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INTRODUCTION

A short historical overview of Indonesia’s economy
since independence — Essays

This book contains a collection of papers on various aspects of Indonesia’s
economy and its industrial development since the early 1950s. This date is
chosen because Indonesia only achieved effective sovereignty over the whole
territory of the former Netherlands Indies, with the exception of Papua,
after the official recognition of Indonesia’s independence by the Netherlands
government on 27 December 1949, even though on 17 August 1945 Sukarno
and Hatta had officially proclaimed Indonesia’s independence.

The Netherlands recognition of Indonesia’s independence was only
achieved after a bloody armed struggle by Indonesian freedom fighters against
the returning Dutch army in late 1945. This armed struggle lasted until
the delegations of the two contending parties (the Indonesian revolutionary
government and the Netherlands government) under the auspices of the United
Nations Commission on Indonesia (UNCI) at the Round Table Conference
in The Hague in the autumn of 1949 agreed on the transfer of sovereignty
from the Netherlands government to the government of the United States of
Indonesia (Republik Indonesia Serikat, RIS) on 27 December 1949.

The Netherlands transfer of sovereignty to the federal Republic of the
United States of Indonesia (RIS) was particularly galling to the revolutionary
Republic of Indonesia based in Yogyakarta which had waged the armed struggle
against the Dutch army. The reason was that it was forced to share power with
15 puppet states set up by the Dutch as a counterweight to the Republic.
However, this federal structure proved to be fragile, as in the following months
the puppet states one by one disbanded themselves to join the Republic.



XVi Introduction

At the celebration of independence day on 17 August 1950, President Sukarno
was able to proclaim the restoration of the unitary state of the Republic of
Indonesia (Negara Kesatuan Republik Indonesia, NKRI).

Outline of the book

This book does not provide a thematic account of Indonesia’s modern economic
history, as contained in Anne Booth’s pioneering book 7he Indonesian Economy
in the Nineteenth and Twentieth Centuries: A History of Missed Opportunities
(1998) or the chronological account provided in the book 7he Emergence of
a National Economy: An Economic History 0f Indonesia, 1800—2000, written
by Howard Dick, Vincent Houben, ]J. Thomas Lindblad and Thee Kian
Wie (2002).

Instead, this book discusses various aspects of Indonesia’s post-
independence history which have not yet been discussed in the above two
books or are discussed in greater detail than has been the case with the above
two books.

This book is divided into two main parts, namely Overall Developments
and Industrial Development.

The part on overall developments is divided into three periods, namely
the early independence period in the 1950s; the Soeharto era (often referred
to as the New Order era, 1966-98); and the ensuing two economic crises,
namely the impact of the Asian Financial Crisis of 1997/98 and the Global
Financial Crisis of 2008.

In the section on the early independence period in the 1950s three papers
are presented, including:

—  Economic aspects of decolonization in the early 1950s, which discusses
Indonesia’s efforts at economic decolonization after political independence
was achieved;

—  The Benteng programme in the 1950s which was aimed at countering Dutch
and Chinese economic dominance over the Indonesian economy;

—  the debate on economic policy in newly-independent Indonesia between
Sjafruddin Prawiranegara and Sumitro Djojohadikusumo, who were
two of Indonesia’s most prominent economic policymakers in the early

1950s.

The section on the Soeharto Era contains two papers, namely “The Indonesian
economy during the Socharto Era— Achievements and Failings’ which argues
that during the first two decades the New Order state was a ‘developmental
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state’, which during the third and last decade deteriorated into a ‘predatory
state’ when economic policies were often designed to benefit President
Socharto’s children and their cronies; and ‘The Impact of the Two Oil
Booms of the 1970s and the Post-Oil Boom Shock of the Early 1980s on
the Indonesian Economy’, which discusses the beneficial aspects of the two
oil booms of 1973/74 and 1978/79 on the Indonesian economy, and the
adjustment and deregulation (liberalization) measures which the Indonesian
government had to take in early 1983 to restore macroeconomic stability and
raise non-oil exports in response to the end of the oil boom era in 1982,
when the price of crude oil in the international market steeply declined as a
consequence of the economic recession in the major industrial countries.

The section on the Asian Financial Crisis of 1997/98, the Global
Financial Crisis of 2008, and the prospects for rapid growth contains three
papers, namely Indonesia’s two deep economic crises, the mid-1960s and late
1990s’ which compares the adverse impact of Asian Financial Crisis and the
economic crisis of the mid-1960s on the Indonesian economy; the relatively
mild impact of the Global Financial Crisis on the Indonesian economy; and
a short discussion on the feasibility of Indonesia joining the BRIC (Brazil,
Russia, India and China) group of rapidly-growing economies.

The second part on Industrial Development contains six papers, namely an
overall discussion of Indonesia’s industrial policies and industrial development
since independence, a discussion on the Indonesian government’s policies
affecting Indonesia’s industrial technology development; a discussion of the
four major ‘Channels of International Technology Transfer to Indonesia,
specifically to its manufacturing sector; and three final papers on three of
Indonesia’s most important manufacturing industries, namely the labour-
intensive garment industry’; ‘the resource-intensive wood products industry’;
and ‘the medium-technology auto parts industry’.





