  
de f i n e d  P a n c a s i l a  a s  s ta t e  i d e o l o g y .  T h i s  u l t im a t e l y  e n t a i l e d  t h e  im po s i t i o n  o f  s u c h  i d e as  a s  t h e  “ dua l  f un c t i o n ”  o f  t h e 
a r m e d  f o r c e s ,  c o r po r a t i s m  a nd  o r g a n i c i s m ,  d e v e l o pm e n t a l i s m ,  a nd  o p po s i t i o n  t o  m a s s - b a s e d po l i t i c s .  T he s e  i d e o l o g i c a l  
m a n ipu l a t i o n s  c o n c e a l e d  t h e  “ r e c o n s o l i d a t i o n  o f  t h e  s t r u c t u r e  o f  p e r i p he r a l  c a p i t a l i s m ”  upo n  w h i c h  bu r e a u c r a t i c  a nd  
r e g im e  i n t e r e s t s  w e r e  d e pe nde n t .   
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(M i l lenn ium,  p  308) .  A l though h is tor ica l ly  there  was a  na t iona l i za t ion  of  p roduct s  t hat  was 
encouraged  by  the  Indones ian  government , they  opened  up  the i r  marke t s  to fore ign  compan ies 
th rough a  1996  deregu la t ion  package .  Th is  package  inc luded  r educ t ion  of  t a r i f f  leve ls ,  wh ich 
w i l l  dec rease  ta r i f f  leve ls  t o less  than  5  per cent  by  the  year  2 003.  S ince  Indones ia  i s  a  member 
of  the  Assoc ia t ion  of  Southeast  As ian  Na t ions (ASEAN),  these  tar i f f  r educ t ions a re  in  comp l iance 
w i th  the  agreements  tha t  Indones ia  made  w i th  i t s  other  fe l low count r ies .  The  government  a lso 
ag reed  to  r emove  a l l  impor t  charg es on  i t ems spec i f ied  in  the  "Uruguay  Round"  (an  in te rnat iona l  
meet ing  of  ma jor  t r ad ing  countr ies)  (p roduc t s  such  as au tomob i les ,  i r on ,  s tee l ,  and  some  
ag r icu l ture )  by  the  year  2005.  (Na t iona l  T rade  Est imate)  These  government  deregu lat ions have  
made  the   
 
The on ly  unappea l ing fac tor of  the Indones ian  government ’ s  t o fore ign  investor s  i s  i t s  s tr i c t  
r egu la t ions on  env i r onmenta l  c lean l iness (ye t  anot her  r equ i r ement  of  the  S t ruc tura l i s t  
deve lopment  mode l) .  The  env i r onment  i s  heav i ly  r egu la ted  by  the  Env i r onment a l  Impact  
Management  Agency  (BAPEDAL) ,  and  many investor s  have  been  lost  t o  Indones ia  because  they  
choose  to go to other  count r ies  such  as Ch ina ,  wh ich has much more  re laxed  env i r onmenta l 
codes.  However,  the  Indones ian  investor s  and  banks do not  wor r y ,  c la im ing  tha t  Indones ia  "Has 
be t ter  fac i l i t ie s ,  and  more  advanced  suppor t ing  e lements  such  as law,  m idd le  management ,  f ree 
fore ign  exchange  r eg ime and  bank ing  system,  wh ich w i l l  c r ea te  i t s  own  marke t . " (Markus 
Pa rmad i ,  Pr es ident  D i r ector  of  L ippo Bank)  Wh i le  much  of  the  count r y i s  advanc ing  in to industr y , 
the re a re s t i l l  many  peop le in  the  countr y  tha t  are  st i l l  w i th in  the  ag r icu l tura l  marke t.  The 
ag r icu l tura l  sec tor  get s  just as  much  government  ass is t ance  as the industr ia l  sec tor ,  t he 
government  t r ie s  to make  economic  po l i c ies  tha t  w i l l  he lp  d is t r ibu te  the  workab le  land  and 
income (a  th i r d  St ruc tura l i s t  fac tor )  in  th is  ar ea  of  the  popu la t ion .  One  of  the  p r imary  prog rams 
tha t  were se t  up by  Soehar to was the "backward  v i l lages p rogram, " (a lso known as the IDT 
p rog ram).  In  th is  p rog ram,  the  government  gave  a  sum be tween 20 mi l l i on  and  60  mi l l ion  
Rup iah  (be tween three  thousand  and  ten  thousand  US  dol la r s)( in  a  count r y  where  even  the 
h igh -pay ing  mine  industr y  average  week ly  income is  25  do l la r s)  (www.bps.go. id )  t o e ach  sma l l  
v i l lage  (number ing  approx imate ly  28,000)  in  the  count ry .  In  order  to ge t  th is  money ,  however , 
each  v i l lage  had  to se t  up  i t s  own economic  r egu la tor y  g roup  tha t wou ld  dec ide  how the  money 
wou ld  be  best  used  for  the  good  of  the  commun i t y .  The  p rog ram was supposed  to g ive  
"empowerment  [ to]  poor  peop le  by  prov id ing  bus iness cap i t a l  t o  manage  themse lves accord ing 
to the i r  capab i l i t ie s . "  The  government fu r the r  he lped the  peop le  in  ag r icu l ture  by  mak ing land 
sur round ing  the  v i l lages tha t  was government-owned  cheaper  to  pur chase  th rough the  communa l 
funds,  and so the  usab le land  was g iven  ou t equ i t ab ly  in  the  commun i t y .  (M i l lenn ium,  p  318)  
Another  p rog ram was se t  up  by  the  Depar tment  of  Ag r icu l tu re  tha t  r a ised  the  incomes of  
" fa rmer s and  sma l l  f i she rmen"  in  d i f fe r en t  a reas of  Indones ia .  The  Indones ian  government  a lso 
has imp lemented  prog rams to he lp  the  sma l le r  bus inessman who might  not  necessa r i ly  be 
dea l ing  w i th  impor t s  or  expor t s .  Through  cooperat ives of  p r iva te  compan ies  and  sta te -owned 
f i rms (g iven  the  Indones ian  ac ronym  BUMNs),  the  government  set  up  a  p rogram where up  to 5 
pe r cent  of  the la rger  compan ies  ne t  p rof i t s  annua l ly  wou ld  be  ava i lab le  to sma l le r  bus iness 
owner s  a t  no in terest .  (M i l lenn ium,  p 321)  With  a l l  o f  these  d i f fe r en t  prog ram s imp lemented  by 
the  government  in  con junc t ion  w i th  la rge  p r iva te  corpora t ions,  i t  i s  n o su rp r ise  tha t  Indones ia  
was,  for  about  th ree  decades,  used  as  an  examp le  of  p rosper i t y  in  the  As ian  marke tp lace .  The 
count r y  had  an  average  g rowth  r ate  of  seven  po in t  one  percent ,  a  GDP  of  seven  po in t  e ight 
pe r cent ,  and  there  was a  r educ t ion  of  pover t y  of  near ly  f i f t y -pe r cent .  (Wor ld  Bank)  However, 
noth ing ,  not  even  th is  p i l la r  of  g overnment -c r eated economic  secur i t y ,  cou ld  have  been 
p repared  for  the  d isaste r  of  the  As i an  economic  c r i s i s  in  1997,  wh ich  le f t  eve r yone  in  As ia ,  
inc lud ing  Indones ia ,  in  i t s  wake .  

7.  Indone sian Economy –  What We nt Wrong  and Wher e 

 
Dest r oy ing  the  ach ievements  of  decades of  deve lopment ,  the  As ian  F inanc ia l  c r i s i s  shook  the  
g loba l  con f idence  in the Southeast As ian  economies,  but  a lso r evea led  an unexpected  s tructu ra l 
weakness in  Indones ia .   Though the contag ion  e f fec t s  of  the  As ian  F inanc ia l  c r i s i s  and in terna l 
weaknesses of  A s ian  economies  have  t yp ica l ly  been  c i t ed  as r easons for  the  cur r en t  economi c  
co l lapse ,  the  case  of  Indones ia  i s  dec ided ly  d i f fe r en t.   Un l ike  the  abuses occurr ing  in  other 
count r ies ,  Indones ia  had the s ingu la r i t y  of  a weak  f inanc ia l  system whose  vu lnerab i l i t y  resu l t ed 
f r om var ious forms  of  "excess . "    Too  many po l i t i ca l  fav or s ,  t o o much l ibe ra l i za t ion ,  and  too few 
regu la t ions a l l  le f t  t he  Indones ian  f inanc ia l  sec tor  wa i t ing  to fa l l .   Thus when investor s  s ta r ted 
to pan ic  and loans went  bad ,  banks began to de fau l t  and  no sa fe ty  net  ex is t ed  to s top  the 
economy ' s  f r ee - fa l l .   The  factor s  under ly ing the c rea t ion  of  th is  weak system in tens i f ied  the 
Tha i - t ransmit t ed  cr i s i s ,  and  can  be  c lass i f ied  as  the  s t ruc tu re  of  the  Indones ian  bank ing  system, 
the  government ' s  in ter vent ion ,  and  a  myr iad  of  ex terna l or  for e ign  fac tor s .   

7.1.  A Br ief  History  of  the Ba nking  System  

 
A f t e r  decades of  genera l  t u rmoi l ,  Indones ia  f ina l ly  em barked  on  the  r oad  to s tab i l i t y  in  1966 
under  the  leader sh ip  of  P res ident  Soehar to ,  who in t r oduced  a  comprehens ive  economic 
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stab i l i za t ion  p rog ram.   The  prog ram inc luded  r estr a in t s on  bank  c red i t ,  r educ t ions in  the  f i sca l  
de f ic i t  and  a  f loa t ing  exchange  ra te ,  and  was a l l  a imed a t  f i rm ing  up  the  deve lop ing  economy.  
Af t e r  year s  of  hyper in f la t ion ,  the  count r y  sought  s tab i l i t y  and  adopted  measures such  as t igh t 
f i sca l  and  f inanc ia l  po l i c y  to ensure the i r  goa l .   The  1980s b rought  a change  in  the 
government ' s  v iew of  the  f inanc ia l  sec tor ,  as  the IMF made r epea ted  suggest ions of  
l ibe ra l i za t ion ,  espec ia l ly  in  r egards to bank ing.   A  ser ies  of  r e forms ensued  and  he lped  se t the 
s tage  for  c r eat ing  an  ins id ious ly  weak  f inanc ia l  sec tor ,  by  g ran t ing  unsuperv ised  f r eedom to 
banks on  lend ing  dec is ions,  fund ra is ing  and  in  bank  est ab l i shment .   As a  r esu l t ,  t he  number  of  
banks mushroomed  fr om 108 to 232 be tween 1988 and  1993 5 .   On  the pos i t ive  s ide ,  these 
r e forms d id  r educe  in termed iar y  cost s  and  the  need  for s ta te  in te r vent ion ,  but  the cent r a l  bank 
d id  not ,  or  cou ld  not ,  keep  ab reast  of  these  changes.  Thus the  government  se t  the  bank ing 
sec tor  up  for  a  fa l l  a s  a  r esu l t  of  i t s  inheren t  s tr uctu ra l  vu lne rab i l i t y .   
 
Add i t iona l  dec is ions  of  the  government  had  fu r the r  undermin ing  r epercuss ions f or  the  bank ing 
sec tor ,  such as a  15% reduc t ion  in  the  r ese rve  ra t io ,  a s tep  tha t  encouraged  lend ing ,  bu t  se t a 
dangerous p recedent 6 .   M i r acu lous ly ,  the  weak  pos i t ion  of  t he  f inanc ia l  system escaped 
d iscovery  dur ing  the  o i l  shocks and  ea r ly  80s c r i ses ,  and  Indones ia  weathered  both  qu i t e  we l l ,  
wh i le  seek ing  suppor t  f r om ne i the r  the  Wor ld  Bank  no r  the  In te rna t iona l  Moneta r y  Fund.   Bu t 
th is  r i t e  of  passage  tu rned  out  to be  a  r esu l t  more  of  Soehar to ' s  man ipu la t ion  than  of  f inanc ia l 
r e l iab i l i t y .   Thus,  by  1992 the  excess of  f inanc ia l  f r eedom had  led  to a  s ta rt l ing  number  of  
banks swamped  w i th  unpayab le  loans and  a  net  of  shor t - t erm deb t .  The  s t ruc tura l  p rob lems 
la ten t  in  the  count r y ' s  f inanc ia l  system had  star ted to man i fest  themse lves s l igh t ly  by the  ea r ly 
90s and  by  1997 had  begun to unrave l  the  ach ievements  of  the  " Indones ian  m ir ac le "7 

7.2.  Inhere nt We akne sse s  

 
G iven  the  weak  and  vu lnerab le s t r uctu re of  the f inanc ia l  sec tor ,  t he  ba nk ing system became 
p rone  to severa l  in te rna l  weaknesses,  wh ich  inc luded  weak  management,  excess ive  c r ed i t  
concent ra t ion  and  non- tr ansparent  in format ion .  Weak  management  seemed  to s tem f r om the 
government ' s  dec is ion  to have  banks opera te  on  a  se l f - r egu lator y  bas is .   No  spec i f i c  ove r s igh t  
mechan ism ex is ted , and  thus abuses of  au thor i t y  by  the  po l i t i ca l ly  we l l - connec ted few went 
unchecked .   The  r esu l t  of  these  abuses came in  the  form of  excess ive  c r ed i t  concent ra t ion  or  
bad  lend ing  dec is ions.   Loans were  be in g  ordered  to many compan ies  who,  desp i t e  the ir  po l i t i ca l  
t ie s ,  were  a  h igh -r i sk  investment .   I t  was these  loans tha t  ended  up  de fau l t ing  and  for c ing 
banks to v io la te  the i r  r ese r ve  r a t io  r equ i r ements  of  5% in  order  to cont inue  opera t ions.   G iven  
the  banks had  such  poor  management  and  there  was no guarantee  on  depos i t s ,  r ushes became 
more  f r equent,  r esu l t ing  in  the r evocat ion  of  the  l i censes of  16 unv iab le  banks in  1997.   The 
government  saw th is  ac t  as  an  exer c ise  of  the i r  pe rsp icac i t y  and  au thor i t y,  bu t  the  pub l ic 
v iewed  i t  w i th  pan ic .   
 
W i thout  su f f i c ien t  in format ion  on  the  qua l i t y  of  banks and  genera l d is rup t,  the  pub l ic  had  lost  
much  of  i t s  con f idence and cap i ta l  f l igh t  became rampant .   As the  s i t ua t ion  wor sened ,  so d id 
the  degree  of  bank  v io la t ions,  w i th  l iqu id i t y  and  cap i t a l  adequacy  r at ios  (CARs )  becoming  
dangerous ly  low.  CAR is  the  r a t io  between a  bank' s  cap i t a l  and  r i sk -we igh ted  asse t s ,  and  the 
lower  i t  i s ,  t he more r i sky  the bank ' s  s i t ua t ion .   W i th  on ly  r umor s to gu ide them,  peop le 
pe r formed  a  " f l igh t  t o qua l i t y , "  as  they  rushed  fr om "unre l iab le "  banks to " r e l iab le "  ones, 
a l t hough many t imes the  banks be ing  le f t  were  the  ones in  the  best  f inanc ia l  cond i t ion .  These  
shor t comings were  a l l  a r esu l t  of  the " l ibe ra l i za t ion  w i thout  r egu la t ion"  dec is ions of  th e  
government  and  se t  up  the  economy for  a  "boom or  bust "  synd rome.   The  bank ing  sec tor 
r e forms in  the  1980s se t  a  r i c ke ty in i t ia t ive  of  a l low ing  banks to t ake on  va r ious r i sky  p rojec t s,  
estab l i sh  loan  r a tes  and  fo l low the i r  own se l f - governance .  A l though th ey  managed  to at t rac t 
p len ty  of  for e ign  investor s ,  as  pa r t  of  the  "boom"  por t ion  of  the  cyc le ,  they  a lso se t  themse lves 
up  for  the  "bust " por t ion , wh ich was laten t in  the  accumu la t ion  of  shor t - t erm debt .   Th is  short -
t e rm debt  mate r ia l i zed  at  a d is tu rb ing  r a te f r om 17.7 % of  t ota l  deb t  in  1994 to 20.9% in  1995  
and  24.8 per cent  in  1996 8.   Thus the bank ing  system,  desp i t e  apparent  ear ly  success ,  had  been 
p r imed  for  d isaster  because  of  i t s  vu lne rab le  under ly ing  s t ruc ture .   

7.3.  Government Intervention  

 
In  t erms of  governance,  nepot ism and crony ism charac te r ized P res ident  Soehar to ' s r e ign,  as 
f inanc ia l  dec is ions were  la rge ly  based  on  po l i t i ca l  agendas.   Th is  was pa r t icu lar ly  t r ue  w i th  the 
bank ing  sector ,  where  banks were  essent ia l ly  coerced in to mak ing  loans to unre l i ab le  compan ies 

                                                      
5 S t e v e n  Ra de l e t ,  " I ndo ne s i a ' s  I m p l o s i o n , "  H a r v a r d  A s i a  Pa c i f i c  R e v i e w Se p t e m be r  3 0 ,  1 9 9 8 :  2  
 
6  D a v i d  C .  Co l e ,  B u i l d i n g  a  m o de r n  f i n a n c i a l  s y s t e m :  T he  I ndo ne s i a n e x pe r i e n c e  ( G r ea t  Br i t a i n :  Ca m b r i d ge  U n i v e r s i t y  
P r e s s ,  1 9 9 6 ) ,  x x i v  
 
7 P a u l  B l u e s t e i n ,  " W o r l d  B a nk  C i t e s  O w n  F a i l u r e s  i n  I ndo ne s i a , "  T he  Wa s h i ng t o n  P o s t  F e b r ua r y  1 2 ,  1 9 9 9 :  A1 0  
8 M a nue l  F .  M o n t e s  a nd  M uha m m a d  A l i  Abdu s a l a m o v ,  I ndo ne s i a :  R e a p i ng  t h e  Ma r k e t  ( S t .  M a r t i n ’ s  P r e s s ,  1 9 9 8 ) ,  1 7 5 .   
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who ended  up  de fau l t ing.   On  top  of  de fau l t ing ,  the  non - t r ansparency  of  the  system he igh tened 
soc ia l  unrest ,  wh ich  led  to r iot s  and  rushes on  the  banks.    
 
Bes ides po l i t i ca l ly  d i r ec t ing  these  loans to f r iends and fami ly  of  the  cor rup t  Soehar to r eg ime, 
the  government  a lso se t  many unsound  f inanc ia l  sector  po l i c ies .   These  inc luded  the  1980s bank 
l ibe ra l i za t ion  r e forms and a  pa r t icu la r ly  amb i t ious r est ruc tu r ing package in  October of  1988.   By 
inc reas ing  the  se l f - r egu la tor y  f reedom of  banks w i th out  t ak ing in to account the i r  vu lne rab le 
pos i t ions,  the  package  a l lowed  a  r educt ion  in  the  r ese r ve  r equ i r ement  f r om 15 to 2 pe r cent  and 
a l lowed  banks to ra ise  equ i t y  cap i t a l  in  the  s tock  marke t s .   The  government a lso became the 
fac i l i t a tor  of  inc reas ing  vu lnerab i l i t y  t o g loba l  fac tor s .   In  1992,  a  un i f ied  Bank ing  Law 
deregu la ted  the  owner sh ip  r est r ic t ions to pe rmit  for e igner s  to pur chase  up  to 49% of  the  shares 
of  s tock  of  commerc ia l  banks.   A l l  o f  th is  l ibe ra l i za t ion  na tu ra l ly  led to a lend ing  boom,  but  th a t 
in  tu rn , when coup led  w i th  po l i t i ca l  p r essures , led  to r i sk ie r  loans for  non - t r adab le  investments 
and  proper ty  deve lopment .   Open ing  up  the  bank ing  sec tor  in terna t iona l ly  made  apparent  that 
changes in  the  Rup iah  cou ld  a f fec t  the  ent i r e  bank ing  sec tor .   A  d rop in  the in te rna t iona l  va lue 
of  the  Rup iah  wou ld  b r ing  to bear  debt - se r v ic ing  p rob lems tha t  were  be ing  tenuous ly  covered  by 
the  curr ent  cap i t a l  in f lows.  

7.4.  External  or  Foreign Factors :  Foreign Investors  

 
Pa r t  of  the  genera l  t r end  towards g loba l i za t ion  has  been  the  spec i f i c  movement  towards 
f inanc ia l  g loba l i za t ion .   Indones ia ,  as  par t  of  the i r  bank l ibe ra l i za t ion - induced boom,  cou ld of fe r  
h igh  r etu rns on  shor t -t e rm investments ,  bu t  in  the  p rocess became inc reas ing ly  dependent  on 
these  cap i ta l  in f lows.   As can  be  seen in  the  fo l low ing  f igu re ,  the  amount of  shor t - t erm fore ign 
deb t  in  US  do l la r s  r eached  a  h igh  of  36.8 b i l l ion  do l la r s  in  1997 a l one .    

F i g u r e  3 :  S h o r t - T e r m  F o r e i g n  D e b t  i n  U S D )  

 
Th is  t ota l  was second  on ly  to Korea ' s  amount  of  shor t -t e rm deb t,  68.6 b i l l ion  do l la r s ,  bu t  both 
a re  expec ted  to d rop  to manageab le  r a tes  over  t ime .   These  f igu res t ake  on  an  even  grea ter 
s ign i f i cance  when v iewed  in  t e rms of  ex te rna l  deb t  as  a  pe r ce ntage  of  GDP  (see  f igu re  be low) 
wh ich  for  Indones ia  was 62.3% in  1997 and  168. 6% in  1998.    

F i g u r e  4 :  E x t e r n a l  D e b t  ( A s  a  P e r c e n t a g e  o f  G D P )  
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Th is  for e ign  invo lvement  of  cap i t a l  in f lows,  once  r eversed ,  wou ld  have  devasta t ing  e f fe ct s  on  
the  f inanc ia l  sec tor .  An  i l lu s t r a t ion  of  th is  pan icked  f l ight  can  be  gauged  when observ ing  the  ne t 
p r iva te  cap i t a l  in f lows,  as  assessed  by  the  Inst i tu te  of  In te rna t iona l  F inance ,  into Tha i land, 
Indones ia ,  Korea,  Ma lays ia  and  the  Ph i l ipp ines,  wh ich w ent  f r om US$97 b i l l i on  in f lows in  1996  
to $US12 b i l l i on  ou t f l ows in  1997.   A  $US109 b i l l i on  ch ange  in  cap i t a l  f lows  wou ld  on ly  topp le  
an  a l r eady  t r emu lous f inanc ia l  sec tor 9 .  Due  to th is  cyc le  of  shor t - t e rm deb t,  banks became 
inc reas ing ly  r e l ian t  on  fore ign  cap i t a l  in f lows to cont inue  f inanc ing  th is  ba lanc ing  act .   But 
many investor s  p ract iced a  "b r inkmansh ip "  t ype  of  behav ior  known as mora l  hazard , where  they 
invest  haphazard ly w i thout  cons ide ra t ion  to consequences,  re ly ing  on  the  IMF  to prov ide  some 
sor t  o f  ba i lou t .   In add i t ion ,  few regu la t ions ex is t ed on  cap i t a l  in f lows and  none ex is ted  on 
ou t f lows,  fu r the r  set t ing  the  s tage  for  a  mass ive  cap i t al  f l igh t .   Th is  vu lne rab i l i t y  on ly  r equ i r ed 
investor  pan ic  and  herd ing  behav ior  t o hur l  t he  banks into de fau l t 10.  
 
The  e f fec t s  were  tr ansmit t ed  p r imar i ly  th rough the  fo l low ing  ways :  
( i )  The  sharp  deprec ia t ion  of  the  Rup iah  sudden ly  b lew up  the Rup iah  va lue  of  banks ’  l iab i l i t ie s  
denomina ted  in  fore ign  curr enc ies  and  put  the  banks w i th  shor t  pos i t ion  in  se r ious p rob lems;  
( i i )  The  economic  c r i s i s  pu t  banks ’  customer s (deb tor s)  in  p rob lems wh ich  depressed  the  va lue 
of  banks ’  asse t s;  and  
( i i i )  The  t igh t  monetar y  po l i c y  to s tab i l i ze  in f la t ion  and  exchange  r a tes ,  and  the  concomitant 
h igh  in te rest  r a tes ,  r esu l t ed  in  ne ga t ive  spreads for  the  banks 11.  
 

F i g u r e  5 : L i s t  o f  " S i g n i f i c a n t  R i s ks "  I d e n t i f i e d  b y  t h e  W o r l d  Ba n k ,  M a y  1 9 9 7  

 

7.5.  Currency  Spec ulators  

 
One  of  the  more  subver s ive  ex terna l  e lements  tha t con t r ibu ted  to the  vu lne rab le  s ta te  of  
Indones ia ' s  f inanc ia l  sec tor was the  ex is t ence of  cur r ency  specu la tor s .   By hedg ing  the i r  
pur chases of  Rup iah  based  on  expec ta t ions for  the  r ea l  exchange  r a te,  they  exacerba ted  the 
shor t - t erm deb t p rob lems faced by the banks. Once  the  in f low of  cap i t a l  s lowed and d e fau lt  
loomed  on  the  hor izon ,  the  scene  was se t  for  cu r rency specu la tor s  to p rof i t  f r om a  co l lapse  in  
cu r r ency  va lues.  S ince the  fa l l  o f  1997,  the  do l la r s  pe r  Rup iah  exchange r ate  has fa l len  by 
72.5%,  secur ing  h igh  p rof i t s  for  specu la tor s .   Th is  had espec i a l ly  pa in fu l  r ami f ica t ions for  the 
bank ing  sec tor  because  i t  not  on ly  r ea f f i rmed  the  pan icked  investor s '  dec is ions to  ex i t ,  bu t  the 
dep rec ia t ion  in f la ted the Rup iah va lue  of  the  curr ency deb t ,  mak ing the l iqu id i t y  prob lem wor se. 
By  threa ten ing  the  Rup iah , specu la tor s induced  the  government in to fo l low ing  a  destruc t ive 
po l i c y  of  t igh t  l iqu id i t y  in  order  to de fend  the  cur rency ,  wh ich  on ly  led  to more  cap i t a l  
w i thd raws.   

7.6.  IMF 's Role   

 
P r ior  t o the  c r i s i s ,  t he  IMF  was gu i l t y  of  be ing  s i len t  and  e i the r  not  see ing  or  r e fus ing  to 
add ress the  s tructu ra l  prob lems in  Indones ia ' s  bank ing system.   The  IMF  and  the  Wor ld  Bank 
cons ide red  Indones ia ' s  success s tor y  to be  r enowned ,  wh ich  cou ld  exp la in  the i r  r e t icence  to f ind 
fau l t  w i th  the i r  s ta r  pup i l .   Bu t ,  i t  was the  IMF ' s  b road  adv ice to the government to l ibe ra l i ze 
tha t  r endered the  f inanc ia l  sec tor  vu lnerab le .  Fur the rmore , once  the  bank ing  sec tor was 

                                                      
9  S t e v e n  Ra de l e t ,  S a c h s  Ra de l e t  a nd  J e f f e r e y  D .  Ra de l e t ,  " T ow a r d s  a  N e w S t r a te g y  f o r  A s i a n  Re c o v e r y ,"  S i ng a po r e  
S t r a i g h t - T im e s  J u l y  2 6 ,  1 9 9 8 " :  2  
10  C . P .  Cha n d r a s e k ha a r  a nd  J ay a t i  G ho s h ,  " H ub r i s ,  H y s t e r i a ,  H o pe :  C r i s i s  a nd  R e s po n s e  i n  So u t he a s t  A s i a , "  T i g e r s  i n 
T r o ub l e :  6 8  
 
11  M r .  S a b i r i n  d i s c u s s e s  r e c e n t  d e v e l o pm e n t s  i n  t h e  I ndo ne s i a n  e c o nom y ;  P r e s e n t a t i o n  b y  D r  S ya h r i l  S a b i r i n ,  G o v e r no r  
o f  B a nk  I ndo ne s i a ,  a t  t h e  Ba nque  d e  F r a n c e ,  Pa r i s  i n  Ma r c h  1 9 9 9 .  
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damaged ,  the  IMF  not  on ly  p resc r ibed  the  wron g  med ic ine  of  t igh t  f i sca l  and  moneta r y 
cond i t ions,  bu t  a lso w i thhe ld  funds un t i l  t he bank ing  sec tor  was a lmost  overwhe lmed  by  non -
per forming  loans and  bad  deb t .  By  fa i l ing  to r ecogn ize the  un ique  natu re of  th is  c r i s i s  and  the 
p recar ious l iqu id i t y  and  deb t  p rob lems faced  by  the  banks,  the  IMF  f in ished  up  the  damage 
sta r ted  by  the  nervous investor s  and  host i le  specu la tor s 12.  

8.  Indone sian Economy –  The  Changing  Paradigm  

8.1.  Ini t ia l  Response   

 
Aga inst  th is  backg round of  instab i l i t y ,  t he Indones ian  government  has made  e f for t s  a t r e form to 
r ev ive  the  bank ing  sec tor .   One  of  the  f i r s t  r esponses was to r ecommend  the  c r ea t ion  of  the  
Depos i t s  Insurance Scheme,  wh ich  wou ld  requ i r e banks to p lace  a  ce r ta in  por t ion  of  depos i t s  on  
r ese r ve  at  the  cent r a l  bank  as an  insurance  measure .  The  scheme was coup led  w i th  the 
r evoca t ion  of  the  l i censes o f  16 banks in  Mar ch  of  1998 13.   Add i t iona l ly ,  t he  government  p laced 
i t s  own back ing  beh ind  bank  loans,  in  e f for t s  t o r estore  f inanc ia l  sec tor  con f idence 14.   Another 
d i r ec t ive a imed a t inc r eas ing con f idence came in  January  1998 when Soehar to  au thor ized the 
c r ea t ion  of  the  Indones ian  Bank Rest ruc tur ing  Agency , IBRA,  w i th the purpose  of  hand l ing the 
admin is t r a t ion  of  the  guaranty  g ran ted  ea r l ie r  by  the  government  to he lp  commerc ia l  banks 15.   
 
The  most  comprehens ive  e f for t  made  by  the  government  a t r e form was a four - fo ld  p lan focused 
on  economic  r e form and  bank  r est ruc tur ing .   The f i r s t  goa l  was to bu lk  up  the  in terna l  s t ab i l i t y  
and  cont ro l  of  the  banks by  r a is ing  the  m in imum cap i t a l  r equ i r ements ,  and  enhanc ing 
t r ansparency  of  in format ion  by  pub l ic i z ing  f inanc ia l  r epor t s .   The  second  goa l  was to  encourage 
ru le  en for cement  by  s tr engthen ing  superv is ion  in  t e rms of  management  and  in terna l  bank 
s t ruc ture  and  organ iza t ion .   The  th i r d was to c la r i fy  r u l es  and  the ir  en for cement  in  te rms of  the 
lega l  po l i c y  and  the  estab l i shment  of  a  Depos i t  Insurance  Inst i t u t ion .   The  u l t imate  goa l  of  the  
p lan  was to genera l ly  improve  the  soundness of  the  bank ing  sec tor ,  and  sub t ly  t ake  a im a t 
e l im ina t ing  h igh - fau l t  po l i t i ca l ly  connec ted  loans.  These p r imary  goa ls  were the foundat ion  upon 
wh ich  the  two ma jor  dec is ions of  bank  c losures and  r ecap i t a l i za t ion  have  occur red .  

8.2.  Bank Closures  and  Consol idation  

 
Indones ia ' s  second  round of  bank  c losures ,  in  e f for ts  t o quash  rumor s of  fu r the r  po l i t i ca l  
favor i t i sm and  padd ing  of  the  bank ing  sec tor ,  shu t  the  door s  of  38  deb t - r idden  banks.   As pa r t 
of  the  rest ructu r ing  of  the more than  200 commerc ia l banks, Indones ia  cont inues to pur sue 
another  $1 b i l l i on  l oan  f r om the  In te rna t iona l  Mon etar y Fund .   The  cur r ent  p lan  for  the  bank ing 
sec tor ,  as  unve i led  by F inance  M in is ter  Bambang Sub ian to,  wou ld  t ake  over  seven of  the 
f lounder ing  banks and  he lp  r ehab i l i t a te  n ine  other s  by  recap i t a l i z ing  them.   Such  a  move  on  the 
pa r t  of  the  Indones ian  gove rnment  i s  v iewed  as a  s tep  in  the  r ight  d i r ect ion  towards tr ansparent 
and  unb iased  dec is ion  mak ing 16.  
 
O r ig ina l ly ,  the  bank  c losures were schedu led  for  February  27,  1999,  bu t  G inand jar  Kar tasasmita, 
Indones ia ' s  S ta te Coord ina t ing  M in is ter  for  economy,  f inan ce  and indust r y,  de layed  the  event 
for  two weeks.   I t  was  th is  dec is i on  to  de lay  tha t  s pa rked  c r i t i c i sm of  the  government  and 
rumor s of  sav ing  po l i t i ca l ly  connec ted banks by  a l low ing  them more t ime to r ecap i t a l i ze  and 
thus avo id  l iqu ida t ion 17.   Though prog r ess cont inues to be  made  by  the Indones ian  government , 
the  prob lems of  r ese rve  ra t io  r equ i r ements  and  l iquid i t y  s t i l l  ex is t .   As  ev idenced  in  the 
fo l l ow ing  f igu re ,  co l la ted  by  Bank  Indones ia /Data  Consu l t ,  banks cont inue  to dea l  w i th  huge 
amounts  of  bad deb t s ,  wh ich  have  skyrocketed f r om 9.5 t r i l l ion  Rup iah  a t the end of  1996 to  
312 t r i l l ion  Rup iah  a t  the  end  of  1998.    

                                                      
12 J e f f e r e y  D  Sa c h s ,  " T he  W r o ng  Me d i c i n e  f o r  A s i a , "  N e w Y o r k  T im e s  N ov e m be r  3 ,  1 9 9 7 :  3  
 
13  T he  Ce n t r a l  B a nk  o f  t h e  R e pub l i c  o f  I ndo ne s i a ,  " T he  M o s t  Cu r r e n t  Ba nk i ng  De v e l o pm e n t s , "  P o l i c i e s :  
h t t p : / / w w w .b i . g o . i d / i n t l / p o l i c i e s / b a nk i ng c u r r e n t . h t m  
 
14 T he  P r e s i d e n t  o f  t h e  Re pub l i c  o f  I ndo ne s i a ,  " G ua r a n t y  f o r  Co m m e r c i a l  B a nk  R e pa y m e n t  O b l i g a t i o n , "  J a nu a r y  2 6 ,  1 9 9 8 :  
P r e s i d e n t i a l  D e c r e e  N o .  2 6 / 1 9 9 8 :  h t t p : / / w w w .d f a - d e p l u . g o . i d / a r c h i v e s / ne w / De c r e e no 2 7 . h t m  
 
15 T he  Pr e s i d e n t  o f  t h e  R e pub l i c  o f  I ndo ne s i a ,  " E s t a b l i s hm e n t  o f  t h e  I ndo ne s i a n  B a nk  Re s t r u c t u r i ng  Age nc y , "  J a nua r y  2 6,  
1 9 9 8 :  P r e s i d e n t i a l  D e c r e e  N o .  2 7 / 1 9 9 8 :  h t t p : / / w w w .d f a - d e p l u . g o . i d / a r c h i v e s / ne w / 2 7 . h t m .   
 
16  A t i k a  Shube r t ,  " I ndo ne s i a  C l o s e s  3 8  De b t - R i d de n  B a nk s  a s  P a r t  o f  E c o no m i c  R e c o v e r y  P l a n , "  T he  W a s h i ng t o n  P o s t ,  
M a r c h  1 4 ,  1 9 9 9 :  A3 4  
 
17  " G o v e r nm e n t  t o  s ubm i t  a  n e w l e t t e r  o f  i n t e n t  t o  IM F  s o o n , "  T he  J a ka r t a  P o s t  M a r c h 1 1 ,  1 9 9 9 :  h t t p : / / w w w .d f a -
d e p l u . g o . i d / c u r r e n t / m a r c h9 9 / i m f - 1 1 m a r e t 9 9 . h t m  
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F i g u r e  6 :  N o n - P e r f o r m i n g  L o a n s  

 
Th is  i s  l inked  not  on ly  to the  unhea l thy  and  po l i t i ca l ly  connec ted  na ture  of  the  loans,  bu t  a lso 
a t t est s  t o the  d rop in  prof i t ab i l i t y  of  the  banks as  in terest  r evenue has d ropped .  The  c losures 
a im a t  inc reas ing con f idence,  synchron iza t ion  and e f f i c iency  of  the bank ing  system.   By  g iv ing 
incent ives to c la r i fy  in format ion  on  lega l  lend in g  l im i t s ,  en for c ing  r egu la t ions and  forma l ly  
estab l i sh ing  the  Depos i t  Inst i t u t ion ,  the  government  hopes to r estore  economic  s tab i l i t y .  The 
new st ruc tu re  resu l t ing  f r om a  r educ t ion  in  the  number  of  banks shou ld  r educe  the  ine f f i c iency ,  
low compet i t ion  and  superv isor y  d i f f i cu l t ie s  c r ea ted  by  la rge  number  of  sma l l  banks.   Thus the 
government  i s  encourag ing  merger s  wh ich ,  coup led  w i th  the  c r ea t ion  of  the  Depos i t s  Insurance 
Inst i t u t ion  and  other  r egu la tor y  gu ide l ines ,  shou ld  he lp  r estore  the  sec tor ' s  v iab i l i t y 18.   

8.3.  Bank Rec api tal i zation  

 
W i th  th is  r ecent  dec is ion  to c lose  indeb ted  banks,  a  for thcoming  le tt e r  of  in ten t  i s  expec ted  in 
the  hopes of  secur ing  another $1 b i l l ion  f r om the  IMF .  The purpose  of  the loan  wou ld  be  to 
he lp  fu r the r the r ecap i t a l i za t ion  of  the banks and  economic  r e form p rograms.   To da te , the IMF 
has organ ized  a  $43 b i l l i on  ba i lou t  fund ,  $9  b i l l i on  of  wh ich  has a l r eady  been  r e leased  to the 
count r y .   Indones ia ' s  r ecap i t a l i za t ion  p roposa l  invo lves  80% of  the  fund ing  to de r ive  f r om the 
issuance  of  government  bonds w i th  the  rema in ing 20% to be  p rov ided  by  the  banks '  
sha reholde r s .   The  in terest  on  the  bonds for  the  1999/2000 f i sca l  yea r  w i l l  amount  to 34 t r i l l ion  
Rup iah ,  wh ich  breaks down to 17 t r i l l ion  covered by  the  budget and  17 t r i l l ion  coming  f r o m 
asse t  sa les  of  l iqu ida ted  banks 19 .  Such  an  amb i t ious p lan  is  necessa r y  for  the  economy 's 
r ecovery,  bu t  con t rover sy  s t i l l  ex is t s  over  whether  the government  has f in ished  vac i l la t ing  on  
bank ing  dec is ions.   Concerns ex is t  tha t  even  though the  cost  of  recap i t a l i za t ion ,  est imated a t 
330  t r i l l i on  Rup iah ,  i s  le ss  than  o f  l iqu ida t ion ,  est imated  a t  500 t r i l l ion  Rup iah ,  p rotec t ing 
unhea l thy  banks w i l l  r esu l t  in  more  long - term harm 20 .   P lans for  the  128 r ema in ing  p r ivate 
domest ic  banks,  as  seen  in  the  fo l low ing  f igu re ,  ar e  to separate  them in to four  ca tegor ies .    

                                                      
18  " I ndo ne s i a n  B a nk s  i n  De s pe ra t e  S t r a i t s , "  I ndo ne s i a n  Co m m e r c i a l  N e w s l e t t e r  M a r c h  1 6 ,  1 9 9 9 :  Ed i t i o n  #2 6 3 :  
h t t p : / / w w w .da t a c o n . c o . i d / i c n f o c . h t m  
 
19 " G o v e r nm e n t  t o  s ubm i t  n e w  l e t t e r  o f  i n t e n t  t o  IM F  s o o n "  
 
20 " I ndo ne s i a n  B a nk s  i n  De s pe r a t e  S t r a i t s "  
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F i g u r e  7 :  S t a t u s  o f  I n d o n e s i a n  Ba n k s  ( a s  n  M a r c h  1 9 9 9 )  

 
Ca tegor ies  A banks,  number ing  73,  meet  the  m in imum cap i t a l  adequacy  r equ i rements  and  have 
p roven  they  can  compete  w i thout  pub l ic  f inanc ia l  ass is t ance .   Ca tegory  B  banks,  9 in  tota l ,  a r e 
seen  as v iab le  for  recap i t a l i za t ion  wh ich  shou ld  b r ing  the i r  CARs up  to the  government  leve ls 
and  have  been  g iven  unt i l  Ap r i l  21,  1999 to p rov ide  at  least  20% of  the  necessa r y  cap i ta l  t o 
wh ich  the government  w i l l  t hen  cover  the r ema in ing  80%.   The  7 other  category  B  banks a re 
those  tha t  have  been  taken  over  by  IBRA and  a re  now under  government  owner sh ip.  
Management  w i l l  be  rep laced and  the banks '  s t ruc ture  w i l l  be  speed i ly  rest ructu red  to p repare 
them for  p r iva t i za t ion .   The  r ema in ing  banks a re  the  38 tha t  were  c losed  ea r l ie r  in  March  1999  
a re  composed  of  17 ca tegory  Cs wh ich  are  deep ly inso lven t  and  21 r ema in in g  ca tegory  Bs whose  
p rospec t s  of  r ega in ing v iab i l i t y  ar e  d im.  The  government  cont inues to back  the  bank ' s  depos i t s ,  
as  i t  dec reed  in  January  1998.  

9.  Indone sian Economy in  2007  

 
A l though the  fa i lu r e  of  the  bank ing  system a lone  cannot  t ake  the  en t i r e  r espons ib i l i t y  for  
Indones ia ' s  economic  co l lapse ,  i t  does h igh l igh t  the dangerous p rob lem of  excess .   Many 
count r ies  have  been  ab le  to indu lge  in  ind isc r e t ions successfu l ly ,  wh i le  de lay ing  or  avo id ing  
se r ious r eper cuss ions,  bu t  t yp ica l ly  the i r  ac t ions ca t ch  up  w i th  them eventua l ly .   I f  on ly  one  of  
the  contr ibu t ing fac tor s to the  vu lnerab i l i t y  of  the bank ing  sec tor had ex is ted,  then  perhaps 
on ly  a  s t r uc tu ra l  ad justment wou ld  have  been  r equ i red  instead of  an ex tens ive  systemat ic 
overhau l .   Bu t  i t  i s  t he  ve r y  comb ina t i on  and  in tens i t y  of  these  fac tor s  tha t  d id  succeed  in 
c r ipp l ing  the  f inanc ia l  sec tor .   No one  aspec t  can  take  the  ma jor i t y  of  the  b lame,  as  i t  was the 
comb ina t ion  of  a  p re -ex is t ing  weak  s tructu re  tha t  was m ishand led  by  the  government  and 
opened  up  to the  r est  of  the  wor ld  for  fu r the r  exp lo i t a t ion  tha t  led  to the  sec tor ' s  co l lapse .  
Though a c r i s i s  of  th is  magn i tude  a f t er  the  wea l th  of  the  "As ian  M ir ac le " i s  pa rt icu la r ly  pa in fu l ,  
Indones ia  w i l l  have  to lea rn  to ba lance  i t s  spec tacu la r  success w i th  a  spec tacu la r  loss ,  and  
come out  of  th is  w i th  a  be t ter  sense  of  non -excess ive  ba lance 21.   
 
In  the  la st  few months,  severa l  ind ica tor s  of  the  Indones ian  Economy d isp lay  a  be t te r  
pe r formance 22.  However ,  th is  shou ld  not  make  us unaware ,  s ince  i t  cou ld  e i the r  m is lead  or  b ias  
in  in te rpre t ing  da ta or  just  t emporar y  fash ion .  Pr inc ipa lly ,  a l l  sor t s  of  economic  ind ica tor s  keep 
dynamica l ly  sh i f t ing .  The  economic  g rowth  in  the  p rev ious yea r s  dep ict s  an improved t rend, 
though i t  i s  not as  bet ter  as  p r ior  t o c r i s i s  of  1998.  In  the  2000-2006 per iods,  the  least  g rowth 
was found  in  2001 accounted  for 3.83%.  Th is  cou ld  happen ow ing  to the  comb ina t ion  of  h igh 
in f la t ion  ( 11.50%)  and  h igh  in te rest  r a te  (17.63%).  Po l i t i ca l  cond i t ion  a s we l l  a s  un - conduc ive 
domest ic  secur i t y  was other  fac to r s  caus ing  those  weak  per formances.  I t  has been  d iscussed 
tha t  the  Indones ian  economic  g rowth  was p redominant ly  d r iven  by consumpt ion  (consumpt ion 
d r iven  economy) wh ich  is  a rduous to cont ro l  i t s  susta inab i l i t y .  For  that  r eason ,  the  government 
a t t empts to a l t e r  the  t rack  to tu rn  in to an  investment  dr iven  economy by  ca r r y ing  ou t  campa ign 
of  in f r ast ruc tu re  deve lopment  in  order  to a tt r ac t  and  a lso as  a  sweetener  for  investor s . 
Never the less ,  so fa r  those  e f for t s  have  not  come  to  the  r esu l t s ,  s ince  the  deve lopmen t  of  
in f r ast ruc tu res not  on ly  needs the grea t amount of  funds,  but  a lso the t ime lag  to bene f i t  t he 
ou t come. 
 
The  government  t a rge t  t o ach ieve  the  economic  g rowth of  5.8% is  cons ide red  unrea l i s t i c ,  i t  i s  
agg rava ted  by  the  fac t  tha t  in  the  f i r s t  semeste r  of  2006 the  GDP  g rowth  was on ly  accounted  for 
4.97%; cont r ibu ted  f r om 4.59% and  5.22% growth  in  the  f i r s t  and  second  quar ter  r espec t ive ly .  

                                                      
21  “ Ev e r y t h i ng  N o t  i n  M o de r a t i o n :  I ndo ne s i a ' s  E x c e s s  T he  U nde r m in i ng  o f  t h e  I ndo ne s i a n  B a nk i ng  S y s t e m ” ,  b y  Am a nda  
C r e e d   
 
22  R e t r i e ve d  f r o m  t he  s um m a r y  o f  e c o no m i c  s p e e c h  o f  D r .  A .  T o ny  P r a s e t i a n t o no  a t  B N I ,  8  Augus t  2 0 0 6 ,  t i t l e d  T he  
I ndo ne s i a n  E c o no m y  :  R e c e n t  De v e l o pm e n t  a nd  O u t l o o k  2 0 0 7  ( s um m a r i z e d  b y  Adhy  B a s a r )  
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Meanwh i le ,  i t  i s  for ecasted  tha t  the  government  assumpt ion  of  economic  g rowth  in  2007 wh ich  
is  6.3% is  a  long  way  to be  a t t a ined ,  in  l igh t  of  r ea l  sec tor  cond i t ion  tha t  need  to be  supported 
ch ie f ly  by  f inanc ing  f r om bank ing  sec tor  tha t  i s  un for tuna te ly  hampered  by  severa l  factor s .  
 
In  the  meant ime,  the a l loca t ion  of  government  expend itu re  in  the  na t iona l  budget  (APBN) s t i l l  
focus on  subs id ies  and  other  f inanc ia l  suppor t ,  t he reby  the  spend ing  a l loca t ion  for  
in f r ast ruc tu re improvement  has not  been  op t ima l .  As compensa t ion ,  the  government  has to 
encourage non -government  investment  ( fore ign of  domest ic  investor s)  in  in f r astruc t u re sec tor s 
by  p rov id ing  permit  and  tax  incent ive .  The  government  commitment  to ach ieve  a  h igh economic 
g rowth , wh ich is  undertaken by  encourag ing  r ea l sec tor ,  in fr ast ruc ture  re f inement  and 
improv ing  the bank func t ion  as an in te rmed ia t ion  inst i t u t ion ,  has not  obta ined  the  opt ima l  
r esu l t s  un t i l  t he  f i r s t  semester  of  2006.  
 

F i g u r e  8 :  M a i n  I n d i c a t o r s  o f  M a c r o - E c o n o m y  ( 2 0 0 0 - 2 0 0 6 ) 23 

 
The  consequence  of  the  r e la t ive ly  low economic  g rowth can  be  de tected  f r om the  deve lopment 
of  unemp loymen t  r a te .  Throughout  yea r  2005,  the  Indones ian  economy was on ly  ab le  to absorb 
a round  1.23 mi l l ion  of  new work for ces or  s t i l l  fa r  be l ow a l l  new work  for ces ,  wh ich  is  1.83  
m i l l i on .  There fore,  there  i s  a  spur  of  unemp loyment  a round  600 thousand  peop le .  
 
By  means of  economic  g rowth r ate  of  5.8% in  year  2006  ( i t  i s  a  government p roject ion ,  but  i t  i s 
for eseen  d i f f i cu l t  t o be  a t t a ined) ,  i t  i s  for ecasted  cou ld  absorb  app rox imate ly  1.7 to 1.8 m i l l i on  
of  new work  for ces .  However ,  w i th  these  cond i t ions the  unemp loyment  s t i l l  can  be  brought  to an 
end ,  on  the  cont r ar y  i t  c rea tes unemp loyment  made  up  300 to  400 thousands new labor  for ces . 
In  2007,  w i th  the  economic  g rowth p roject ion  of  6.3% (as s ta ted  in  the  nat iona l  budget  p lan -
RAPBN 2007) the  absorp t ion  of  new work  for ce s i s  hoped  w i l l  r each  1.9 m i l l ion .  
 
The  government po l i c y ,  wh ich  intends to increase  the expend i tu re,  wou ld  increase  a  budget 
de f ic i t  as  a  consequence,  and  focus on  i t s  spend ing  upon sec tor s  that  absorb  more labor  for ces 
wou ld  s low down the  r a te of  unemp loyment.  Bes ides, the  enhancement  of  investment  c l imate 
can  suppor t  the  r ea l  sec tor ,  so that  the  unemp loyment  ra te  can  dec rease .  
 
Idea l ly ,  t he  Indones ian economy shou ld  be  pushed  to g row 7% a t m in ima l ,  w i th  the  in te nt ion  
tha t  i t  can  be  soaked  up  most  of  the  new work  for ces en te r ing  the  marke t ,  wh ich  is  2.1 peop le  
pe r  yea r . The number of  open  unemp loyment  i s  pred ic ted  to r each  10.85 mi l l ion  worker s  
compr is ing  of  the  labor  for ce that  can be taken up every  year  accumu la ted  w i th  unemp loyment 
f r om the  p rev ious yea r .  I f  i t  i s  added  up  w i th  d isgu ise  unemp loyment  and  under  unemp loyment , 
i t  w i l l  account  for  40 m i l l ion  peop le .  

                                                      
23  S o u r c e :  Ce n t r a l  B a nk ,  2 0 0 6 .  N o t a t i o n :  ( * )  G DP  po s i t i o n  ( y o y )  M a r c h 2 0 0 6 ;  ( * * )  i n f l a t i o n  ( y o y )  J une  2 0 0 6 ;  ( * * * )  B I  
r a t e  J u l y  2 0 0 6  
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T a b l e  1 :  W o r k f o r c e  a n d  U n e m p l o y m e n t  ( M i l l i o n s ) 24 

 
 
The  other  ind ica tor  tha t ne eds to be  sc ru t in ized  is  the  Cent r a l  Bank  (BI )  r a te  movement .  In  the 
2000-2006 per iods,  the  BI  r a te  showed  f luc tua ted  tr end w i th  the  fa i r ly  w ide  r ange .  In  2000,  the 
BI  r ate  reached  14.53% as a  r esponse  to the  h igh  in fla t ion .  Th is  cond i t ion  kep t la s t ing  un t i l  
2001.  The  upsurge  of  in f la t ion  in  yea r  2001 t r iggered  the  inc rease  of  the  BI  r a te  as  one  of  B I  
inst rument  in  con tro l l ing  in f la t ion  v ia  moneta r y  mechan ism.  In  the  2001 -2004 per iod ,  the  BI 
r a te  s tead i ly  decreased and r eached the  lowest  leve l  a t  7.43% in  2 004.  Th is  cond i t ion  happened 
due  to the  s tab le  economy and  the  dec l in ing  tr end of  in f la t ion .  A long  w i th  the  in f la t ion  r a te  in 
2005,  wh ich  is  a r r ived  a t  17.11% ow ing  to  the  s ign i f i can t  boost  of  domest ic  fue l  p r ice  on  1 
Oc tober  2005,  the  BI  r a te  was for ced  t o r i se  to 12.75%.  In  2006,  in  con junc t ion  w i th  the  s tab le 
Rup iah  cur r ency  and  the  increase  of  for e ign exchange  r ese rve  (USD 43 b i l l ion) ,  the  BI  r ate 
g radua l ly  decreased and on  August  t ouched the leve l  of  11.75%.  The  fu r the r  dec l in ing  is  s t i l l  
wa i t ing  for  severa l  t h ings,  inc lud ing  ex te rna l  fac tor  such  as wor ld  o i l  p r ice  and  in te rna t iona l  
in te rest  ra te ,  ma in ly  the  Fed  r ate .  
For  the year  2007,  the  government  has an  assumpt ion  tha t  B I r ate  w i l l  be buoyant a t leve l  of  
8.5%.  Th is  assumpt ion  is  c lea r ly  d i f f i cu l t  t o be  r ea l i zed ,  in  l igh t  of  the  suscep t ib le  var iab les 
both  in te rna l  and  ex te rna l  tha t  beyond  our  contro l .  
 
In  2005,  the  in f la t ion  r a te  ( f r om January  to December  2005)  has  r eached  17.11% t r iggered  by 
the  h ike  of  domest ic  fue l  p r ice up  to approx imate ly  100% a s a  r esponse  to the  upsurge  of  wor ld 
o i l  p r ice .  The  p ro l i fe r a t ion  fue l  p r ice  in  2005 was c a r r ied  ou t  tw ice ;  F i r s t ly  in  Mar ch  and 
second ly  in  Oc tober  wh ich gave the mu l t ip l ie r  e f fect  on the  pr ice  ( in f la t ion) .  In  Oc tober  i t  was 
happened  just  be fore  fest ive  d ay  and  the  end  of  the  yea r ,  so i t  con t r ibu ted  a  h igh  impac t  on  
in f la t ion ,  even  i t  was on ly  one  shot  in f la t ion  and  d id  not  cause  a  wor se  sp i r a l  e f fec t  in f la t ion .  
Up  to Ju ly  2006,  the  in f la t ion  r a te accounted for  3.29%,  and  the  h ighest  r a te appeared in 
Janua ry ,  wh ich  is  1.36% tha t  ca r r ied  over  f r om year  2005.  The  average  in f la t ion  for  the  
Feb ruary  -  Ju ly  pe r iod  was on ly  0.31% per  month .  The  low in f la t ion  a t  tha t  t ime  cou ld  be  
in te rpre ted  as the  lessen ing  of  pur chas ing  power  a f te r  hav ing  p r ices  inc reased  in  Oc tober  2005.  
In  2007,  the  government  se t the  qu i t e  low in f la t ion  t a rge t  a t leve l  of  6.5%,  w i th  severa l  bas ic 
assumpt ions inc lud ing  the  s tab le  of  domest ic  fue l  p r ice  and  bas ic  e lec t r ic i t y  t a r i f f  (TDL) .  Once 
more ,  these  assumpt ions on ly  cou ld  be  r eached  i f  t h e re i s  no  ma jor  sh i f t  in  economic  ind ica tor s  
e i the r  in te rna l  or  ex te rna l ,  such  as wor ld  o i l  p r ice  and  i n te rnat iona l  in te rest  r a te  va r iab les .  The 
wor ld  o i l  p r ice  as  an  ex terna l  factor  shou ld  be  pa id  more  a t t ent ion  by  u t i l i z ing  mechan ism of  
f i sca l  t r ansmiss i on  (APBN) s ince  i t  has enormous in f lu ence  over  the  Indones ian  economy.  In 
yea r  2006,  the  esca la t ion  t r end  of  wor ld  o i l  p r ice  keep  go ing  on  and  r eached  the  h ighest  r ecord 
in  Ju ly  a t  leve l  of  USD 78 per  ba r r e l .  The  cond i t ion  was ma in ly  caused  by  the  comb ina t ion  of  
demand  and  supp ly .  In  t e rms of  demand ,  there  was a  s ign i f i can t  inc rease  s ince  some count r ies  
exper ienced  a  h igh  economic  g rowth  such  as Ch ina  and  Ind ia .  
 
On  the  other  hand  in  te rms of  supp ly  aspec t,  r eg ional  con f l i c t s  happened  in  the  M idd le  East 
invo lv ing  I r an  and  I r aq  u l t imate ly  a f fec ted  the  wor ld  o i l  supp ly  as  both  count r ies  a re  ma in  wor ld  
o i l  p roducer s .  I t  was de ter ior a ted  by  I sr ae l  m i l i t a r y  aggress ion  in  to Lebanon ,  wh ich  caused  the 
M idd le  East  r eg ion  as the  wor ld  o i l  supp l ie r s  as  we l l  a s  the  imp era t ive  s t r ipe  of  wor ld  o i l  
d is t r ibu t ion  exper ienced  uncer ta in t y.  
 
In  2007,  the  government  se t  up  the  o i l  p r ice  assumpt ion  for  USD 65  per  ba r r e l .  The  assumpt ion  
seems p roper ,  cons ide r ing  tha t  the  o i l  p r ice  wou ld  not  p lunge  aga in  in to USD 30 per  ba r r e l  as  
happened  in  the beg inn ing of  2005,  and  w i th r egard to the  h ighest  pr ice  at  leve l  of  USD 78 per 
ba r re l  in  Ju ly  2006.  Cur r en t ly ,  t he demand for  wor ld o i l  has r eached 85 mi l l ion  k i l o l i t r es  pe r  day 
or  g rows one  mi l l ion  k i lo l i t r es  pe r  day  compare  to the  p rev ious quar ter  par t icu la r ly  due  to the 
inc rease  of  demand  f r om Ch ina  and  Ind ia .  The  wor ld  o i l  demand  ma in ly  domina ted  by  the  USA 

                                                      
24 S o u r c e :  B PS ,  2 0 0 6 .  
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impor t ing  13.8 m i l l i on  ba r r e ls  pe r  day .  Wh i ls t ,  t he  wor ld  o i l  r ese r ve  p reva i l s  in  the  M idd le  East  
r eg ion  is  685 b i l l ion  ba r r e ls  (56.5 % of  the  tota l  wor ld  r ese r ve) .  Fac ing  the  fourth  quar ter ,  t he 
demands a re  foreseen  wou ld  r each  86 mi l l i on  k i lo l i t r es  pe r  day  ow ing  to the  w in te r  season  in  
nor the rn  wor ld  that  t rad i t iona l ly  cou ld  push  the  wor ld  o i l  p r ice  up .  Indones ian  cur r en t ly  i s  
member of  OPEC as we l l  a s  the  ne t  o i l  impor te r  count ry .  Th is  happens g iven  tha t the c rude  o i l 
p roduc t ion  wh ich  is  p roduced  by  Indones ia  r equ i r es  the  m ix tu re  of  other  o i l  in  i t s  r e f in ing 
p rocess to make  usab le  fue l .  The  produc t ion  of  Indones ian  c rude  o i l  i s  just  1.05 m i l l i on  ba r r e ls 
pe r  day ,  wh i le  the  na t iona l  o i l  consumpt ion  is  about  1.3 m i l l ion  ba r r e ls  pe r  day ,  so that  the 
de f ic i t  i s  about  250 thousands ba r r e ls  pe r  day .  
 
In  order  to get  a  ho l i s t i c  under stand ing  about  the  na t iona l  pe t ro leum map,  i t  shou ld  be 
examined  the  ra t io  of  pe t ro leum p roduct ion  to the  number  of  popu lat ion .  In  the  era  1980,  
Indones ia  was ab le  to r each  the  peak  of  p roduct ion  wh ich  was 1.6 m i l l ion  ba r r e ls  pe r  day 
desp i t e  the  fact  tha t the Indones ian  popu la t ion  just  about  130 mi l l ion  peop le .  In  2006,  the 
s i t ua t ion  de te r ior a ted  when Indones ia  can  on ly  p roduce  1.05 mi l l i on  ba r r e ls  pe r  day  in  sp i t e  of  
the  increa sed popu la t ion  up  to 230 mi l l ion  peop le .  The cond i t ion  dep ic t s  tha t the h igh domest ic 
consumpt ion  and  the  decrease  of  o i l  p roduc t ion  wou ld  burden  the  government  in  p rov id ing  o i l  
subs id iza t ion .   B rune i  as  a  compar ison  has popu la t ion  of  350,000 peop le  bu t  i s  ab le  to p roduce 
300, 000 ba r r e ls  o i l  pe r  day .  I t  means tha t  eve ry  Brune i peop le  can  en joy  a lmost  one  o i l  ba r r e l 
pe r  day .  
 
The  government  endeavor  to acce ler a te  the  deve lopment  of  in f r ast ruc ture ,  wh ich  eventua l ly  can 
a t t r ac t  the  investor s  ( fore ign  and  domes t ic ) ,  i s  an  exce l len t  b reak through tha t  shou ld  be 
cons is ten t ly  under taken .  Meanwh i le ,  the  bank ing  sec tor  i s  eager  for  the conc rete  and 
opera t iona l  act ion  of  the  government  ma in ly  to prov ide  a  more  space  and  len iency for  s t ate -
owned  banks – i . e .  BNI  Bank  and  Mand i r i  Bank -  to r escue  and  r ecover  the i r  non -per forming  loans. 
Devoid  of  conc re te  and  opera t iona l  ac t ion ,  both  the  s tate -owned  banks ’  la rgest  lender s  by  asse t 
have  to keep  strugg l ing  w i th  the i r  Net  Per form ing  Loan  and  f ind ing  the  p roper  so lu t ion .   

10.  Indone sian Economy –  Po l i cy S uggestions  

 
Po l i t i ca l  sc ien t is t s  who study  the  deve lop ing  count r ies  of  As ia  and  Af r ica  have  been  espec ia l ly 
in te rested  in  the  r e la t ionsh ip  be tween the  s ta te  and  the  economy.  Most  of  these  count r ies  a re  
poor ,  and  economic  deve lop -ment  i s  a  h igh  p r ior i t y .  Deba te  about  the  r o le  of  the  s ta te  in 
deve lopment  has t ended to focus on  two issues.  The  f i r s t  has to do w i th  whether  and  in  what 
ways the  s tate  shou ld  in te r vene  in  the  economy.  I s  a  rela t ive ly  f r ee  mar-ke t  economy or  a  more 
r egu la ted  economy be t ter  for  deve lopment?  The  second  issue  has to  do w i th  the  most  su i t ab le  
form of  government .  I s a  democracy  or  an  author it a r ian  r eg ime more  l ike ly  t o lead  to 
deve lopment?  There  are  probab ly  no de f in i t ive  answer s to e i the r  of  these  quest ions.  Much 
depends on  how the  te rms of  the  debate  are  de f ined,  wh ich  is  a  con- tr over s ia l  sub jec t  among 
pol i t i ca l  sc ien t is t s ,  and  on  the  par t icu la r  con tex t  and c i r cumstances of  ind iv idua l  count r ies , 
wh ich  va r y  tr emendous ly  in  s ize ,  loca t ion ,  r esour ces,  popu la t ion ,  cu l tu ra l  and  soc ia l  s t r uc tu ra l  
pa t terns,  h is -tor ica l  exper iences, and many other var iab les .  The Indones ian  case ,  how-ever,  i s 
r e la t ive ly  c lear .  F r ee  marke t s and au thor i t a r ian ism had a  lot  t o do w i th  Indones ia ' s  
deve lopmenta l  success dur ing  Soeharto ' s  New Orde r  pe - r iod  f r om the  la te  1960s  to  the  la te  
1990s.  
 
Indones ia  has a  la rge  p lace  for  the  government  in  i ts  economy; the  government  has he lped 
la rge ly  in  b r ing ing  the  count r y  away f r om p r imary  commod i t y  expor t s  t o  indust r ia l  p roduc t ion 
and  se r v ices .  The  govern ment  a lso has imp lemented  s t rong  env i r onmenta l  po l i c ies ,  and  has put 
toge ther  soc ia l  p rog rams to d is t r ibu te  the  land  as equ i tab ly  as  poss ib le  am ong  those  who use  i t  
for  ag r icu l tu ra l  p roduc t ion ,  and  by  do ing  so has add ressed  the  p rob lem  of  pover t y  and  income 
d is t r ibu t ion  in  the  countr y .  The  Const i t u t ion  of  the  count r y  i t se l f  does not  a l low for  ex terna l 
deb t s ,  and  through deregu la t ion  of  ou t s ide  in f luences the re  i s  r oom for  deve lop ing  countr ies  to 
poss ib ly  ge t  a  cu t  o f  the  ag r icu l tu ra l  and  min ing  oppor tun i t ie s  in  Indones ia .  When comb ined , 
t hese  d i f fe r en t  aspec t s  of  Indones ia ’ s  economic  s t r uc tu re  come  t oge ther  as  the  S t ruc tura l i s t  
mode l  of  economic  g rowth .  
 
On the negat ive  s ide ,  i t  i s  importan t to r emember  tha t ,  in  con tr ast  t o other  East  As ian  and 
Southeast  As ian  count r ies ,  the  modern  economic  base  is  ye t  t o r each  a  mature  foot ing  in  
Indones ia ,  the  s tar t ing  po in t  somewhat  la te r ,  and  the  growth  r a te  s lower.  Moreover,  member s of  
the  t iny  S ino- Indones ian  m inor i t y ,  s t i l l  cu l tu ra l ly  qu i t e  d is t inc t  f r om th e  ind igenous Indones ians,  
were  the  best  po- s i t ioned  to t ake  advantage  of  economic  oppor tun i t ie s .  The  new midd le  and 
upper  c lass  i s  thus r e la t ive ly  sma l l  and  d isp ropor t iona te ly  S ino - Indones ian .  Most  worr y ing , 
however ,  i s  i t s  lack  of  po l i t i ca l  exper ience ,  or gan iza t ion ,  and  democra t ic  commitment. 
Soehar to ' s  New Order ,  though a  r igh t -w ing  mi l i - t a r y  d ic ta tor sh ip ,  was s im i la r  t o a  Commun is t  
r eg ime in  i t s  suppress ion  of  a l l  independent  in terest  g roups as we l l  a s  po l i t i ca l  pa r t ies .  
Independent  bus iness ,  labor ,  and  other  in terest  organ iza t ions have  begun to deve lop  s ince  the 
fa l l  o f  Soehar to ,  bu t  they  a re  s t i l l  weak  compared  to the  s ta te .  Moreover ,  the i r  support  for  
democracy appear s  to be  large ly  inst rumenta l ,  dependent  on  the government ' s  ab i l i t y  t o de l iver 
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economic  p rog ress .  Th is  i s  pa r t icu la r ly  tr ue  of  the  S ino - Indones ians,  who const i t u te  a  ma jor i ty 
of  the  bus iness e l i t e .  Shou ld  the  economy not  improve ,  wh i le  r e l ig ious,  r eg iona l ,  ethn ic ,  and 
perhaps c lass  t ens ions  wor sen ,  many Indones ians may tu rn  once  aga in  to th e  a rmed  for ces for  a  
so lu t ion .  
 
 
Never the less ,  a s  noted  ea r l ie r ,  i t  i s  imposs ib le  to of fe r  a  s ing le  ag reed -upon counter fac tua l  t o 
eva lua te  the  past  success of  indust r ia l  po l i c y  t a rge ted  to ind iv idua l  indust r ies .  Thus the re  have 
been  a  number  of  r esea r ch  s t ra teg ies  pur sued  to p rov ide  an  emp ir ica l  eva lua t ion  of  indust r ia l  
po l i c y .  These  have  been r ev iewed  in  Noland and Pack (2003) .  Not  a l l  o f  the  methods have  been 
exp lored  for  a l l  countr ies .  Resear cher s  have  examined ,  in ter  a l ia ,  t he  impac t  of :  (1)  t r ade 
p rotec t ion ;  (2)  subs id ies  to R&D; (3)  genera l  subs id ies;  and  (4)  p re fe ren t ia l  lend ing  r a tes  on 
the  evo lu t ion  of  produc t iv i t y and cap i ta l  accumu la t ion.  Emp ir ica l  ana lyses f ind  tha t sec tora l  
t a rget ing  has been  par t icu la r ly  e f fect ive 25.   

11.  References  

 
1 .  Agr i c u l tu re :  F o re ign  In ve s tm en t  u p  300  Pe r cen t  An ta ra -  th e Indone s ia n  Na t ion a l  News  Agen cy ,  M ay 31 ,  

1999  
2 .  A la v i ,  Ham za .  1972 .  “The  S ta te  in  Pos t -Co lon ia l  S oc ie t i e s :  Pa k i s ta n  and B ang la de s h . ”  New  Le f t  Re v iew 

74  ( J u ly / Augus t ) :  59 -81 .  
3 .  A la v i ,  Ham za .  19 82 .  “S ta te  a nd C la s s  Und e r  Pe r i ph e ra l  Cap i ta l i s m .”  In  In t r odu c t ion  to  th e  S oc io l ogy  o f  

Deve lop in g  S oc ie t i e s ,  e d i te d  by  Ham za  A la v i  and Teodor  S han in .  London : M acm i l l a n  a nd New Yo rk :  
M on th ly  Re v iew  Pre ss .  

4 .  An im a l  Hu s bandry :  In done s ia ’ s  Mea t  E xpo r t s  Rea ch  956  Ton s  in  10  M on th s  An ta r a -  th e  In dones ia n 
Na t ion a l  News Agen cy ,  Oc tobe r  27 ,  1999  

5 .  A l f a ro ,  L au ra  a nd Andres  Rodr ígu e z -C la re ,  2004 .  “M u l t in a t ion a l s ,  L in kage s ,  a nd E conom ic 
Deve lopm en t . ”  E conom ia ,  S pr in g ,  113 - 169 .  

6 .  B agwe l l ,  Ky le  a nd Ro be r t  W .  S ta ige r ,  19 89 .  “The  Ro le  o f  E x po r t  S ubs id i e s  When  Produ c t  Qua l i t y  i s  
Unknown .”  J ou rna l  o f  In te rn a t ion a l  E conom ics  27 :  69 - 89  

7 .  B a la subram anyam ,  V  and Aha lya  B a la subram anyam  ( 1997) .  “ In te rn a t ion a l  T rade  in  S e r v i c e s :  The Cas e 
o f  in d ia ’ s  Com pu te r  S o f twa re . ”  The Wor ld  E conom y ,  v .20 ,  n o . 6  ( S eptem be r  1997) ,  pp . 829 -843 .  

8 .  B a rboza ,  Da v id ,  2 004 ,  “ In  Roa r in g  Ch in a ,  Swea te r s  a re  Wes ts  o f  S ock s  C i t y , ”  New  Yo rk  T im e s ,  
Decem be r  24 .  

9 .  B a rdhan ,  P ranab,  1971 .  “On  Opt im um  Subs idy  to  a  Le a rn in g  In du s t r y :  An  A s pe c t  o f  th e  Theo ry  o f  
In f a n t - In du s t r y  P ro te c t ion . ”  In te rn a t ion a l  Econom ic  Re v iew  12 :  54 -70 .  

10 .  B a r r io s ,  S a lv ado r ,  Ho l ge r  Go rg ,  a nd E r i c  S t r ob l ,  2 004 .  “F D I ,  Com pe t i t i on ,  a nd In du s t r i a l  De ve lo pm en t  
in  th e  Hos t  Coun t r y . ”  CORE  d i s cu ss ion  pape r  2004/ 11 .  

11 .  B u s ine ss  Week ,  Oc tobe r  11 ,  1999 ,  p  30  
12 .  E rn s t ,  D ie te r ,  2002 ,  “G loba l  P ro du c t i on  Ne twork s  in  E as t  A s ia ’s  E le c t r on i c s  In du s t r y ,  E as t -Wes t  Cen te r , 

Hono lu lu ,  Hawa i i  
13 .  H i l l ,  Ha l  The  In done s ia n  E conom y  S in ce  1966 -  Sou th ea s t  As ia ’ s  Eme rg in g  G ia n t  Cam br idge  Un ive r s i t y  

Pre s s ,  1996  
14 .  h t tp : / / n ews .bbc .co .u k / h i / e ng l i s h /wor ld / a s ia -pa c i f i c / n ews idWahid  F a ce s  E conom ic  M oun ta in ,  Novem be r 

16 ,  19 99  
15 .  h t tp : / /wb ln 001 8 .wor l dbank .o r g/ e ap/ ea…/4678a7c  
16 .  IM F  M ay Lend to  In done s ia  B e f o re  B an k  Ba l i  C a s e C los ed B loom be rg  News ,  Novem be r  1 ,  1999  
17 .  In done s ia ’ s  E conomy :  En te r in g  th e Th i r d  M i l l e nn ium  Copy r igh t  1997  by  In te rn a t ion a l  Qua l i t y  

Pub l i c a t ion s  
18 .  In ve s tm en t -  F o re ign  and Domes t i c  P ro j e c t s  De c l in ed  An ta ra -  th e In done s ia n Na t ion a l  News  Agen cy , 

Apr i l  4 ,  199 9  
19 .  J a c k s on ,  Ka r l .  197 8 .  “B u re au c ra t i c  Po l i t y :  A  Theo re t i c a l  F ram ework  f o r  th e  Ana ly s i s  o f  Powe r  a nd 

Com m un ic a t ion s  in  In done s ia . ”  In  Po l i t i c a l  P owe r  a nd Com mun ic a t ion s  in  In dones ia ,  e d i te d  by  Ka r l  
J a c k s on and Lu c ie n  W.  Pye .  B e rke le y :  Un ive r s i t y  o f  Ca l i f o rn ia  P re s s .  

20 .  K ing ,  Dw igh t  Y .  1 978 .  “S oc ia l  M o b i l i s a t ion ,  S oc ie t a l  L i f e ,  In te re s t  Repre s en ta t ion  and Po l i t i c a l  
C le a vage  in  In done s ia . ”  PhD  d i s s . ,  Un ive r s i t y  o f  Ch i c ago .  

21 .  Land le r ,  M a rk  In  In done s ia ,  A l l  E yes  on E conom y New Yo rk  T im e s  Oc tobe r  23 ,  19 99  Co l  4 ,  p  8  13  
22 .  New  Pe r s pe c t i v e s  Qua r te r l y  Summ e r  1999  v .  15  
23 .  O ’Donne l l ,  G u i l l e rm o .  1973 .  M ode rn i za t ion  and B u re au c ra ti c  Au tho r i t a r i a n i s m :  S tud ie s  in  S ou th 

Am e r i c an  Po l i t i c s .  B e r ke le y :  In s t i tu te  o f  In te rn a t ion a l  S tu d ie s .  
24 .  Pa ck  Howa rd  and Kam a l  S agg i ,  200 1 .  “Ve r t i c a l  Te chno logy  T ran s f e r  v ia  In te rna t ion a l  Ou ts ou r c in g . ”  

J ou rn a l  o f  Deve lopm en t  E conom ics  65 :  389 -415  
25 .  Pu rba ,  Ko rn e l iu s  J a pan  As s u re s  Gus  Du r  o f  E conom ic  He lp  The  J a ka r ta  Pos t ,  Novem be r  11 ,  1999  
26 .  Rhee ,  Yung W. ,  1990 ,  “The  Ca ta ly s t  M ode l  o f  Deve lopm en t :  L e s s on s  f r om B ang la de s h ' s  Su c ces s  w i th  

Ga rm en t  E xpo r t s , ”  Wor l d  Deve lopm en t ,  vo l .  1 8 ,  n o .  2 ,  F ebru a ry  1990 ,  pp .  333 - 46  
27 .  Rodr igu e z -C la re ,  Andre s ,  2 004a .  “M ic roe conom ic  In te r ven t i on s  A f te r  th e  Was h in gton  Con s en su s . ” 

In te r -Am e r i c an  Deve lopm en t  B an k ,  Wash in gton  DC  
28 .  R ig gs ,  F r ed .  196 6 .  Tha i l a nd:  The  M ode rn i za t ion  o f  a  B u re au c r at i c  Po l i t y .  Hono lu lu :  E a s t -Wes t  Cen te r .  
29 .  Rob i s on ,  R i ch a rd .  19 86 .  In done s ia :  The  R i s e  o f  Cap i ta l .  S ydney :  A l l e n  a nd Unw in .  
30 .  S chm i t te r ,  Ph i l i p  C .  197 4 .  “S t i l l  th e  Cen tu r y  o f  Co rpo ra t i s m .”  In  The  New  Corpo ra t i s m :  S oc ia l  Po l i t i c a l  

S t ru c tu re  in  th e Ibe r ia n  Wor ld ,  e d i te d  by  F rede r i c k  B .  P i k e  a nd Thom as S t r i t c h .  No t r e  Dam e : No t r e 
Dam e  Un ive rs i t y  P re s s .  

31 .  S chwa r z ,  Adam  A  Na t ion  In  Wa i t in g:  In done s ia  in  the  1990s  Wes tve iw  Pre ss ,  1994  
32 .  Wa l l  S t r e e t  J ou rn a l  F ebrua ry  4 ,  1999  

                                                      
25 N o l a nd ,  M a r c u s  a nd  H o w ar d  P a c k ,  2 0 0 3 .  I ndu s t r i a l  P o l i c y  i n  a n  E r a  o f  G l o ba l i z a t i o n :  L e s s o n s  f r o m  A s i a ,  Wa s h i ng t o n ,  
D . C .  I n s t i t u t e  f o r  I n t e r na t i o na l  E c o no m i c s ,  2 0 0 3  



G AR U DA  R I SES  AG A I N  -  R EPO R T  O N  T H E  I N DO N ES I AN  ECO N O M Y  2 0 0 7   
SY ED  M U N T AS I R  M AM U N   M O N DAY ,  M AY  0 7 ,  2 0 0 7  

20 

 

33 .  Win te r s ,  J e f f r e y  A .  1996 .  Powe r  in  M o t i on :  Cap i ta l  M o b i l i t y  a nd th e  In done s ia n  S ta te .  I th a ca ,  NY :  
Co rn e l l  Un ive r s i t y  P re s s .  

34 .  www.bps .go . i d  
35 .  www.e conom is t . c om 
36 .  www.en cyc loped ia br i t t a n i c a .c om  
37 .  www.oanda .com / conve r te r / c c  
38 .  www.pt t im ah .com /news  
39 .  www.wor ldbank .o r g/ da ta / coun t r yda ta / a ag/ idn_ang.p df  
40 .  www.wor ldbank .o r g/ h tm l / e x tdr / e ap/ id2 .h tm  

 
 


	List of Figures
	List of Tables
	Indonesian Economy in Brief
	1.  Introduction
	2. Aim
	3. Scope
	4. Methodology
	5. Indonesia – Short Primer
	6. Indonesian Economy – A Brief History
	7. Indonesian Economy – What Went Wrong and Where
	7.1. A Brief History of the Banking System
	7.2. Inherent Weaknesses
	7.3. Government Intervention
	7.4. External or Foreign Factors: Foreign Investors
	7.5. Currency Speculators
	7.6. IMF's Role
	8. Indonesian Economy – The Changing Paradigm
	8.1. Initial Response
	8.2. Bank Closures and Consolidation
	8.3. Bank Recapitalization
	9. Indonesian Economy in 2007
	10. Indonesian Economy – Policy Suggestions
	11. References

