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FOREWORD
Lessons for Indonesia from East Asia

I am pleased to be able to write the Foreword for this important and timely 
book on the Indonesian economy. As we know the country is currently 
entering the five-yearly elections cycle that will set the political stage for 
the subsequent five years.

The book aims to shed light on whether Indonesia has presently 
embarked on a new development model. In this piece I would like to 
share with you my reflection, inevitably quite subjective, on a related 
but somewhat narrower issue. The question I am going to raise is what 
Indonesia could learn from the experience of the East Asian countries.  
I will relate it to the changing environment of policymaking in Indonesia 
in the past six decades or so, half of which time I had had the privilege to 
observe the process from the ring side, so to speak, and subsequently found 
myself increasingly drawn into the ring. I will conclude with a tentative 
suggestion on how Indonesia could improve its policy performance in 
the coming years.

Let me begin by clarifying what I mean by the East Asian countries. In 
this group I include Japan, Taiwan, South Korea, Singapore, Hong Kong 
and, more recently, China and now perhaps also Vietnam. This group in 
my view is unique because in their quest for development they carried 
out similar strategies with similar outcomes.

I am aware that within that group individual countries differ in their 
experiences and in their specific policies with regard to their important 
sectors such as industries, trade and finance. Nonetheless, we can readily 
identify some basic commonalities in their approaches to development. 
For the purpose of this talk I will pick two of them.
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The first is this. From the early stages of their development these 
countries consistently placed high in their agenda the upgrading of three 
strategic areas, namely, education, bureaucracy and infrastructure. The 
first two — education and bureaucracy — have roots in the Confucian 
precept about the basic role of the state, while the third is an enabling 
element. The pursuit of these three objectives constitutes a crucial part of 
their development stories.

Their strategy emphasizes the “supply side” development with the 
goal of progressively raising the country’s “productive capacity”. In 
the literature three factors, namely, human resources, institutions and 
infrastructure, have consistently stood out as prime determinants of a 
country’s development in the long run. The success of the East Asian 
countries with their strategy corroborates this view.

I am raising the issue of long-term productivity and supply to 
highlight what I see as an apparent lop-sidedness of policy discussions 
and policy practice in Indonesia, especially in the past twenty years or 
so (my time in government not excepted). By default or by design they 
tend to be dominated by short-term issues and are too demand-oriented. 
For example, when policymakers talk about growth, more likely than 
not the focus is on how to raise it this year or the next and the way to 
do that is primarily by juggling the components of aggregate demand 
or spending, almost taking for granted the supply side. Such a mode of 
thinking — appropriate for market analysts but grossly inadequate for 
development policymakers — when it translates into policy practice would 
inevitably have far-reaching consequences. The fault, though, seems to 
lie not so much in the policymakers as in the politics of the country. We 
will come back to this issue, but presently let me say a bit more about 
those three factors.

To raise the quality of a country’s human resources over the long run, 
the law of population dynamics requires us to focus on taking care of our 
children and youth — the next generation. The principal instrument for 
it is a fully integrated, well-targetted education-cum-health intervention 
scheme applied to all children right from their earliest ages through their 
teens. The key words here are fully integrated and well-targetted.

The East Asian focus on creating an effective bureaucracy is an 
important lesson. Too often we hear how bureaucracy has often become 
a drag on, rather than a prop of, development. Yet too few countries have 
seriously and systematically carried out the all-important task of reforming 

viii Foreword
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their bureaucracies. In reality the task is much greater than reforming 
government bureaucracy. To sustain the impacts, other important public 
institutions, among which the legal institutions are the most critical, must 
be concurrently reformed.

Being more tangible, building the third element of the “trilogy” — 
physical infrastructures — should be a more straightforward task. But 
even here a clearer statement of priorities is imperative. What we want 
to build is not just a collection of unrelated pieces of infrastructure but 
effective networks of infrastructure that jointly serve: (a) to raise the general 
productivity of, and lower the transaction costs across, the economy; 
(b) to support the other two objectives (human resources and institutional 
development); and (c) very importantly for young nations, to integrate 
various parts of the economy into a more unified national entity. A good 
plan of infrastructures development must therefore contain a strategic 
vision of the needed infrastructure networks in, say, the next twenty to 
thirty years.

Pursuing with resolve and efficiency that trilogy of development is 
a clear lesson that Indonesia could learn from the East Asian experience.

The second feature of the East Asian experience does not provide a 
ready guide for action but it is an important lesson nonetheless. It relates 
to the choice of policy frameworks and the supporting institutional set-
up. The East Asian countries decided right from the outset to adopt some 
sort of “corporatist” model in which business enterprises continued to be 
relied on as the main actors in the economy, while the state assumed a 
strong and active coordinating and guiding role.

In their case such an approach required a bureaucracy and political 
system that enabled the state to discharge its activist role. That is why, 
at the early stages of their development, necessarily their bureaucracies 
tended to operate in the top-down mode and their political regimes were 
not democratic. It was only at later stages of their development that 
some of those countries began to embrace full democracy and a less rigid 
bureaucracy.

The important thing to note is that during the critical stages of their 
development they were freed from the problem of “shortermism” that often 
afflicts democracies, especially the young ones. Their strategic plans were 
somehow spared from the vagaries of discontinuities and abrupt swings 
that often follow election cycles. Political gridlocks that cause delays and 
indecision in policymaking did not appear to be their main problem. They 
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therefore could better channel their administrative and social energies 
into solving long-term issues that really matter for development. True, the 
journeys of the East Asian countries were far from smooth sailing. Mistakes 
were made and social and economic costs, often quite substantial, were 
incurred. But the bottom line is that somehow the essential foundations 
for their sustained development got built.

We may note that Indonesia in fact had its own experience with a 
similar regime, with a slightly different twist. More than three decades 
under the New Order, Indonesia had witnessed significant progress on 
its economic and social fronts, thanks to the implementation of systematic 
development policies overseen by a group of capable and dedicated 
technocrats working under the umbrella of a not quite democratic 
but stable political regime. Progress begets new aspirations. As living 
conditions improved the calls among the populace for greater say and 
participation in politics became increasingly vocal. There was also a 
growing perception that rent-seeking activities and corruption among 
the elite had been growing unchecked.

Alas, the needed political reforms never came. The 1997/98 financial 
crisis provided a trigger for the subsequent social and political upheavals 
that eventually led to a regime change. The Reformasi reinstated a full 
electoral democracy, the separation of state powers, the system of checks 
and balances in government and free press. But on the more operational 
levels something important is lost. A group of dedicated technocrats 
overseeing policies is no more, and the established mode ensuring 
continuity of policies over time has vanished.

That is the general picture. Let us now delve a little deeper.
In terms of human resources development, the New Order had 

recorded a quantum leap in education and health areas, at least compared 
with the situation at the beginning of the era. However, the 1997/98 crisis 
had caused a serious setback in these sectors, only to recover very slowly 
thereafter. The population and technological dynamics have made the 
task we are facing now weightier by the day. In the midst of the current 
technological revolution the Indonesian labour force is still dominated by 
unskilled labour. On the quality of school education, international surveys 
have consistently placed Indonesia well behind any of the East Asian 
countries. And despite all the efforts the percentage of stunted children 
remains the highest in the region. These are just a few facts that should 
serve as a compelling reminder that more resources, better planning and 

x Foreword
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execution and above all stronger political commitment are desperately 
needed to do the big catching up.

The second element of the trilogy has not fared any better. I have to 
say that the New Order institutional development has never been given 
the weight it deserves. Efforts to reform the bureaucracy have been patchy. 
It is not so much a lack of ideas as a lack of sustained commitment to 
systematically implement them. Evidence keeps emerging that important 
parts of the central and regional government bureaucracies act more as 
a drag on development. In the progress in legal reform there is also still 
much to be desired.

The records of infrastructure development are somewhat better. During 
the New Order, wide-ranging infrastructures were built and the standards 
of infrastructure services in Indonesia were on par with its neighbours in 
the region. But again the crisis of 1997/98 had brought about a collapse 
in infrastructure spending which as percentage of GDP has not recovered 
to its New Order level to this day. We should duly recognize, though, the 
serious efforts by the present administration to accelerate infrastructure 
development.

It has been two decades now since Indonesia first launched its  
Reformasi. The pertinent question to be asked is whether a democratic polity 
as we currently have could and would evolve to be one that supports 
higher gear development. For many of us, the preferred answer is likely 
to be yes. As hopeful as we might be, though, it is important to keep our 
feet on the ground. We should constantly remind ourselves of the following 
basic truths: that democracy per se does not guarantee development, that 
development can only come from rising long-term productivity, that long-
term productivity is determined by the quality of the nation’s human 
resources, its public institutions and its networks of infrastructure, and 
also we must never forget that without development democracy itself is 
unlikely to survive.

What we need is a “development-oriented” democracy. One that is not 
merely understood as a competitive game of acquiring power but also one 
that is animated by collective consciousness and higher desire to achieve 
common progress. A democracy that is not hostage to “shortermism”. One 
that can produce and execute a rational blueprint for the nation’s long-term 
development. A democracy that is not saddled with gridlocks, delays and 
indecision. A democracy that delivers results. Such a democracy, or a close 
approximation of it, is indeed possible. But, just to remind ourselves, the 
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onus falls on those who have faith in democracy to make such a regime a 
living reality. If history is any guide, the journey would likely be long and 
challenging, requiring constancy of purpose and a reservoir of collective 
wisdom to maintain the delicate balance between freedom and order 
along the way.

As we travel along that road, we will be faced with the practical 
question: what should we do while our democracy is still in the process 
of consolidation? Given the state where we are now, let me try out some 
very preliminary thoughts on the issue in the hope that they will spark 
discussions and, who knows, perhaps also actions.

First, adopt the trilogy as the overarching theme of the national 
development efforts. Prepare a strategic blueprint for the three components, 
taking a planning horizon of, say, twenty years to come. Prepare a 
more specific plan of actions for its first ten years and fully worked-out 
programmes for its first five years. This last-mentioned part of the plan 
should in principle be ready for execution by the new Cabinet on its first 
day in office.

That constitutes the base plan. On top of that we may add whatever 
other themes (such as policies on industry, trade, finance, social welfare 
and national security) deemed necessary to make the blueprint a more 
complete development plan. Needless to say, the plan must be of 
first-rate quality, not just another bureaucratic product, as it serves as 
the main conduit for reintroducing the essential elements of effective 
policies that have been lost, namely, order, focus, coherence, rationality  
and continuity.

You may also need a radical restructuring of the Cabinet. There 
may be seven coordinating ministers corresponding to seven areas of 
responsibilities: human development, bureaucratic reform, legal reform, 
infrastructure development, social welfare, economic-cum-finance, and 
national security. Each coordinating minister is “field commander” with 
the sole mission of making the goals in his or her area of responsibility a 
reality. Sufficient coordinating power and perhaps also some line authorities 
should be vested with the coordinating ministers to enable them to 
optimally mobilize the relevant operational ministers to help achieve those 
goals. Unlike the current set-up, the main job of operational ministers is 
to implement policies as directed by the coordinating ministers, not to 
contrive their own goals and policies.

xii Foreword
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There is one more thing. Our own experience and that of other countries 
confirm that some sort of institutionalized mechanism of control, that 
independently and objectively evaluates the execution of policies on the 
ground and directly reports to the President, is indispensable. Alas, this 
matter is too often not given its due weight at the cost of performance.

Finally, here is an almost redundant reminder: the proposed scheme 
will come to naught if the strategic slots are not filled with persons who 
know their jobs and know how to get the jobs done through teamwork.

By now some of you may be wondering why such a top-down scheme. 
The scheme may be thought to be appropriate for an authoritarian regime 
with central planning but not for a democracy which cherishes initiatives 
and participation of its citizens. My whole narrative is meant to underscore 
the importance of what have been missing in policymaking in this country, 
namely: order, focus, coherence, rationality and continuity. They are 
absolutely crucial for effective conduct of policies in any political system, 
be it a democracy or not. When missing, they must somehow be rewired 
into the system lest the country diminish into Socrates’ proverbial ship 
that is forever condemned to go adrift in the open sea.

Boediono
Former Vice-President of Indonesia

Foreword xiii

18-J04988 00 Indonesian Economy in Transition.indd   13 12/2/19   8:37 AM



ACKNOWLEDGEMENTS

It is a pleasure to acknowledge the many people who contributed 
generously to this volume, and without whom it could not have been 
completed.

First and foremost, we would like to express our gratitude to the 
twenty-five contributors, for their fine papers and their willingness to 
respond quickly and helpfully to our numerous editorial requests. Special 
thanks go to former Vice-President Boediono, for kindly agreeing to open 
the conference and to writing the Foreword.

We are indebted to the many staff of ISEAS – Yusof Ishak Institute, 
who as usual combined generous hospitality with smooth and efficient 
organization. What a wonderful institution it is! We wish it well for its next 
fifty years and beyond. Director Choi Shing Kwok opened our 21–22 March 
workshop. Karthi Nair and her team ran the administration, as always 
with great charm and attention to detail. Ng Kok Kiong, Rahilah Yusuf 
and Pritish Bhattacharya oversaw the editorial production quickly and 
efficiently. Francis Hutchison and Cassey Lee played a helpful facilitating 
role.

We are grateful to our friends Chatib Basri and Mari Pangestu for 
kindly providing endorsements.

We also want to thank the additional chairs and discussants at 
the conference who supported our workshop, including Soedradjad 
Djiwandono, Tham Siew Yean, and Khatarina Naumann.

This publication comes at a crucial time in Indonesian history. It is on 
the cusp of its fifth national and regional elections in the democratic era. We 
hope that in some small way the papers in this volume might contribute 
to informing the scholarly and policy communities in the country, and 
to the many people outside Indonesia with an interest in this fascinating 
and important country.

Hal Hill and Siwage Dharma Negara
Canberra and Singapore

October 2018

18-J04988 00 Indonesian Economy in Transition.indd   14 12/2/19   8:37 AM



ABOUT THE CONTRIBUTORS

Ridho Al Izzati is Junior Researcher at SMERU Research Institute, Jakarta.

Titik Anas is Founder of Presisi Indonesia; and Lecturer at Padjadjaran 
University, Bandung.

Luhur Bima is Senior Researcher at SMERU Research Institute, Jakarta.

Gerrit J. Gonschorek is PhD candidate at the Institute of Economics, 
Department of International Economic Policy, University of Freiburg, 
Germany.

Natasha Hamilton-Hart is Professor in the Department of Management 
and International Business at the University of Auckland, New Zealand.

Hal Hill is the H.W. Arndt Professor Emeritus of Southeast Asian 
Economies, Arndt-Corden Department of Economics, Crawford School of 
Public Policy, ANU College of Asia and the Pacific, Australian National 
University, Canberra.

Ellisa Kosadi is Research Assistant at the Indonesia Project, Arndt-Corden 
Department of Economics, Crawford School of Public Policy, ANU College 
of Asia and the Pacific, Australian National University, Canberra.

Ari Kuncoro is Professor of Economics and Dean, Faculty of Economics 
and Business, University of Indonesia, Jakarta.

Sandra Kurniawati is Research Specialist in the National Team for the 
Acceleration of Poverty Reduction, Office of the Vice President of Republic 
of Indonesia.

Chris Manning is Honorary Associate Professor, Arndt-Corden Department 
of Economics, Crawford School of Public Policy, ANU College of Asia and 
the Pacific, Australian National University, Canberra.

18-J04988 00 Indonesian Economy in Transition.indd   15 12/2/19   8:37 AM



xvi About the Contributors

John McCarthy is Associate Professor at the Crawford School of Public 
Policy, ANU College of Asia and the Pacific, Australian National University, 
Canberra.

Siwage Dharma Negara is Senior Fellow in the Regional Economic Studies 
Programme and Co-coordinator of the Indonesia Studies Programme at 
the ISEAS – Yusof Ishak Institute, Singapore.

Arianto A. Patunru is a Fellow in the Indonesia Project, Arndt-Corden 
Department of Economics, Crawford School of Public Policy, ANU College 
of Asia and the Pacific, Australian National University, Canberra.

Devanto Pratomo is Senior Lecturer at the Faculty of Economics and 
Business, Brawijaya University, Malang.

Arief Ramayandi is Lead Economist in the Economics Department, Asian 
Development Bank, Manila.

Budy P. Resosudarmo is Professor at the Indonesia Project, Arndt-Corden 
Department of Economics, Crawford School of Public Policy, ANU College 
of Asia and the Pacific, Australian National University, Canberra.

Wilmar Salim is Chair of Graduate Study Program at the Department of 
Regional and City Planning, School of Architecture, Planning and Policy 
Development, Bandung Institute of Technology, Bandung.

Günther G. Schulze is Professor of Economics at the Institute of Economics, 
University of Freiburg, Germany; and Adjunct Professor at the Arndt-
Corden Department of Economics, Crawford School of Public Policy, ANU 
College of Asia and the Pacific, Australian National University, Canberra.

Mulyadi Sumarto is Assistant Professor in the Department of Social 
Development and Welfare and Center for Population and Policy Studies, 
Universitas Gadjah Mada, Yogyakarta.

Daniel Suryadarma is Deputy Team Leader at RISE Programme in 
Indonesia, Jakarta.

18-J04988 00 Indonesian Economy in Transition.indd   16 12/2/19   8:37 AM



About the Contributors xvii

Asep Suryahadi is Director of SMERU Research Institute, Jakarta.

Eve Warburton is Visiting Fellow in the Indonesia Studies Programme at 
the ISEAS – Yusof Ishak Institute, Singapore.

Maria Monica Wihardja is an Indonesian economist.

Thaliya Wikapuspita is a researcher at Presisi Indonesia.

Asri Yusrina is Researcher at SMERU Research Institute, Jakarta.

18-J04988 00 Indonesian Economy in Transition.indd   17 12/2/19   8:37 AM




