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Indonesia

Andrew MacIntyre

This volume is concerned with the connections between the political
frameworks of countries and their economic welfare, as measured by
economic growth. In particular, it seeks to probe the impact of democra-
tization on economic performance in a range of Asian countries where
economic growth rates have generally been extraordinarily high. Rates
of economic growth. The task of this chapter is to focus on the case of
Indonesia. From one angle, Indonesia's inclusion is natural: it is a very
important Asian country that has enjoyed average annual economic
growth in excess of 7 per cent since 1970 ± a record exceeded by only a
very small number of other countries (all in Asia). From another angle,
however, Indonesia's inclusion is somewhat problematic since it is neither
democratic nor, apparently, on the verge of becoming democratic. And
yet, I will argue, by adopting a strongly institutional focus we can still gain
useful purchase on the underlying issues at stake here from an examina-
tion of Indonesia.

Careful analysis of the formal and informal rules governing electoral
systems, political parties, the structure of government, and ultimately, the
character of the overall policy-making process is relatively new in the
study of politics for most countries in Asia. With the conspicuous excep-
tion of the literature on Japan, these political institutions have typically
been overlooked in favour of questions such as the nature of state-society
relations, class analysis, civil-military relations, patron-client relations,
intra-elite factionalism, ethnic and religious politics, and so on. The rea-
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sons for these established preoccupations are not hard to grasp. None-
theless, the ®eld is ripe for change and this essay represents an initial step
in that direction.

Overall, my concerns here are to explain how the key elements of
Indonesia's so-called ``New Order'' political framework ®t together, to
examine their consequences for economic growth, and to consider some
of the implications of democratization in Indonesia at some future time.
I begin by focusing in particular on political parties and the electoral
system, and then broaden the empirical scope in the second section to
provide a complete account of the overall policy-making architecture by
dealing with channels for interest representation and the structure of
government. The third section draws upon various strands of the theo-
retical literature on political and economic institutions to re¯ect upon the
political foundations for economic growth. The ®nal section offers some
a priori re¯ections on the possible implications of democratization for
economic policy-making and economic performance in Indonesia.

Political parties and the electoral system

Indonesia's party system is reasonably well institutionalized in the gen-
eral sense that there is a set of established formal and informal rules that
have been observed on a repeated basis for a quarter of a century.
Moreover, although probably not universally accepted in Indonesia, the
system is widely understood and is one which most actors have come to
expect to prevail for the foreseeable future (Mainwaring and Scully 1995,
4). However, though it is well institutionalized by the standards of party
systems elsewhere in the region, one could hardly describe the system as
democratic. There is a very strong and systematic bias in the rules gov-
erning parties and the electoral process which largely predetermines
the outcome (Djiwandono & Legowo 1996; Kristiadi 1997; Siagian 1997;
Sihbudi 1997). Six aspects of the party framework and electoral system
require particular attention: entry and exit controls, public-sector sup-
port, controls on party policy platforms, restrictions on organizational
and campaign activities, unequal resourcing and media access, and a
partisan electoral umpire.

Perhaps the most fundamental control is that of entry to and exit from
the electoral arena. Primarily on the basis of of®cial statute but periodi-
cally with recourse to unof®cial inducement and coercion as well, the
government is able to determine whether a party may contest an election,
whether an individual may stand for election as the representative of a
party, and which individuals may serve as leaders of the parties. Since the
early 1970s, only three parties have been permitted by law: the state
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political party, Golkar, and two small non-government parties, the Partai
Persatuang Pembangunan (PPP ± United Development Party) and the
Partai Demokrasi Indonesia (PDI ± Indonesian Democratic Party). It was
not always thus. In the 1950s, during the period of parliamentary democ-
racy, Indonesia had a highly ¯uid multi-party system, with nearly thirty
parties being represented in the legislature. The number of parties began
to decline following the country's swing to increasingly authoritarian
politics when its ®rst president, Sukarno, introduced what he termed
``Guided Democracy'' and proceeded to outlaw several parties opposed
to his increasingly dictatorial style. This trend intensi®ed under the next
president, (former General) Suharto, who came to power in 1966 in the
context of widespread political violence. With the strong support of the
armed forces, Suharto purged the organized Left from the political land-
scape, and set about establishing a ``New Order'' in the late 1960s and
early 1970s by building up the military-linked corporatist body, Golkar,
into a dominant state political party and forcing the remaining ten parties
to merge into two fractious amalgams.1

There are also formal exit controls on political parties. The president is
legally empowered to dissolve any party not compatible with state goals
(as de®ned by the president) or any party representing less than 25 per
cent of the population. Comparable entry and exit controls apply to
individuals wishing to stand as candidates for a party at election time.
Under electoral laws, all candidates are subject to an approval process
administered through the General Election Institute. This means that the
government can readily prevent strong critics from entering the legisla-
ture, and can eliminate any incumbent legislator at the following election.2

Informally, the government has been able to exercise entry and exit
controls on party leadership positions. Although there is often internal
competition for party leadership posts, the government is able to ensure
through a blend of subtle inducements and threats of blunter coercion
that only individuals who are willing to accede to government wishes
secure these posts. The eruption of turmoil within the PDI during 1995
and 1996 over Megawati Sukarnoputri's bid for the leadership repre-
sented a striking partial exception to this pattern. Megawati, the daughter
of former president Sukarno, enjoyed a substantial mass following both
inside and outside the PDI, and was viewed as a threat by the govern-
ment. When normal suasion and coercion tactics failed to remove her
from the party leadership, the government engineered a violent internal
party takeover by those sections of the party willing to co-operate.

If entry and exit controls are one basic means by which the government
manages the party system and the electoral process, a second centres on
the strong formal and informal pressures that are brought to bear on
public-sector employees ± in the civil service, the state enterprise sector,
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and other public entities such as educational and health institutions ±
to support Golkar (Silaen 1997). All civil servants are automatically
members of Korps Pegawai Negeri Republik Indonesia (Korpri ± the
Indonesian Civil Servants Corps), a corporatist institution that is linked
directly with Golkar. In the early 1970s, all civil servants were further
required to sign a letter committing their ``monoloyalty'' to Golkar, with
those who declined being subject to dismissal (Ward 1974, 34). Sub-
sequently, any civil servant seeking to become an of®cial member of a
political party has been required to obtain written permission from his or
her supervisor (Santoso 1990, 102±3). The probability of being granted
permission to join a party other than Golkar is, of course, very low. More
generally, departmental heads, and the heads of state enterprises and
other public-sector institutions, come under strong informal pressure to
rally support for Golkar among their subordinates at election times. As
one of®cial who served as the head of a district of®ce of the Ministry of
Agriculture and, simultaneously, the head of the local Golkar chapter,
candidly put it in the lead-up to the 1997 election: ``Sometimes I have
trouble telling the difference between my position as head of Golkar and
my job as head of the agriculture department'' (quoted in McBeth and
Cohen 1997, 25)

This relates to a third important dimension of government control of
the party system and electoral processes, namely legal restrictions on
electoral campaign activities. In addition to being subject to prohibitions
on various speci®c campaign tactics, since 1971 political parties have been
prohibited from organizing at the village level in rural areas. This is of
great signi®cance because the bulk of the population still lives in rural
villages rather than towns or cities. The restriction has provided a pow-
erful advantage to Golkar since, even though it too may not set up party
branches in villages, it is able to run de facto campaigns at this level
because local of®cials such as the village head or the local police of®cer or
representative of the armed forces are all civil servants responsible to the
national government, and are thus almost certain to be Golkar members
and subject to informal incentives to rally support for Golkar at election
times.

A fourth control mechanism is the government's ability to heavily
shape or constrain the policy platforms of the parties. Under law, all
parties (along with all social organizations) must formally accept the of®-
cial state ideology, Pancasila, as their sole ideological foundation.3 This,
together with controls on party personnel, serves to limit the public posi-
tions taken by the two non-government parties to little more than mild
variations on the themes of Golkar. Moreover, even the public stance of
Golkar has little speci®c policy content, and consists mainly of vague
invocations of the importance of values such as ``development'' and
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``stability.'' The net effect of this is that there is little in the way of real
ideological or policy differentiation among the parties; Golkar is loosely
associated with authority and economic success, the PPP is linked with
segments of the Islamic spectrum and perhaps a vague critique of cor-
ruption, and the PDI has come to be loosely identi®ed with former pres-
ident Sukarno and perhaps with a vague critique of authoritarianism and
inequality (notwithstanding the fact Sukarno was himself authoritarian in
his ®nal decade in of®ce). Consistent with the implied notion of some-
thing approaching ideological unanimity is the implied principle that the
non-government parties are not ``opposition parties,'' but rather amal-
gams of legislators representing different segments of society that work in
partnership with the executive branch of government.

A further important variable is the systematically unequal resourcing
and media access of the parties. All political parties receive public fund-
ing to support their operations. The non-government parties in particular
depend heavily on this support to ®nance their campaign rallies. The PPP
is able to raise modest ®nancial support through the mosque and other
Islamic institutions from devout members of the Muslim community
(Liddle 1996, n. 16). Not surprisingly, businesses have little interest in
giving money to parties that have no chance of winning elections, espe-
cially if they run the risk of angering the government by doing so. Where
the PDI and PPP struggle for extra resources, Golkar is supported by
secret off-budget public monies and large slush funds managed by shadowy
social or charitable foundations that collect money from business groups
with close ties to the government (MacIntyre forthcoming-a). In addition,
of course, Golkar is able to draw upon the infrastructural resources of the
entire state, from national-level institutions down through the provincial,
district, and local levels of administration.

Paralleling the resourcing imbalance is the differential access to the
media among the political parties. Television coverage has become much
more important in recent years, as rising living standards have translated
into more and more households owning television sets. It is estimated
that TVRI, the state-owned broadcasting channel, now reaches around 65
per cent of the population (Cohen 1997). Special television programs
during election campaigns are dedicated to the three parties, giving equal
time to each. But these programs are highly formalistic, closely stage-
managed, and probably of limited campaign value. More signi®cant is the
total coverage given to the parties in other programs, particularly news
programs. According to one survey conducted from April to June in 1995,
the state television channel, TVRI, reported on Golkar 98 times during
its news programs, on PPP 10 times, and on PDI just twice. And although
the recently launched private television stations are growing quickly,
these licenses were awarded only to those associated with Golkar,
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including some of the children of President Suharto (Cohen 1997). Not
surprisingly, these private channels offer little in the way of alternative
news coverage to TVRI.

A ®nal factor to be highlighted concerns the status of the body formally
responsible for overseeing the election process and counting the vote, the
General Election Institute. Far from being an independent statutory
agency, the institute functions like any other branch of the executive
government and is chaired by the minister for internal affairs, a Golkar
member. The potential for cheating in the counting of the vote is consid-
erable, and following every election there are complaints from the non-
government parties about irregularities at some polling booths.4 None-
theless, Liddle (1996, 45) is probably correct to assert that with a few
exceptions, there is little in the way of systematic cheating at the ballot
box or in vote counting. The reason for suspecting this is, quite simply,
that the whole party and electoral system is already so heavily biased in
favour of Golkar that there is little need for crude last-minute mass cheat-
ing. Nevertheless, the potential for cheating is real. Ironically, perhaps the
most glaring illustration of this came in the 1997 election, when the gov-
ernment intervened to help boost the PDI after it had been all but wiped
out in the polls following the government's ouster of Megawati Sukarno-
putri from the leadership of the party ± which had caused many support-
ers to desert. The preliminary results from the election suggested that the
PDI would fall below the threshold of 11 seats necessary for a party to
function in the parliament. It was initially suggested that Golkar and the
PPP each give a seat to the PDI to help it out; but the PPP refused to co-
operate. Unable to ®nd any other means to extricate itself from the mas-
sive overkill problem the government had created, the General Election
Institute apparently ``found'' an additional 60,000 votes, which served to
lift the PDI above the threshold (Reuter, Jakarta, 22 June 1997).

To summarize, the argument thus far is that although Indonesia does
indeed have an institutionalized party system and electoral process in
which contests are held every ®ve years, in which three political parties
compete vigorously for voter support, and in which there is relatively
little gross ballot rigging or fraudulent counting, for reasons inherent to
the nature of the system, it is a far cry from meaningful democracy. The
party system and electoral process are extensively managed and tilted
very heavily in favour of Golkar. As table 10.1 shows, Golkar has swept
every election for more than three decades by a comfortably large margin
± indeed, an embarrassingly large margin in the most recent election.

This is not to say that the electoral process is utterly devoid of meaning
or political signi®cance. After all, the government would be unlikely to go
to such great lengths and costs to manage the process if it was unim-
portant. As Liddle (1996) puts it, elections in Indonesia are a ``useful
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®ction'' which helps to legitimate the regime and provide scope for mass
participation, albeit heavily stage-managed. Moreover, as will be argued
below, in view of the institutional structure of government in Indonesia,
the electoral process has little direct bearing on control of the executive
branch of government.

The policy-making framework: Interest representation and
governmental structure

In democratic political systems, parties play a crucial role: they provide the
institutional link between voters and the machinery of government. As
part of the process of competing for voter support, parties aggregate public
interests and campaign on the basis of contending packages of policy
proposals. In Indonesia there is indeed competition between parties, and
voters are for the most part free to cast their ballots as they please; the
difference is that the electoral process has little effect on government
policies. This is a pattern typical of many countries in which elections
take place within a more or less authoritarian framework (Hermet 1978).

That the PPP or the PDI have little impact on the policy-making pro-
cess should be evident from the previous section; they have little inde-
pendent political life or policy agenda, attract little support from either
business or labour, and never attract more than a modest share of the
vote. More remarkable is the fact that even Golkar is not a major player
in the policy process. Golkar is neither a signi®cant generator of ideas
or policy preferences nor, more fundamentally, a locus of power in the

Table 10.1 Indonesian General Election Results, 1971±1997
(per cent)

GOLKAR PPP PDI

Seats1 Votes Seats1 Votes Seats1 Votes

19712 66 59 27 26 8 9
19772 64 56 28 27 8 8
1982 60 64 24 28 6 8
1987 75 73 15 16 10 11
1992 70 68 16 17 14 15
1997 76 75 21 22 3 3

Source: General Election Institute.
1 Refers to percentage of seats in the House of Representatives set aside for

elected representatives, excluding representatives appointed from the armed
forces.

2 Percentages of votes do not sum to 100.

INDONESIA 267



Indonesian political system. None of the most important players in Indo-
nesian politics built their careers inside Golkar; while they might occupy
positions within Golkar (for instance, Suharto is the head of the party's
Board of Advisors) their power derives from other posts they occupy.

Golkar is the capstone of a vast network of corporatist bodies than spans
the spectrum of economic and social sectors (Reeve 1985; MacIntyre
1994b). But like the political parties themselves, corporatist interest
associations in Indonesia operate within a state-dominated framework.
The extent to which the state intervenes in the operations of these inter-
est associations varies, with the labour movement being subject to tight
control. While enjoying more operational autonomy, the national Cham-
ber of Commerce and Industry (KADIN) is nonetheless a lame organi-
zation which plays little role as an advocate of business interests in the
policy process. Although in some industries we have seen more indepen-
dent and policy-oriented business associations emerge, for the most part
associations across the business sector are politically inert. Indeed, in
general the myriad corporatist interest associations operate primarily as
institutional mechanisms for political containment rather than as institu-
tions for aggregating sectoral interests and injecting these interests into
the policy-making process (MacIntyre 1991, 1994c).

The point to be emphasized here is that both the party system and
the associated network of corporatist interest associations serve to limit
demand-making upon the state by societal groups. Put differently, they
insulate the bureaucracy from collective action and broader mass political
pressures. The net effect of these institutional barriers is to concentrate
in¯uence over the policy process within the structures of the state, and as
will be seen, within the state power is further concentrated in the upper
realms of the executive branch ± particularly around the presidency.

Under the terms of Indonesia's Constitution and its various supple-
mentary legal statutes, Indonesia has a highly centralized structure of
government. Although the legislature, the House of Representatives, has
the right to initiate legislation and must approve all legislation (including
the budget), in practice it is a tame institution. It has not initiated a single
bill in three decades nor has it vetoed a bill proposed by the president.
Elected members of the legislature are supposedly accountable to voters,
but we have already seen that the formal and informal rules covering
political parties and elections give the government great control over
politicians. In a very real sense then, legislators are as accountable to the
executive as they are to voters. Added to this is the fact that 20 per cent
of the House of Representative comes from the armed forces and is
directly appointed by the president.5

For present purposes, the important point here is that that although
there is a constitutional separation of powers between the presidency and
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the legislature which is supposed to provide for checking and balancing,
in practice the legislature has not functioned as an independent veto gate
in the legislative process as the balance of formal and informal powers is
massively tilted in favour of the presidency. In addition to formal legis-
lative arrangements, the president has very wide-ranging decree powers.
Indeed, the great majority of executive action in Indonesia results not
from laws rati®ed by the legislature, but simply from decrees issued by
the president (or one of his subordinates). Between 1973±74 and 1989±
90, legislation produced by the parliament constituted a bare 8 per cent
of the major legal acts introduced at the national level of government
(Rohdewohld 1995, 18).

Like the legislature, the judiciary also provides little check on the con-
duct of executive government. The Supreme Court is not empowered
to review legislation. In principle decrees issued by ministers or lower
of®cials are subject to review, though presidential decrees appear to be
immune from this possibility.6 In practice, however, the possibility of
judicial review of even lower-level statutes is remote because the judi-
ciary is wholly subordinated to the executive. The president appoints and
removes justices without the need for legislative approval, and has typi-
cally appointed (legally trained) former members of the armed forces to
the position of chief justice. Further, all justices are of®cial classed as civil
servants (and are thus technically members of Korpri).

If the executive is not checked or balanced by either the legislature
or the judiciary, what constrains its behaviour? Constitutionally, the
president is accountable not to voters at large, but to the 1,000-member
People's Consultative Assembly (see ®gure 10.1 below). The Consulta-
tive Assembly meets once every ®ve years and functions both as an elec-
toral college in choosing a president and a vice-president, and to some
extent as a ``super-parliament'' in setting (very) broad normative guide-
lines for state policy for the next ®ve-year period. The Consultative
Assembly is the highest state institution and has the sole authority to
appoint and dismiss the president.7 However, here again the lines of
accountability are ambiguous for although it is the assembly that appoints
the president, the president appoints more than half the members of the
assembly! Five hundred of the Assembly's members come from the House
of Representatives (including its 20 per cent membership from the armed
forces) and the remaining 500 are appointed to represent the nation's
regions, and its functional and social groups.8 Thus, the president directly
appoints 60 per cent of the body that appoints him, and the bulk of the
remaining 40 per cent comes from his own party. At ®ve-yearly intervals
for the last several decades the assembly has had only one name placed
before it and each time has unanimously endorsed the choice of Suharto.

Not surprisingly perhaps, the assembly is widely dismissed as being
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little more than a rubber stamp, since the president appoints most of the
people who then appoint him and has very substantial in¯uence over
the behaviour of those whom he does not of®cially appoint. In short,
the president is usually viewed as having very weak lines of accountability
to the assembly.9 More meaningful constraints on the president perhaps
come from the informal but very real requirements that he maintain the
support (or at least acquiescence to his continued rule) of the armed
forces and, ultimately, the population at large. Even true dictators cannot
survive in the face of sustained and widespread violent public protest, or
focused opposition from within the upper echelons of the armed forces.
However, both of these political constraints rely on extra-constitutional
and probably very violent action.

Finally, it is important to consider the president's very wide-ranging
and absolute powers of appointment. Without the need for con®rmation
from the legislature, he can hire and ®re at will Cabinet members, all
senior bureaucrats, all senior military commanders, all senior judges, and
all senior state enterprise managers. Unambiguously then, within the
executive branch all accountability lines trace back to the president. Not
only is this power critical to Suharto's maintenance of authority over the
armed forces, but of greater interest for present purposes are its implica-
tions for economic policy-making. Unlike in the U.S. presidential system,
there is no issue of the loyalty of bureaucrats being divided between the
presidency and the legislature.

To summarize, the preceding discussion has highlighted a number of
features of the institutional framework of Indonesian politics. First, both
the party system and the corporatist system of interest associations serve
primarily to limit and contain group- or mass-based interest representa-
tion. Second, although there is a nominal constitutional separation of
powers, in practice neither the legislature nor the judiciary constitutes a
veto gate in the policy process. Third, the electoral college to which the
president is formally accountable, the Consultative Assembly, has in fact
constituted only a very weak constraint on presidential behaviour. And
fourth, by contrast, the president enjoys very clear lines of authority over
his agents in the executive branch: bureaucrats, military of®cers, and state
enterprise personnel.

Understanding who is accountable to whom for their jobs (or, in the
language of collective action theory, agency relationships) provides vital
information about the distribution of power among different actors and
institutions within a political system. Figure 10.1 condenses much of this
information in simpli®ed schematic form. It shows the presidency at the
centre of the polity, and subject to no strong accountability relationship.
The Consultative Assembly is depicted as exercising only nominal au-
thority over the president, whereas the president has clear authority over
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it (by virtue of his appointing 60 per cent of its membership, with the re-
mainder coming from the House). The ®gure does indicate, however, that
to survive the president needs to maintain acquiescence to his rule on the
part of the armed forces (and other civil servants) as well as, ultimately,
the public. By contrast, the judiciary, executive branch employees, and

Figure 10.1 Accountability and delegation relationships in Indonesia
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even members of the legislature (both elected and appointed) have quite
clear accountability relationships to the president.

Political institutions and economic outcomes

In the two preceding sections, we have examined the nature of the party
and electoral system, as well as the framework of interest representation
and the structure of government. In this section we seek to link these
institutional factors to economic outcomes. In so doing, we are operating
on the basis of an assumption that national economic policy settings have
an important bearing on aggregate economic outcomes: that is, that gov-
ernment policy is a large part of the explanation of a country's economic
growth rate.

Within the broad institutionalist literature pertaining to political econ-
omy, two separate but strong theoretical currents stand out. Reduced to
their essence, one focuses on what might be termed decisiveness, and the
other on what might be termed commitment. Both have important con-
sequences for economic policy-making and economic performance.

The former body of literature is concerned with the extent to which
political institutions promote qualities such as ef®ciency in policy-making
and implementation or the ability to make and carry out dif®cult policy
decisions that are necessary to maintain an environment conducive to
economic growth. The literature concerned with state ``autonomy,'' ``ca-
pacity,'' and ``strength'' falls into this category (see, inter alia, Katzenstein
1978; Johnson 1982; Deyo 1987; Wade 1990; Haggard 1990; MacIntyre
1994a). This macro-institutionalist literature all relates directly to the
experiences of the high-growth economies of Asia. A logically parallel
body of literature has been concerned with the ef®ciency of political
institutions in advanced industrial democracies, but rather than being
pitched at a macro level (the state) it has focused on the consequences of
variables such as the division of governmental powers, the type of elec-
toral system, and bureaucratic delegation for policy-making (see, inter
alia, Weaver and Rockman 1993; Cox 1987; Cox 1997; Moe and Caldwell
1994; Kiewiet and McCubbins 1991; Shugart and Carey 1992) Typically,
the political economy implications of the institutional framework have
not been the primary concern of this literature, though recently this has
begun to change (Haggard and McCubbins forthcoming).

Uniting this diverse literature is its attention, on the one hand to the
way in which institutional design can facilitate or hinder decisiveness in
the policy process, and on the other, to the way in which decisiveness can
facilitate economic policy management. For instance, a polity in which
there is a separation of powers between the executive, legislative, and
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judicial branches, in which the legislature is separated into two houses, in
which the electoral system encourages either weak party identi®cation on
the part of legislators or perhaps multi-partyism, in which bureaucrats are
accountable to both the executive and legislative branches, and in which
subnational regional governments have signi®cant economic powers, is
likely to respond much less rapidly and decisively to an economic policy
problem than one in which veto points are fewer and authority is more
concentrated.

By contrast, the literature I have characterized as dealing with com-
mitment has had almost the opposite preoccupation. Instead of seeing
executive autonomy and institutionally rooted decisiveness in policy-
making as a boon, this second approach views it as a problem. A number
of in¯uential studies have argued that it was ®rm institutional constraints
on leaders which were critical in solidifying property rights and thus per-
mitting the expansion of investment and growth in Europe (North 1981,
North and Weingast 1989; Weingast 1995; Root 1989), in Asia (Root
1996; Montinola, Qian, and Weingast 1995), and, cross-nationally, in the
telecommunications sector (Levy and Spiller 1996).

Precisely the same institutional conditions which permit a leader to
take dif®cult but economically necessary decisions, can just as readily
permit a leader to take arbitrary, capricious, and even predatory deci-
sions which undermine the property rights of investors, and thus by ex-
tension, investor con®dence and economic growth. If leaders are subject
to little or no institutional constraint by the political framework, investors
cannot be con®dent that the policy environment will not change quickly
in ways which erode or eliminate their pro®ts. In this view, what is
needed above all else for robust economic growth to emerge is that pri-
vate investors should feel con®dent that the policy commitments leaders
make are credible, and this is only possible if leaders are subject to insti-
tutional constraints which remove the possibility of arbitrariness. In
short, political autonomy is viewed as the enemy of long-term investor
con®dence and thus economic growth.

The arguments pertaining to both decisiveness and commitment are
based on powerful logic and substantial empirical evidence. And yet,
clearly, there is a tension between the two ± even if it is a tension that is
seldom discussed. It is useful to think of there being a trade-off between
decisiveness and commitment: both conditions carry important bene®ts
for economic governance, but an excess of one can also be highly preju-
dicial to growth. How should we interpret the Indonesian case in light of
these considerations?

It should be immediately apparent from the earlier discussion that
Indonesia's party and electoral systems, its framework for interest repre-
sentation, and its constitutional structure all combine to produce a very
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high level of decisiveness. The party and electoral systems, the corpora-
tist framework, and ultimately, the existence of a potent coercive capa-
bility in the armed forces has served to reduce greatly the scope for
organized demand-making by societal groups. In practice there is only a
weak division of governmental powers, with the executive branch thor-
oughly dominating the legislature and the judiciary. Lines of executive
accountability are very clear, with bureaucrats being responsible only to
the presidency. And the presidency itself is only weakly accountable to
the Consultative Assembly.

This has meant that the president and his ministers have not had to
bargain with any other branch of government over economic policy; that
the bureaucracy has (relatively speaking) been a compliant administra-
tive tool; and that there has been little real scope for public resistance to
government action. As a result, when economic challenges or crises have
arisen, the government has been able to move swiftly, take dif®cult and
unpopular policy decisions, and implement them. There is no need to re-
produce the history of the New Order's successfully overcoming the eco-
nomic chaos of, for instance, the late 1960s, or the sharp downturn of the
mid-1980s arising from the collapse of international commodity prices;
that story has been told already in many places (Hill 1996; Booth 1992;
Battacharya and Pangestu 1993; Woo, Glassburner, and Nasution 1994;
Azis 1994; MacIntyre 1992). Suf®ce it to say that the relative autonomy of
the political executive and the decisiveness of the policy process have
greatly facilitated the task of maintaining a generally sound macro-
economic framework as well as liberalizing trade, investment, and ®nan-
cial regulations when this became necessary.

This much is not surprising. But what of commitments? How has In-
donesia managed to sustain investor con®dence if the political authority
has been so centralized, so unconstrained? As ®gure 10.2 shows, levels of
private investment in Indonesia have indeed been high, indicating that
uncertainty about commitments from unconstrained government has not
been a major deterrent to investors. Even if we allow a very substantial
discount for expectations of high rates of return, it seems likely that there
is still a residual puzzle to be explained. I have argued elsewhere that the
explanation for this lies on the one hand with the government's long-
established track record of sound macroeconomic management, and on
the other, with speci®c policy measures (most notably an open capital
account since 1970) which, in effect, constituted an unbreakable commit-
ment on the part of the government to that most fundamental investors'
interest ± the ability to get money out of the country at will (MacIntyre
forthcoming-b).

In sum, although the predominant institutional characteristic of the
Indonesian case is, without question, decisiveness, it is important to rec-
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ognize that there have also been factors providing a signi®cant counter-
vailing effect. That is to say, while decisiveness has been the predominant
feature, this has not been to the complete exclusion of commitment. The
net effect has been a policy environment suf®ciently ¯exible to respond to
exogenous economic shocks when necessary, and suf®ciently stable to
provide longer-term con®dence for investors.

For many years this combination has proved very conducive to eco-
nomic growth. And yet this unusually long-lived framework for success
has, from the outset, been vulnerable to change. This has been powerfully
and dramatically illustrated by the collapse in value of the Indonesian
rupiah in 1997 as part of the wider Asian currency crisis, and the eco-
nomic destruction this has unleashed. In the early months of the crisis
Indonesia fared relatively well, with the government moving quickly to
take decisive pre-emptive measures, before calling in the IMF once it
became clear that the scale of the crisis was such that Indonesia could not
manage it alone. However, because Indonesia's institutional framework
concentrates so much authority in the of®ce of the president, when he was
reluctant to cut back on the business privileges enjoyed by relatives and

Figure 10.2 Average public and private investment in Indonesia as a percentage
of GDP, 1980±1994 (Source: Jaspersen, Aylward, and Sumlinski 1995)
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close associates as currency markets seemed to demand, and even more
so when he became seriously ill, the policy process became frozen. As
doubts about Suharto's willingness to take decisions painful to his family
businesses and doubts about his health were added to long-standing un-
certainty about the process of political succession in Indonesia, the con-
®dence of foreign and local investors (together with that of Indonesians at
large) quickly evaporated. Like other countries in the region hit hard by
the currency crisis, Indonesia cannot now escape several years of eco-
nomic hardship. For our purposes, though, the key issue is whether the
policy environment the government produces is conducive to making a
swift recovery.

At the time of writing, it is too early tell how this economic crisis will
play through in Indonesia. Nonetheless, it neatly illustrates the trade-off
between decisiveness and commitment. It was the extreme centralization
of power ± the decisiveness of the system ± which enabled Suharto in
early 1998 to announce (under pressure from the IMF and the country's
parlous economic condition) a truly stunning package of economic reforms
which promises to radically hack back the worst crony business privileges,
to give the central bank operational autonomy, and to radically reduce
off-budget ®scal activity. However, the very centralization of the system
which makes it so decisive also leaves it vulnerable to commitment
problems: will Suharto in fact implement the reforms he has promised?
how much longer will he survive? what will be the mechanism for political
succession? In a system so centralized, much rides on whether investors
continue to trust the president's ability to provide economic leadership.

Indonesia has been very lucky that three decades of authoritarian poli-
tics have been accompanied by remarkably good and sustained economic
progress. Unfortunately, this is not true of most developing countries
with highly centralized political systems. Regardless of whether Suharto
is able to salvage his reputation for effective economic leadership, it re-
mains the case that the existing framework in Indonesia is very fragile
because it is so sensitive to the behaviour of the occupant of the presi-
dency. Even if it is not brought down by the political rami®cations of the
current economic crisis, the institutional framework Suharto has built up
cannot have a long shelf-life.

Democratization and economic growth

One of the essential themes of this volume is the impact of democratiza-
tion upon economic growth in Asia. When considering this question in
the context of Indonesia the obvious complication we immediately con-
front is that it is not democratic. And yet sooner or later the nascent
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pressures for democratic change in Indonesia are likely to produce
results.10 Inevitably, decades of sustained rapid industrial change have
economic, social, and ultimately political consequences.

This is not the place for an extended discussion of the causes and
dynamics of democratization. Nor will it be particularly fruitful to try to
speculate on the timing or form of democratization in Indonesia, for the
possibilities are myriad. But it does seem reasonable to assume that at
some not too distant point, Indonesia will have a much more democratic
framework of government in place. Can we say anything about the
implications of such a political transformation for the country's economic
growth prospects?

While we cannot know what precise constitutional form democratic
government in Indonesia might take, if a presidency is retained we can be
reasonably sure that it will be much more strongly accountable than at
present, and that the fundamental line of accountability will be directly to
voters. We can also be reasonably con®dent that a more effective sepa-
ration of powers between the executive and legislative branches of gov-
ernment will emerge as electoral rules are modi®ed to provide for more
independent political parties and an unorchestrated electoral process.
(Indeed, even under the existing constitutional framework, the legislature
would become important if electoral and party rules were freed up.) While
there are many possible variants on this theme, these fundamental changes
would be inherent in any democratic form of presidential government.11

What would changes to the institutional framework of this magnitude
mean for the pattern of economic policy making, and thus the likely eco-
nomic growth trajectory? Or, couched in a somewhat more tractable
form: what would such changes mean for the trade-off we have postulated
between decisiveness and commitment?

If democratization in Indonesia proves to be a relatively smooth pro-
cess, that is, if it does not lead to fundamental fragmentation and con¯ict
along ethnic, religious, or regional fault lines,12 we can reasonably expect
that over time commitment will become a stronger feature of the policy-
making framework. As the executive branch becomes more democrati-
cally accountable it will become more constrained by the need to satisfy
the preferences of median voters. This will reduce the likelihood of rapid
swings in policy orientation. And as the executive is forced to share con-
trol of the policy-making process with the legislature and perhaps the
judiciary, this effect will be intensi®ed because policy change of any sort
(that entails legislation) will become more dif®cult as the number of veto
points in the system increases. As change becomes more dif®cult, gov-
ernment policies gain credibility; they become more meaningful commit-
ments because it becomes increasingly dif®cult for the government to
reverse itself should it so wish. Relatedly, as the legal system becomes
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more independent, commercial contracts become more meaningful and
there may be options for legal redress against the government itself. In
short, all of these developments would tend to produce changes to the
policy process which the stream of the institutionalist literature concerned
with commitments would regard as highly bene®cial to long-term eco-
nomic growth prospects. Investors could be increasingly con®dent about
the security of their capital and the impact of the policy environment on
business conditions, because these would be less uncertain.

But what of decisiveness? Might not democratization produce an insti-
tutional framework which so prejudices commitment over decisiveness
that policy-making becomes paralyzed? Legislative gridlock is certainly a
possibility, and within Southeast Asia, one needs only to look at the
experiences of Thailand under the successive governments of Chuan,
Banharn, and Chavalit to see a striking illustration how some democratic
institutional con®gurations can be so inimical to decisiveness as to cripple
economic management.13 A much less extreme example of the effects
of democratization on economic policy-making is provided by Mexico,
where for the ®rst time, governments are now having to bargain with the
legislature over the budget.

Whether or not economic management in Indonesia would suffer a
crippling reduction in decisiveness will depend very heavily on the pre-
cise institutional arrangements that emerge in the process of democrati-
zation. As Cox and McCubbins (forthcoming) demonstrate, decisiveness
in a democratic polity depends heavily on the precise combination of
institutional features that pertain, notably whether or not the constitu-
tional structure is presidential, is bicameral, is federal, and has judicial
review; and whether party and electoral rules promote many or few par-
ties, and cohesive or atomistic parties. Shugart and Carey (1992) and
Haggard and Shugart (forthcoming) focus more speci®cally on presiden-
tial systems, extending this logic to show how speci®c institutional fea-
tures affect the policy process and policy outcomes. In short, there is wide
variation in the extent to which democratic frameworks promote or in-
hibit decisiveness, and the speci®c institutional features in each case have
a critical bearing upon this. In principle, it is possible to specify the likely
effect of different institutional arrangements, but such an exercise would
be more than a little arti®cial for Indonesia given the current political
realities.

Sooner or later Indonesia is likely to democratize. The political frame-
work that emerges from this process may well be presidential in form, but
if so, it will be con®gured in ways that differ fundamentally from the
status quo. These institutional changes will have important consequences.
As far as the country's economy is concerned, the most important effect
will be on how the polity is repositioned in terms of the trade-off between
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decisiveness and commitment. No less naive (and dangerous) than the
claim that Indonesia's economic well-being will be jeopardized by de-
mocracy is the opposite claim; that Indonesia's economic well-being will
necessarily be advanced by democratization. Democratic political systems
vary greatly, and it is thus to the key institutional features that we will
need to direct our attention when change gets under way.

Postscript

This chapter was completed in early January 1998. In the ®ve months
since then much has happened in Indonesia: Suharto's New Order regime
has collapsed, amidst turmoil a process of political reform is underway,
and the country's economy has been utterly devastated. Happily, the
analysis in the body of the essay has stood up well. This short postscript is
intended to review brie¯y the main developments over the past ®ve
months and to re¯ect on where this may lead.

Suharto resigned the presidency on 21 May as it became clear that one
after another of his key supporters was abandoning him. The proximate
causes of this were large-scale student demonstrations (including student
occupation of the parliament) and, more destructively, an orgy of mob
rioting and looting which left parts of Jakarta in smoking ruins. Behind
these events, however, lay the collapse of the country's economy and with
it the evaporation of any remaining legitimacy the regime enjoyed. And
behind these developments lay the institutional framework of the regime.
Although Indonesia's (and Asia's) economic crisis was ignited by events
in Thailand and fuelled by a number of economic policy problems, the
extraordinary degree of damage that has descended upon Indonesia's
economy is largely a function of the way in which the government man-
aged the crisis from late 1997 onwards, and this in turn, re¯ected the
institutional trade-off between decisiveness and commitment. Following
the initial depreciation of the rupiah in mid-1997, it plummeted to eco-
nomically devastating levels in late 1997 and through 1998 because local
and foreign investors lost con®dence in the government. In essence,
investors believed that the president was no longer suf®ciently committed
to maintaining the sort of policy framework necessary to promote pro®t-
ability. Con®dence in his leadership was undermined ®rst by the stroke
he suffered in early December, and then by mounting concern that he was
not committed to implementing reform measures agreed upon with the
IMF as members of his family and other close business associates suc-
ceeding in exempting themselves from austerity measures. These fears
were reinforced in early 1998 by a budget which was seen to be out of
touch with economic realities, and by ensuing presidential manouvers
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which appeared extraordinarily capricious (e.g., the nomination of B. J.
Habibie as vice-president and the ¯irtation with the idea of a currency
board). In a political system so highly centralized ± a system which so
prioritized decisiveness ± there were no institutional checks on the presi-
dent. Thus, if the president was not willing to implement reform mea-
sures, there was ultimately no means of constraining him to do so, short
of removing him from of®ce. Once local and foreign investors abandoned
Indonesia ± and this was clearly the case by mid- to late January ± it was
simply a matter of time before the resulting pressures forced political
change.

In the wake of Suharto's fall, Vice-President Habibie succeeded him as
president, as provided for by the Constitution. Few expected Habibie to
survive, though he has done so now for a month, largely because in the
circumstances he has proved an acceptable transition ®gure who has
responded successfully (even if opportunistically) to demands for reform.
Having freed the press, labour unions, and a number of political prison-
ers, and having committed to a process of constitutional reform and a
timetable for fresh elections, Habibie has set in motion processes which
may yield major political change. Whether he is able to survive these
processes of change himself remains to be seen.

Although the process of democratic reform in Indonesia will be multi-
faceted, one of its most important aspects will be changes to the institu-
tional framework, that is, the Constitution and related political laws.
Habibie has appointed a small but capable political reform commission
(comprising academics, bureaucrats, and a military of®cer) which is to
report back to him within a short time frame. He has then committed to
submit recommendations for reform to the House of Representatives and
the People's Consultative Assembly. Although there are certainly some
popular demands for far-reaching democratization, to date the focus
of discussion appears to be limited to modifying laws controlling and
restricting political parties, modifying the closed-list proportional repre-
sentation electoral system, and possibly modifying the selection process
of the president (through a reduction in the number of appointees to the
Peoples' Assembly, which would give the political parties in the House of
Representatives a much louder voice in the choice of the president).14

The main concern in debates about constitutional reform thus far has
been to bring about real democratic change while at the same time
ensuring that Indonesia does not return to the volatile multi-party chaos
of the 1950s. In this respect, the electoral laws will be very important.
Another remarkable feature of the reform process is that, thus far at
least, there has been no serious discussion within the political elite about
either eliminating armed forces representation in the House or, more
importantly, moving toward a system of direct presidential elections. This
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no doubt re¯ects the fact that it is the state elite which is dominating the
redesign process.

It will be some months before the outcome of the process of political
reform becomes clearer. Further, it is no doubt very likely that this will be
only the ®rst step in a longer process of democratization which is likely to
stretch over a decade or more, re¯ecting long-term processes of socio-
economic change. In the near term, however, a critical factor bearing
upon the success of this ®rst round of democratization will be the coun-
try's economic fate. Indonesia has suffered a truly devastating economic
setback. The most optimistic scenarios now suggest that it will be three to
®ve years before the economy again ®nds its feet. Quite apart from the
governance consequences of the new con®guration of political institu-
tions to emerge from the current reform process, and quite apart from the
coalitional character of the government that Habibie (or a successor)
constructs, investors are likely to be very wary of the risk of further po-
litical instability in Indonesia. The longer it takes for Indonesia's political
framework to stabilize, the further off economic recovery will be. Com-
pounding this problem is the fact that Indonesia's economic fortunes are
now also seriously constrained by developments elsewhere in Asia ± most
notably Japan. The danger for democracy in Indonesia is that the longer
the country's economy remains depressed, the more social and political
instability is likely to result, and thus the greater the probability of some
form of military coup in the name of restoring order and progress. This
seems a quite remote prospect at the time of writing, but if the economy
continues to slide the political landscape is likely to deteriorate with it.

Indonesia has now entered a period of major political ¯ux, the outcome
of which is as yet far from clear. Our understanding of the pattern of
governance and economic performance under the New Order regime and
of the collapse of this regime has been powerfully aided by an analytical
focus on the underlying political institutions. Similarly, a careful analysis
of the institutional framework of the newly emerging environment will
powerfully illuminate our understanding of its politics and economics.

Notes

1. The PPP comprised several rivalrous Muslim parties and the PDI comprised a number
of nationalist and Christian parties. Not coincidentally, the natural ideological and per-
sonal divisions within these arti®cial amalgams helped to keep them from developing
into more potent political organizations.

2. This can be achieved in more or less subtle ways, depending on the urgency of the situ-
ation. Because Indonesia uses the closed-list proportional representation system, party
leaders determine the rank order of all their candidates for each district ± and thus also
determine which ones have a high probability of being elected, or are placed in an un-
winnable position. The government can thus bring pressure to bear upon party leaders

INDONESIA 281



to place critics low on the candidate list, or if necessary, the government (through the
General Election Institute) could declare the person un®t to stand as a candidate for
election. In extreme cases, sitting members of the legislature can be removed, as hap-
pened in 1996 to Sri Bintang Pamungkas.

3. Taken literally, Pancasila (the Five Principles) is quite benign. The principles are: belief
in God, humanism, nationalism, popular sovereignty, and social justice. In practice, this
seemingly inclusive set of ideas is used as an instrument for political control as the gov-
ernment requires that everyone be ``for'' Pancasila, and that anyone deemed by the
government to be operating outside its hazy parameters (e.g., a militant Muslim or trade
union leader) is in breach of the law.

4. During the 1997 election an independent volunteer election watchdog committee, KIPP,
was established to watch for irregularities. Despite government objections, KIPP was
able to monitor activities in at least some voting districts (Van Klinken 1997, p. 5).

5. The share of appointed seats reserved for the armed forces was reduced from 25 per
cent to 20 per cent in the early 1990s.

6. Personal communication from Daniel Lev.
7. Interestingly, the fact that the legislature is directly involved in choosing the president

(by virtue of its making up half of the Consultative Assembly) means that Indonesia's
system of government cannot, strictly, be considered presidential. (I am grateful to Mat-
thew Shugart for drawing this to my attention.) This taxonomical dilemma is intensi®ed
once we recognize that the legislature can, technically, shorten a president's term by calling
a special session of the Consultative Assembly to review the president's performance.

8. Technically, the president does not personally or directly appoint all of the remaining
500 members of the Assembly (i.e., those not from the House). Under Law no. 16 of
1969, as amended in 1975 and 1985, the president is authorized personally to appoint
100 delegates to represent social and functional groups. Each province is entitled to 4±8
delegates (depending on its population). In 1997 the number of provincial delegates to-
talled 149. The remaining delegates ± 251 in 1997 ± are divided among the political
parties and the armed forces, based proportionately on their numbers in the House.
Although, technically, the president selects only the 100 delegates from the social and
functional groups, in practice he also has control of the remainder by virtue of the for-
mal and informal authority the executive branch has over the political parties and pro-
vincial governments. (I am grateful to Bill Liddle for a number of these points.) For a
breakdown of the 1997 membership of the Assembly, see Suara Pembaruan Daily, 20
September 1997.

9. It may be that this relationship deserves closer investigation. An interesting point of
comparison here is with the relationship between the leadership of the Communist Party
and the Central Committee in both China and the former Soviet Union. The Central
Committee is formally responsible for selecting the party leadership, but is itself chosen
by the party leadership. Susan Shirk (1992) has argued that this is less lopsided than
often realized, and that while the party leadership does hold the upper hand, its activ-
ities are nonetheless constrained by the re-election imperative. Philip Roeder (1993)
tells an equivalent story for the former Soviet Union. Two notable points of difference
that seem to separate the situation in Indonesia from that in China (or the former Soviet
Union) are that the Consultative Assembly meets very rarely, and that it is a much
larger body (and thus less hospitable to collective action). This is a topic that requires
further investigation.

10. There is now a sizeable scholarly literature on issues pertaining to democratization
in Indonesia (Morley 1993; Alagappa 1995; Rodan 1996; Taylor 1996; Anek 1997;
Uhlin 1997; Djiwandono and Legowo 1996; Kristiadi 1997; Siagian 1997; Sihbudi 1997;
Schwarz 1994).
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11. Alternatively, Indonesia could develop a parliamentary or even a hybrid premier-
presidential system of government (Shugart and Carey 1992). Neither would, at this
stage, seem as likely as a presidential system. Nonetheless, the same fundamental vari-
ables would pertain: greatly increased accountability of the executive, and more inde-
pendent elections and political parties.

12. This is a far from trivial possibility. Much discussion of democratization ignores the
reality that democratic change can unleash violence, suffering, and illiberalness far
worse than that which previously prevailed. The fate of the former Yugoslav nations
provides a clear illustration of this, but by no means the only one (Zakaria 1997).

13. An excellent and innovative analysis of the institutional dynamics of Thailand's political
malaise is provided by Allen Hicken (1997).

14. Interestingly, if this came to pass, it would heighten the taxonomical problem of classify-
ing Indonesia's political system noted above in note 8. If the fate of the political executive
± the president ± is primarily in the hands of the legislature, the system becomes much
closer to a parliamentary one than a presidential one, formal labels notwithstanding.
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