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ABSTRACT 

This study seeks to look into the causes of the downfall of President 

Soeharto of Indonesia. Soeharto's downfall was the result of a combination 

of factors but this paper will argue that the main cause for his downfall was 

the precise form of his New Order government, which was that of an 

authoritarian rule with little opportunities for participation. His authoritarian 

rule ensured that the state was separated from society and when the state 

was no longer answerable to society, the government was able to rule in the 

interests of the elite ignoring the interests of the masses. This was possible 

because the masses are poor, socially backward and politically passive, 

controlled by a strong military. Soeharto used rewards to benefit the few and 

as well as rewards he also used repression to ensure that his rule was not 

challenged. His method of governing the country, that of an authoritarian 

rule, in the short term created a 'strong' state but in the long term it 

weakened the state. 

Ruling the country in an authoritarian manner, as in Soeharto's case, the 

state became vulnerable to Soeharto's personal agenda and when this 

happened the state, because of the elite few, made decisions for the ruling 

elite, which may be beneficial to the state only on a short-term basis. On the 

long-term basis this weakened the state. Soeharto's legitimacy in leading the 

new Order government rested on the argument that it was a developmental 
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regime dedicated to economic achievement for all Indonesians. Therefore, 

Indonesians must be prepared to make sacrifices for the benefit of the 

country. When benefits were given to the elite few and when repression 

occurred, the New Order government argued that it was necessary for the 

benefit of development. Development was often presented to foreigners 

under the cloak of democracy but in reality it was often conducted in a 

repressive and authoritative manner. As long as the regime was 

developmental, most Indonesians were prepared to accept Soeharto's 

legitimacy in ruling the country. However, when a crisis occurred, such as 

that of the 1997 economic crisis, it resulted in a loss of legitimacy for 

Soeharto's rule and caused his eventual downfall. 
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GLOSSARY 

ASEAN 

Bulog 

CIA 

CMNP 
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Dwifungsi 
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(Operational Command for the Restoration of Security 
and Order) 

KOSTRAD Komando Tjadangan Strategis Angkatan Darat (Army 
Strategic Reserve Command) 

MPR Mejelis Permusyawaratan Rakyat (People's Consultative 
Assembly) 

NAM Non-Aligned Movement 

PDI Partai Demokrasi Indonesia (Indonesian Democratic 
Party) 
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PKI IPartai Komunis Indonesia (Indonesian Communist Party) 

PPP Partai Persatuan Pembangunan (United Development 
Party) 

Pribumi Indigenous, of native stock and not of immigrant blood. 

PRRI Pemerintah Revolusioner Republik Indonesia (The 
Revolutionary Government of the Indonesian Republic) 

Tri Ubaya Cakti Three Sacred Efforts (doctrine) 

UN United Nations 

UNIDO United Nations Industrial Development Organisation 

Yayasan Charitable foundation 
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INTRODUCTION 

Commentators had been predicting the eventual demise of the Soeharto 

regime for more than a decade. After having been reelected for the seventh 

presidential term in March 1998, President Soeharto was forced to resign 

on 21 May 1998. How was it possible he was driven from office seventy-

two days after his unanimous reelection as president by the People's 

Consultative Assembly (MPR)? His reelection had in fact demonstrated his 

continuing control of both military and political power, as the MPR 

represents the military and civilian elite of the New Order. Few 

commentators saw the end coming. 

This study will approach the main cause of President Soeharto's downfall 

from the arguments of 'strong' and 'weak' state. My argument is that the 

weaknesses of Indonesia's 'strong' state in dealing with policies, at a critical 

time of the region's economic crisis, were not due to the state's inability to 

cope with strong pressures both domestically and politically. The 

weaknesses of the state were due to the consequences of President 

Soeharto's precise form of government, which was that of a long 

repressive, authoritarian rule. Soeharto's authoritarian rule, which favoured 

the elite, ignored the needs of the masses and repressed those who stood 

in the way of Soeharto's interests, weakened the state system. His 

authoritarian rule did not give the New Order regime any room to 

manoeuvre during a crisis such as that of the 1997 economic crisis. 
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Soeharto's authoritarian rule was clearly demonstrated when the state was 

deliberately kept separated from society. When the state was no longer 

answerable to society, the government was able to rule in favour of the 

elite, ignoring the interests of the masses especially when the masses were 

poor, socially backward and politically passive, controlled by a strong 

military. In advocating an authoritarian method of ruling the country, 

whereby the methods used were those of rewarding the elite and 

repressing his opponents, Soeharto's power also allowed him to sacrifice 

the interests of the state to his own personal interests, which encouraged 

corruption. Corruption in turn weakened the state and in the long run 

undermined its legitimacy. 

The New Order regime had created a 'strong' state on a short-term basis 

but it weakened the state system on a long-term basis. Denials and 

repression, over a long period, also eventually weakened the state as it 

encouraged protests and outbreaks of violent riots. This could be seen 

from the January 1974 riots, the 1988 Lampung incident, the conflict 

between President Soeharto and a faction of the military which led to the 

'Petition of Fifty', various students protests and finally the outbreaks of 

violent riots during the economic crisis of 1997 and 1998. 

Indonesia under President Soekarno in the 1950s and early 1960s faced 

two decades of political and economic instability. The establishment of the 
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New Order in 1966 under President Soeharto brought about an economic 

miracle. It was this economic miracle, under a developmentalist regime, 

that allowed Soeharto to remain in power. For thirty years Soeharto's 

military regime faced no major organised challenge from society, because 

the legitimacy of the New Order regime rested on its developmentalist 

credentials. The regime was forced occasionally to deal with outbreaks of 

urban rioting, but the political dominance of the state was never in question. 

However, when the economic miracle turned into a currency crisis during 

mid-1997, Soeharto's legitimacy, under the New Order's regime, in ruling 

the country became questionable. 

The Asian financial crisis, which began with the collapse of the Thai baht in 

July 1997, quickly spread to Malaysia, the Philippines, South Korea and 

Indonesia (Sikorski, 1998: 365). By early 1998 it was clearly seen that the 

'strong' state of Indonesia was suffering the most and faced difficulty in 

recovering from the crisis. As the value of the Indonesian rupiah against 

the US dollar fell by 85 per cent over six months, businesses went bankrupt 

and several million workers lost their jobs (Sikorski, 1998: 367). The 

government, under Soeharto, appeared incapable of carrying through 

reforms needed to regain international and domestic confidence. It was 

only when the International Monetary Fund (lMF) intervened several times 

that the government began to introduce some measures of reforms. 

However, by then many Indonesians no longer looked to the government 



for solutions but instead perceived the government as being part of the 

problem. 

In this study, the term society refers to 'any form of association of persons 

possessing any degree of common interests' (McLean, 1996: 461). It is 

also a 'range of relationships and organizations which possess a tendency 

to form a political system' (McLean, 1996:461). 

A regime on the other hand refers to a system of government or 

administration (McLean, 1996: 423). 

Elite refers to a group of persons exercising the major share of authority or 

control within the society. 

The term state is defined as an organisation within a society. A state is 

'responsible for the collective organisation of social existence and is funded 

at the public's expense' (Heywood 1997: 84). The state is sovereign in that 

it has absolute and unrestricted power above all other institutions and 

groups in society (Heyward, 1997: 85). The decisions of the state are 

'binding on the members of society because, it is claimed, they are made in 

the public interest or for common good' and supposedly reflects the 

permanent interests of society (Heyward, 1997: 85). It comprises of various 

institutions of government such as the bureaucracy, courts, police, armed 
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forces, schools and public companies. The state is also where individuals 

and groups in a society set the rules and norms to contest with each other. 

'States attempt to develop and impose uniform rules and norms within their 

societies. In this view states generally aim to preserve legitimacy and 

order, in part by raising revenue, resisting internal and external threats, 

coordinating state agencies, and controlling or responding to societal 

pressures' (Dauvergne 1998: 2). 'State authority is backed up by coercion; 

the state must have the capacity to ensure that its laws are obeyed and that 

transgressors are punished' (Heyward, 1997: 85). The state is (also) a 

'territorial association in that it encompasses all those who live within the 

state's border, whether they are citizens or noncitizens' (Heyward, 

1997:85). 

The state can be a 'weak' or a 'strong' state depending on how all levels of 

the state interact with the various social groups (Dauvergne 1998: 2). Ties 

to social forces can be a key source of state strength; but they can also be 

a source of weakness. In this view, state strength is more than just 

'organisational cohesion, coordination, centralisation or financial capacity' 

(Dauvergne 1998: 2). The strength of the state is seen in terms of its 

effective interaction with the various institutions found in each society and 

its response to social demands. The political system, military, bureaucracy, 

economic structure, cultural traditions as well as its position in the regional 

and international systems determine state control over social groups and 
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the extent of the state control they exercise over social forces, can reinforce 

or undermine state strength. 

States that are considered weak can contain areas of strength and will 

therefore be resilient, allowing them to survive despite internal disorder, 

poor services and financial mismanagement. International factors, global 

institutions, the globalisation of capital, international financial institutions, 

bilateral and multilateral aid provide crucial funds for these weak states; 

thus enabling them to survive. A good example of this is Papua New 

Guinea where fifteen per cent of Gross Domestic Product is from 

international aid (Dauvergne, 1998: 3). Members from these weak states 

may allocate goods and services to support allies, which may be inefficient 

and wasteful. It is, however, crucial to maintain the loyalty of key groups in 

the society. In this way the people are maximising gains and minimising 

risks. When the state fails, the people look towards a new leader, rather 

than a new organisational structure (Dauvergne, 1998: 3). 

Just as weak states have hidden strengths, strong states often have 

weaknesses. The source of state strength can be its critical weakness 

(Dauvergne, 1998: 3). A good example was Indonesia where Soeharto 

relied heavily on the system of patronage to appease opponents and 

maintain support. The structure of the state and the way Soeharto 

manipulated the state apparatus contributed to its underlying weakness. 



Indonesia has been considered to be a 'strong' state but the fact that 

Soeharto, in his 32 years of rule, had imposed centralised control and 

eliminated his opponents through repression, strict laws, political 

manoeuvres and economic management has left Indonesia vulnerable 

(Hikam, 1998: 209). Soeharto could not impose the reforms needed to 

keep Indonesia afloat during the Asian economic crisis of 1997 without 

affecting his family, cronies and his personal interests. Thus, the 

centralised, authoritarian, patronage form of rule has weakened the New 

Order State considerably. 

No one can deny that the Indonesian economy under Soeharto's rule had 

expanded since his take over of power from Sukarno in 1966. There was 

less poverty and the mortality rate was lower (Hill, 1994: 139). There was 

also an increase in the numbers of those educated and a great 

improvement in transport and communications (Hill, 1994: 161). Indonesia 

became dynamically enmeshed in global and regional politics and 

commerce. Yet in 1990s Indonesia faced daunting challenges. While the 

record of poverty alleviation generally had been good the official poverty 

line was however a modest one. Economic growth may be rapid but there 

were definitely considerable social inequalities. It was these inequalities 

that led to eruptions of violence and repression and to a certain extent the 

weakening of the state system. 
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The New Order regime implemented a political model, through the building 

of highly cohesive ruling elite groups, whose political ideologies and 

interests were compatible to one another. The elite which consisted of 

civilian and military, the technocrats, and the ruling elite, had the tasks of 

planning, executing, directing and controlling the regime's policies with 

regards to politics and the economy. The cohesiveness of the ruling elite 

made it possible for the New Order State to maintain a sense of coherence 

and unity without worrying too much about internal conflicts among its 

members. 

The New Order regime had also succeeded in creating a set of regulations 

known as paket jima undang-undang (package of five bills) which placed all 

social and political forces under the state's control (Hikam, 1998: 209). 

With the introduction of these political bills, the politics of de-politicization of 

the society, the New Order had systematically distorted the process of 

political development. The politics of de-politicization consists of two 

strategies, the direct and indirect strategies. The first was aimed at the 

rural masses, which made up the bulk of the Indonesian population. In the 

rural areas the activities of the political parties were limited. The underlying 

assumption was to protect the people from political manipulation of 

opposing parties, which could lead to political instability and social 

disturbances. Thus the masses in the rural areas were not given access to 
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political parties. Only the government was allowed to provide political 

education for the grassroots people. 

The second strategy to centralise state control was implemented through 

various institutional mechanisms. Through the state's corporations, it was 

able to exert systematic control and surveillance over the existing interest 

groups in the society through direct intervention. The corporations were 

implemented by the state and they made it impossible for the opposition 

groups to challenge the state. The state adopted a policy of exclusion and 

applied it to interest groups, social and political organisations, suspected of 

attempting to be independent of the state. An example of this could be 

seen in the fate of Megawati Soekarnoputri's Indonesia's Democratic Party 

(Partai Demokrasi Indonesia - PDl). This will be discussed further in the 

study. 

The strategy of inclusion was used to incorporate the existing groups' 

interests in the society along with the state framework. This was done 

through careful selections of its members and if needed, direct intervention 

in their internal affairs. Hence, the state ensured that any opposition or 

challenges to state power could be controlled by the state. A good example 

of this was the coopting of the Association of Indonesian Muslim 

Intellectuals (lCMI). By inserting lCMl in the state framework and coopting 

its potential leaders, the state succeeded in deflecting potential criticism 
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from some Islamic groups in regard to the New Order's Islamic policy when 

it was implemented (Schwarz, 1994: 177-183). 

The New Order's politics of de-politicization brought about devastating 

effects on the process of democracy in Indonesia. For the first time in post-

colonial era, a majority of the Indonesian population had been 

systematically deprived of their basic right to participate in politics (Hikam, 

1998: 211). By creating a gap between the authoritarian state and the de-

politicised society the New Order regime undermined the legitimacy of the 

institutions of the state, for example, political manipulations during elections 

were in contradiction to the spirit of democracy for it betrayed the idea of 

people sovereignty and citizenship. The regime had deliberately kept the 

civil society underdeveloped and incapable of counter balancing the state 

power, regardless of economic development and social changes, for its own 

benefits. By setting stringent curbs on political activities, it became almost 

impossible for any dissatisfied group to pose a challenge to Soeharto. As 

the state became unaccountable to the people, corruption flourished which 

further eroded the legitimacy of the New Order regime. Often this led to 

internal conflicts and disunity. This fragmentation of the Indonesian civil 

society weakened the state. 

The overwhelming state control and the intervention over public life eroded 

the tradition of autonomy, which existed among social groups. The 

10 



decrease in autonomy led to the growth of political apathy and the decline 

of creativity, negative attitudes toward public responsibilities and a sense of 

political despair in the society (Forrester & May, 1998: 132). The state was 

regarded as omnipotent, whose power knew no limit. Suppression and 

denial of human rights often led to revolts and social disorder, which in turn 

can weaken a strong state. This could be seen in the suppression of 

political groups such as Megawati's PDI (Forrester & May, 1998: 134). 

Indonesia's New Order regime was weakened because of political control, 

de-politicization and Soeharto's authoritarian rule, corruption and nepotism, 

which eventually led to his downfall. 

Soeharto's downfall began even before the economic crisis hit Indonesia. 

His failure to appoint a successor and empty promises for early retirement 

led to a lack of confidence, so much so that when the Asian economic crisis 

happened and he was unable to introduce the reforms recommended by 

the IMF, the people demanded his resignation. 
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Methodology and Approach 

The study adopts a historical approach in determining and analysing the 

causes of the downfall of President Soeharto. To do this the study will 

discuss the origin of the New Order, the development of the institutions of 

the New Order State, its economic development, the role of ABRI and the 

role of President Soeharto. In particular the analysis of the New Order will 

focus on the nature of the New Order State and its strengths and 

weaknesses to explain the rapid collapse of the New Order system when 

confronted with the economic crisis in 1997. 

When Soeharto came into power in 1965, he evolved a web of political 

intricacies to strengthen his position. Military support was ensured through 

the manoeuvering of military personnel into key positions and through a 

reward system. The strength of his economic policies was greatly 

dependent on the policy of patronage to maintain internal cohesion. It was 

this reliance on the patronage system that was a major obstacle to reforms. 

This was clearly demonstrated in the Soeharto government's reaction to the 

Asian financial crisis in 1997-98. It became a hindrance to fulfilling the 

lMF's demands for reforms. 

The study will analyse the strength and weaknesses of the New Order State 

through the discussion of Indonesia's political and economic situation, from 
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mid-1960s up to the developing political and economic crisis of 1997. The 

unique political character of Indonesia can be seen in the way the New 

Order State was formulated. The New Order State, while it exhibited many 

of the characteristics of a strong state, in actuality exhibited some 

characteristics associated 'with weak states, including the "Politics of 

Survival" (Crouch, 1998: 108). It contained areas of strength 'that allowed 

them to survive despite inefficient and ineffective services, and internal 

disorder and random violence' (Dauvergne, 1998: 3). 

There is always the element of danger for a leader if he relies too heavily on 

single institutions, such as the army, which might eventually turn against 

him, as in Soeharto's case (Crouch, 1998: 108). When it came, the crisis 

was sudden. Indonesian Parliament Speaker, Harmoko, announced on 

national television that the Parliament, a body filled with Soeharto's political 

cronies and supporters from the army, had lost confidence in his rule. 

Members of the parliament gave the President a deadline to resign by 

Friday 22 May 1998. However, it was only when General Wiranto, 

Commander of the Armed Forces and Minister of Defense, met Soeharto 

on Wednesday and gave him the bad news that it was time for him to step 

down that Soeharto accepted the inevitable (Kingsbury, 1998: 251-252). 

He realised that he had lost the support of the armed forces and the 

legitimacy of his New Order rule. 
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CHAPTER ONE 

POLITICS 

1.1 The New Order Seizes Power 

To understand Soeharto's politics and his personal agenda, it is necessary 

to trace the events of 1965 when Soeharto took over power from Soekarno. 

Indonesia's history prior to the Soeharto's arrival can be broken into two 

periods namely that of the parliamentary democracy period from 1945-59 

and Soekarno's Guided Democracy of 1959-65. Soekarno's parliamentary 

democracy had many flaws. The nation in the 1950s was a young nation 

led by inexperienced politicians. Parliamentary rule was often chaotic and 

not effective at all. One of the most serious problems Indonesia faced in 

the 1950s was that of establishing a sense of national identity. The Outer 

Islands, rich with natural resources, were resentful of Java's political 

domination. The government also failed to eradicate poverty and this 

increased resentment against the central government in Jakarta. It was 

only in 1955 that the government was able to hold its first elections 

(Schwarz, 1994:12). 

In 1958, national unity was dealt a blow when an intra-military dispute 

erupted whereby a group of officers set up a rebel government in West 
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Sumatra (Schwarz, 1994: 13). The aim of the Revolutionary Government of 

the Republic of Indonesia (PRRI), supported by several Islamic Party 

leaders such as Masyumi, was not to break up national unity but rather to 

protest against regional military commanders and the political leadership in 

Jakarta. Convinced that Soekarno was under the influence of the 

Indonesian Communist Party (Partal Komunis Indonesia-PKI), the Central 

Intelligence Agency (CIA) supported PRRI. CIA's plan backfired and 

Soekarno used the exposure of CIA's involvement to rally support in the 

face of foreign aggression. Masyumi was banned in 1960 for his 

involvement in the rebellion. The rebellion in actuality had strengthened the 

Communist Party's position in Indonesia (Schwarz, 1994: 13). 

Parliamentary democracy was abandoned in 1957 and Soekarno 

introduced the policies of Guided Democracy in a modified form (Kingsbury, 

1998: 52). With Guided Democracy came martial law, which strengthened 

the position of the army's central leadership under Major General Abdul 

Harris Nasution. This provided legal grounds for the army's intervention in 

civil affairs and for ABRl's dwifungsi, which had its origins from the 

revolutionary period, of both protecting and helping to run the state 

(Kingsbury, 1998: 52). The move towards Guided Democracy was an 

attempt, on Soekarno's part, at political stability. He believed that mufakat 

or popular sentiment or consensus was the answer to Indonesia's problems 

during the 1960s. However, consensus in this context is not defined by an 
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open airing of differences of opinion but it meant as a 'consensus based on 

anticipation of a required code of conduct' (Kingsbury, 1998: 53). 

Soekamo's economic policies did little to improve Indonesia's economic 

development. During late 1950s and early 1960s the relationship with 

foreign businesses and donors was strained. For Soekarno economics 

took a back seat to his political struggle. He was still imbued with the notion 

of revolutionary grandeur for Indonesia. He tended to be anti-West and 

became more sympathetic towards the PKI in an effort to lessen the 

influence of ABRI. Meanwhile debt and inflation increased at an alarming 

rate and exports of domestic goods suffered. In August 1965, Soekamo's 

health deteriorated and he was not strong enough to keep in check the 

political and social forces in order to strengthen the state system. 

Matters worsened when on 30 September 1965, the PKI allegedly 

attempted to stage a coup in which six senior generals were killed. Forces 

under the command of General Soeharto put down the alleged coup 

attempt. This was followed by a backlash of nationwide hostility to the PKI 

and over the next several months some 300,000 - 400,000 members and 

suspected sympathisers were killed (Kingsbury, 1998: 62). By December 

the PKI had been destroyed as a political force. 
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Soekamo tried desperately to hold on to power over the next few months as 

the economy drifted towards collapse. He tried revolutionary rhetoric 

without much success as the numbers of his supporters dwindled. He 

made a last-ditch attempt to reassert his authority in early 1966 by 

mobilising mass support among the radical groups. However, it failed to 

rally enough support against the militant New Order coalition of student 

action groups, Muslim organisations and middle-class intellectuals opposed 

to the Old Order. His tactics provoked such large-scale street rioting in 

Jakarta that the army under the leadership of Soeharto had to step in and 

Soekarno was forced to flee the capital. Soekarno was then forced to 

transfer executive responsibilities to Soeharto for the restoration of law and 

order in the country. This letter of authority, known as Supersemar, 

became the legal basis for Soeharto's gradual assumption of full executive 

power and the establishment of the New Order regime. 'It is widely 

believed that senior military officers pressured Sukarno into signing the 

letter of 11 March 1966, while Sukarno believed that by signing the letter he 

could buy time in which he could restore his political fortunes' (Kingsbury, 

1998: 64). However, by signing the letter Soekamo had effectively 

transferred power from the president to the general. There was very little 

indication that Soekarno wanted to relinquish his political power. He did 

attempt repeatedly to restore his authority while limiting the rising power of 

Soeharto. 
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1.2 Soeharto Imposes His Rule 

Soeharto moved cautiously to edge Soekarno out of power. Soekarno still 

had a few supporters in many parts of Central and East Java and also 

within the army. Soeharto relied on the meetings of the Peoples' 

Consultative Assembly, Majelis Permusyawaratan Rakyat (MPR), to 

endorse his authority. Soekarno's supporters were removed from key 

positions in the bureaucracy and in the armed forces (Angkatan Bersenjata 

Republik Indonesia - ABRI) and were replaced by Soeharto's men. In 

March 1967 MPR proclaimed Soeharto as the acting president and in 1968 

he was elected as the second president of Indonesia. Soekarno was put 

under house arrest until his death in 1970. Thus, it is worth noting that the 

way Soeharto disposed of Soekarno and took over the power of the state is 

similar to the way he imposed his authoritarian rule in his regime. Those 

who did not conform were not promoted or rewarded but punished. It is 

also worth noting that throughout his reign as president of Indonesia, 

Soeharto was careful not to allow anyone to be in complete control in the 

military. He saw to it that top military personnel were constantly shifted and 

that they were under his patronage. As a result Soeharto constantly faced 

the problem of naming his successor. 

From the late 1960s, the Soeharto regime embarked on an economic 

strategy, which involved dismantling the numerous government regulations 
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of the Soekarno era. The New Order regime placed greater reliance on 

market forces to stimulate trade and production. It was assumed that 

economic growth was non-political and it was for the common good in the 

long term. In the case of Indonesia, the transition from the Soekarno period 

to the New Order was an inevitable movement from chaos to order, from 

ideology to objectivity (Robison, 1990: 33). 'The movement from the Old 

Order to the New Order in 1965 was therefore a logical, necessary and 

indeed, inevitable, retreat from economic ruin' (Robison, 1990: 34). 

Soeharto enlisted the help of a group of 'technocrats' known as the 

Berkeley group, the assistance of lMF and World Bank experts to devise 

the economic policies. By 1968 production was increasing rapidly and 

there was a great fall in the rate of inflation. With foreign aid from the 

United States, Japan and an Inter-Governmental Group on Indonesia 

(IGGI) consortium the new government was able to survive until the 

economy started to pick up momentum in the early 1970s. There was a 

sharp increase in foreign investments with stability. There was also an 

increase in oil production, which yielded higher foreign exchange earnings 

and government revenues. 

The Indonesian political system has changed greatly since the mid-1960s. 

Since the military took over the regime in 1965-66, there was a great 

transformation in the way the government was run and the relationship 

between the state and society. The earliest accounts of the New Order 
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stressed its militaristic aspects. The army, at a very high cost to human 

lives, restored order. Those who were associated or believed to be 

associated with the PKI were purged. The New Order State, with military 

backing, was able to impose state control over the social unrest. At the 

same time there was a great improvement in the economy and the oil boom 

of the 1970s ensured that the government had larger budget revenues. 

There was then the development of an increasingly capitalist and 

consumption-oriented society and the emergence of a substantial urban 

middle class. A strong state then emerged out of what was a seemingly 

weak state. 

Between 1966 and 1974, the politics of Indonesia was characterised by 

political ferment and free expression of ideas (Hill, 1994: 12). There was 

great optimism and rejuvenation of Indonesia's social, cultural and 

educational life. The media, book publishing and the arts flourished. The 

New Order regime was, politically, more concerned with how to gain 

popular support to win the general elections, which Soeharto had promised 

as soon as he took over from Soekarno. A free press was encouraged and 

the small anti-communist groupings of "Sekber Golkar" were loosely joined 

together into a semi-official party representing the New Order (Hill, 1994: 

12). Members of ABRI and the regional bureaucracy were encouraged to 

join it or vote for it. In the election campaign, regional bureaucrats and the 

military applied heavy pressure on rural villagers to vote for Golkar, which 
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won 62 per cent of the vote. The Old Order parties failed miserably in the 

poll and since then faded into political insignificance. Only the Muslim 

parties were able to retain their supporters despite pro-Golkar pressures. 

The outcome of the elections in 1971 set the basic patterns of political life in 

Indonesia. This pattern persisted throughout Soeharto's rule. Golkar was 

the only political party to win votes in every election, thus becoming the 

institutional link with society. Golkar received strong support from civil 

servants, who came under strong pressure to join the party. Apart from the 

support it received from civil servants and members of ABRI, Golkar's 

success was ensured as political parties were banned from organisational 

activities in rural areas except at election time (Hill, 1994: 13). Thus, the 

government was able to reduce them to a state of disunity and weakness, 

reducing their challenge to Golkar at subsequent elections. Golkar became 

the supreme political party in Indonesia. In this way the regime was also 

able to institutionalise the New Order State. It kept the masses separate 

from the regime. 

The regime under the New Order was created in such a way that the 

concentration of power was in the hands of the president. Between 1974 

and 1983, there was a major change in the New Order political system. 

Political parties were reduced to minor roles by coercion and repression in 

order to remove competition for Golkar and opposition to Soeharto's rule. 
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Student activists and Muslim community were alienated. The Muslim 

organisations, in the 1980s, were reduced to minor political parties. 

Freedom of the press was also suppressed. The separation of the state 

from society was more clearly evident in the late 1970s and in the 1980s 

(Hill, 1994: 16). After his re-election for the fourth term, there was a marked 

increase in the personal authority of President Soeharto (Hill, 1994: 17). 

Power became more concentrated at the apex of the political pyramid. The 

political and administrative power of the military was reduced. Soeharto's 

opponents were not given any opportunity to voice their opinions or to 

change the structure or style of governance. In such a situation abuses of 

political power were rampant and the state system became weak. 

The Pancasila, a doctrine of five principles, namely that of Belief in God, 

Indonesian Unity, Humanitarianism, Democracy and Social Justice was first 

advocated by Soekarno in 1945. The Pancasila spelled out his views on 

Indonesian nationhood and even though it was a vague slogan, no other 

ideology was however permitted to dominate Indonesia. From 1975, 

Soeharto advocated the Pancasila ideology as a practical guide for life and 

politics in Indonesia. 'in 1978, the MPR formally determined that the 

Pancasila should be the sole guiding principle for social and political activity 

in Indonesia' (Cribb & Brown, 1995: 136). The Pancasila was deliberately 

kept vague and was often used as a set of admonitions to justify policies 

and repression. It meant different things for various members of the 
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political parties, military, Islamic and the intellectual elites. For Soeharto 

and his New Order government, Pancasila was the ideology of legitimacy. 

It was used to explain the political behaviour of the New Order regime. To 

a certain extent Pancasila did unify the nation in that it discouraged 

inequalities for example in religion, but in the long-term basis the abuses in 

the use of Pancasila ideologies weakened the state. It was often used as 

an excuse for repressive measures for the benefit of the nation's 

development. In order to remove potential opposition, Soeharto in 1984, 

decreed that all social-political organisations including the civilian political 

parties must declare Pancasila as their own ideology. This enabled him to 

suppress organisations and political parties by accusing them of conducting 

anti-pancasila activities. Thus, Pancasila became an ideological 

justification for his authoritarian rule. 

By 1974, there was also evidence of disillusionment among some of 

Soeharto's supporters when there was no sign that the elimination of 

corruption would be a priority. Not only was there no sign for the 

elimination of corruption but corruption became more institutionalised with 

army officers and their business cohorts being the main beneficiaries 

(Schwarz, 1994: 33). The influx of foreign investment and the sudden 

increase in oil revenues provided larger pools of funds for the generals to 

increase the patronage system and to expand to a larger degree the 

practice of corruption. 
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In the late 1980s and mid-1990s, Soeharto no longer needed the support of 

the armed forces as he had already formed a strong base for his political 

and personal agenda. He was by now well versed in the tactics of divide 

and conquer (Schwarz, 1994: 38). In the 1990s, when Soeharto became 

aware of the flagging support of the military, he began to court the support 

of the Muslim community. More mosques were build and he introduced a 

charitable foundation to enable Muslim devotes to go to Mecca. This way 

he was also able to curtail their criticisms of the government. 

By the late 1980s Soeharto had achieved a remarkable degree of personal 

authority including over the armed forces, which initially was his source of 

power during the years of transition and turmoil in 1965 - 1966. Soeharto 

managed to manipulate the system so well that the ABRI leadership was 

unable to impose its wishes on him over various issues relating to the vice-

presidency and the business interests of his family and cronies. When he 

first came into power, he was little more than the most senior of many army 

generals such as Sumitro, Dharsono, Adjie and others. The vocal senior 

officers were quickly manoeuvred into obscurity and deprived of 

opportunities to speak in public. By the 1980s, all potential challengers to 

Soeharto's authority had been sidelined and those brought to the top were 

those who supported his views. 
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The term, which bests characterised one of the key features of the New 

Order Polity, is "patrimonialism" (Crouch, 1979: Hill, 1994: 6). This term 

'highlights the extent to which control over key financial resources, licences 

and essential facilities needed by business enterprises derive from the 

president and his immediate circle of lieutenants at the apex of the power 

structure' (Hill, 1994: 6). Since the oil boom of the 1970s, Soeharto was 

able to dispense or withhold financial patronage and opportunities to 

progress, both financially and politically. The state system was totally under 

his control. Soeharto imposed his authority through manipulations, thus 

creating a unique character to his system of governing Indonesia. It is this 

authoritarian form of governing Indonesia through manipulations and 

patronage that was the major cause for his downfall. 

1.3 Political Frustration 

The New Order system prevailed almost unchallenged until late 1980s. In 

1997, the political situation in Indonesia had worsened. This was partly due 

to the worsening economic crisis that affected Asia and the plunging of the 

rupiah against the US dollar. The political situation worsened when there 

were increased conflicts among community groups, among members of 

ABRI and also between the society and the ABRI. At its worst stage 

conflicts broke out in several places. A number of students and members 

of the community and ABRI had been killed during the riots. 
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The Indonesian student movements had been very vocal in their demands 

for an end to Soeharto's authoritarian rule as well as an end to corruption, 

cronyism and nepotism (Forrester & May, 1998: III). To a certain extent it 

could be maintained that the student movements and their large-scale 

protests had played a significant role in toppling Soeharto from his power. 

They had been urging Soeharto and his government to resign and to name 

his successor. However, even as late as 1998, Soeharto was trying to find 

a compromise to generate some new political consensus to avoid the 

danger of continued political conflicts, which could undermine the legitimacy 

of his rule (Forrester & May, 1998: 112) 

Demands for political reforms, by students and intellectuals, had in fact 

begun from 1989, long before the crisis (Lane, 1991: 16). During the 

period between 1989-1994, there had been a surge of pro-democracy 

movements and this could be seen in the forms of workers' movements, the 

establishment of Human Rights watch-dog groups, the formation of pro-

democracy organizations and the installation of election monitoring groups 

(Hikam, 1998: 207). There was also a stage when there was a 

revitalization of intellectuals who participated actively in movements for 

democratization. If these movements had been left undisturbed, 

democratic and political awareness among the people would almost 

certainly have been strengthened. Unfortunately, the repression of worker 

unions and the banning of the magazines such as Tempo, Detik and Editor 
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in mid-1994 had rendered pro-democracy movements in Indonesia 

vulnerable to the government's counter measures, as keterbukaan or 

'openness' began to be wound back (Forrester & May, 1998: 133). 

The development of the democratic political movements such as the PDl 

was often repressed. 'In mid-1996 a government-sponsored faction of the 

PDI ousted Megawati Sukarnoputri and appointed a more government-

friendly leader' (Kingsbury, 1998: 14). On July 27 1996, members of the 

ABRl arrested some of Megawati's supporters and entered into PDI 

headquarters by force and destroyed the building (Kingsbury, 1998: 14). 

Megawati had already received extensive international coverage when she 

was elected as chairperson of the PDI in late 1993, due to the fact that she 

was the late President Soekarno's daughter, and her forcible removal from 

office in mid-1996 again drew international media (Kingsbury, 1998: 236). 

Megawati became popular partly due to the name of PDI that gave her its 

democratic credentials and partly because she was perceived as the 

political alternative to Soeharto. Her credibility derived too from her role as 

the symbol of her father, Soekarno. However, Megawakti's recent rise to 

power was with the help of some senior ABRI generals who decided to 

back her, not the ordinary people (Kingsbury, 1998: 237). In this case 

Megawati is very much a member of Indonesia's elite and ultimately will 

represent elite interests. 
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With the temporary demise of Megawati, however, the expression of much 

of the frustration felt towards the Soeharto government was transferred to 

Partai Persatuan Pembangunan (PPP) or the United Development Party. 

Megawati's PDI supporters were given permission to vote for PPP in the 

1997 elections. PPP had in fact benefited extensively from Soeharto's 

loosening of the restrictions on public Islamic behaviour, such as the 

wearing of jelbab (Islamic veil or headdress for women) in public. Soeharto 

had also shown his support for PPP by supporting Islam through 

organisations such as the Ikatan Cendekiawan Muslim Indonesia (ICMI). 

He built several mosques. He also made a pilgrimage to Mecca, with his 

wife Ibu Tien, to show his support for Islam (Kingsbury, 1998: 131). By 

becoming a hadja Ibu Tien gained the political support of millions of Muslim 

women. This support was needed to placate growing dissatisfaction with 

the New Order regime. The PPP, as a Muslim organisation, drew its 

support from society. Soeharto co-opted it and incorporated it into the state 

system. PPP's ability to attract and mobilise large numbers of young 

people for demonstrations and their willingness to riot was perceived as 

necessary to support the party. Thus, the state regime attempted to use 

PPP as an instrument of state control over its social base. 

Soeharto's counter balancing of power between ABRI and the Muslim 

group however, caused concern among the small but influential Christian 

elite (Schwarz, 1994:165). The technocrats were also upset because 
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Soeharto's patronage of Habibie's economic policy created a stand-off 

between Habibie and the technocrats. Added to this, Soeharto had 

encouraged an active role for his family in politics. At this stage the New 

Order regime looked more like a complex political state. Soeharto, being 

an experienced manipulator, managed to keep all parties happy by 

rewarding them. However, while he was rewarding the elite few the 

masses were repressed and as time went on, the fragility of the state was 

further tested. The interests of the masses were not catered for as 

demands for greater democracy were ignored. 

The government in using violent actions in order to silence pro-democracy 

activists only heightened the suppressed hatred of the members of the 

movements and the intellectuals. University students often protested in the 

form of demonstrations in response to the government's continual 

repression and abuse of authority. The government was seen as incapable 

of mitigating the crisis, which had a negative impact on the life of the 

people. The demands of the students were those of fundamental political 

reforms. 

Reforms, however, would have been difficult to implement, even if the New 

Order regime wanted to, because its politics was so full of political 

manipulations. By the end of 1980s, two features of the New Order political 

system were evident. One was the predominance of Soeharto's 
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authoritarian and personal control of the regime and the other was 'the 

extent to which the regime had become a self-perpetuating patronage 

system from top to bottom,' rewarding those who conformed and penalising 

those who opposed (Hill, 1994: 45). This system of patronage and 

corruption weakened the New Order regime over a long period. It was 

difficult for any reformist movement to introduce democratic reforms as so 

many people had vested interests in the maintenance of the patronage 

system. 

Soeharto's political policies were in such contradiction to the spirit of 

democratic constitutionalism that it became difficult to reform at the critical 

time. When the IMF demanded that their reform agenda be fulfilled before 

any financial bail—out could be given to Indonesia, Soeharto could not fulfil 

these demands. The patronage system that he created was so full of 

corruption that it became almost impossible to change; unless he was 

prepared for his cronies and children to lose all that they had obtained 

under his regime. Reforms were difficult too unless Soeharto was prepared 

to resign. 

In contrast to the 1950s and 1960s, there were no opposition parties with 

political resources sufficient to mount a challenge to the government under 

the New Order regime (ILiddle, 1996: 24). Soeharto saw to it that 

oppositions and challenges to the state power were put under the state's 
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control. State control and constant supervision of public life had eroded any 

form of autonomy that the various groups in society had ever had. In the 

absence of autonomy, lack of public responsibility and trust in the society, 

practices against human rights were rampant. It also encouraged de-

politicization. The DPR, which should have represented the people, instead 

became the Dewan Perwakilan Rezim, representing the regime. The 

Indonesian Supreme Court also failed to prove its independence from 

corruption and its ability to function as a bastion of justice. It seemed to be 

riddled with corruption because it had made several rulings in favour of the 

government. This can be seen in many controversial cases such as the 

Kedung Ombo, Tempo and Ohee cases (Hikam, 1998: 212). Accusations 

of collusion eroded the public's trust in the Supreme Court as well as 

debilitated the institutions of the state in the regime. 

1.4 Challenges to the New Order's Regime 

The strong-state model that was advocated by the New Order regime was 

in actuality weak because of its inherent internal contradictions, which 

jeopardised its own survival. The ruling elite of the New Order regime had 

allowed the accumulation and centralisation of political power to be in the 

hands of Soeharto. It had led to ultimate power being in the hands of one 

person. Although this was effective for the medium term, it caused 

factionalism among the fragile elite, as each member fought for favours. 
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Eventually the cohesion of the elite, which was the main source of strength 

in the system, was eroded and this accelerated into a crisis situation. This 

could be seen in the power struggle between General Wiranto and General 

Prabowo Subianto, Soeharto's son-in-law, between the technocratic 

factions and among members of Golkar's executive body. The role and the 

power struggle of ABRI in the New Order regime will be discussed in detail 

in Chapter 2. 

The personalization of power encouraged cliques and conspiracies. It 

became difficult to keep elite members united because of favouritism and 

nepotism. In times of crisis, such as the one in 1997, it exposed the 

conspiratorial politics of the elite. The regime was then put into a 

vulnerable position. It eliminated the possibility of having an effective 

control mechanism for its sustainability. Splits in the ruling political elite, 

therefore played a crucial role in the fall of Soeharto as there was no 

cohesive support for the continuance of his rule. 

Indonesia's political problems came to a head over issues of corruption, 

which involved Soeharto's family and his cronies. The unequal distribution 

of income caused resentment. The wealth of Soeharto's family and his 

cronies was in appalling contrast to that of the millions of Indonesia's poor. 

Many of the state projects were granted to his children or his cronies or 

both, denying the pribumi businessmen access to monopolies. 
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There was also no counterbalancing of power in the state as the weakened 

political parties, social groups and organisations were unable to introduce 

measures to avoid abuse or excessive measures by the government, as 

they themselves were corrupted. It was this rampant corruption as well as 

the collusive practices in every aspect of social, economic and political life 

that ultimately destroyed the state's ability to anticipate and resolve both 

internal and external crises. The authoritarian regime did not only destroy 

the capacity of the political system to respond to any crisis, but had also 

destroyed the integrity of the economic system such as Indonesia's banking 

system. Hence, the disunited ruling elite was not able to respond quickly to 

the economic crisis of 1997. Instead it resorted to repressive measures that 

ended with the use of force. Many students and critics of the government 

were killed or kidnapped and it was possible that this could be the work of 

the special elite military forces like Kopassus, Kostrad or Brimob. It could 

also be possible that General Prabowo, the commander of Kostrad, secretly 

ordered elite troops to kill or kidnap government critics in order to 

demonstrate to Soeharto that General Wiranto was not capable of 

containing the student protests (Forrester & May, 1998: 177-178). 

The middle class opposition to the New Order regime had also been on the 

rise since the eighties. Resistance could be seen in the form of the 

invention of words, jokes and rumours. Some of these were overt while 

others were challenges against the regime, but more often they were 
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against Soeharto and his family. Challenges to the state were often in the 

from of 'student demonstrations, workers' strikes, the creation of alternative 

political parties and labour unions, and rejections to participation in the 

state's sanctioned political activities' (Hikam, 1998: 215). 

The inherent flaws of the New Order political and economic structures 

meant that everything came to depend on the capacity of Soeharto to 

personally hold everything together. After years of avoiding the 

international limelight he began to take command of a more active foreign 

policy in the 1960s. He was one of those who encouraged the creation of 

ASEAN. His authoritarian rule was justified so that the New Order regime 

would be recognised internationally as a developmentalist regime. His 

appeasement of the Muslim community in building mosques and making a 

pilgrimage to Mecca with his wife were moves that betrayed a keen sense 

of political timing and awareness that political repression must be 

counteracted with rewards and appeasement. By the end of 1980s 

Soeharto faced more challenges to his rule when he decided to stay on for 

another term for his critics became more vocal. They wanted him to name 

his successor. In cabinet meetings he would lash out and threatened to 

depose those who opposed him (Vatikiotis, 1993: 191). 

Soeharto's view of the country he ruled was probably taken at two distinct 

focal points. 'The most distinct is that of the nation, which under his policies 
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and guided by ministers he appointed, seemed to be on course' (Vatikiotis, 

1993: 192). This meant that the New Order's political course was in line 

with Soeharto's political agenda. Soeharto did not see the need for far-

reaching political changes because of his strong belief that people could be 

manipulated. For instance, he scrutinized the list of candidates for the new 

Parliament to be elected in June 1992. Several of the prominent military 

MPs, fraction's chair and chair of the Parliament itself were dropped or not 

renominated (Liddle, 1996: 170). In this way, he made sure that the more 

vocal members of his parliament were not re-appointed. Consequently no 

one brought him bad news and those who had business interests and 

connections with Soeharto and his family obviously did not want to rock the 

boat. At this stage, as far as Soeharto was concerned the political system 

embraced by the New Order regime worked. 

Members of the Soeharto's family, who were fully aware of the growing 

resentment to their sizeable business empires, were obviously not 

enthusiastic on his early retirement. Resentment escalated during the 

economic crisis of 1997, as it became clear that business interests linked to 

the Soeharto family and their cronies were spared the worst of the IMF 

package adjustment (Forrester & May, 1998: 134). Soeharto himself 

seemed to be blind to the excessiveness of the business activities of his 

family. He was confident that his patronage system worked but the 

patronage system ignored the majority of his population. Many of them 
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were living on the subsistence line or even below. When the economic 

situation worsened in 1997, these hungry masses went on a rampage. 

Soeharto could no longer ignore the call for his resignation as he saw his 

country in chaos. 

Each time there were demands for more democracy, Soeharto, despite his 

power, was obliged to respond. The response, however, was not sufficient 

to meet the growing demands for democratic openness. 'in his 1990 

national address, he called on people not to be afraid to express different 

views' (Vatikiotis, 1991: 195). Dissident groups responded by organising 

forums or talks for democracy. A petition was organised by a group of fifty 

prominent Indonesians made up of lawyers, former politicians, intellectuals, 

retired generals and students. This petition was known as Petisi Limapuluh 

(Petition of Fifty). This was the first major public statement of concern 

about corruption in the Soeharto regime. It was also the first indication that 

there was a public rift with the New Order government and a growing 

disquiet about the country's political direction. However, when DPR invited 

the dissident 'Petition of Fifty' group to the parliament in June 1991, 

Soeharto was said to be angered (Vatikiotis, 1993:195). It seemed that he 

had not expected to be interpreted so literally. In the 1992 elections he 

emphatically ruled out any changes to the New Order's political system. 
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Although the period between 1991-1994 saw the press become bolder and 

less subject to sanction and the opposition spoke more freely, the old 

patterns of patronage persisted, and Soeharto showed no signs of stepping 

down. Many thought that because of his age, the death of his wife, his 

family's commercial avarice, that he might step down or be forced out in 

1993 (Hill, 1994: 46). Soeharto's dilemma was how to bring about change 

without inviting chaos. The mechanism of succession and the question of 

how much political role should be granted to the wider section of the society 

remained unanswered. By late 1991, Soeharto's ability to absorb and to 

co-opt those who opposed him seemed to be failing. Urban riots and 

demonstrations occurred more often and it reached intensity in 1997. As the 

elections approached and there were no signs of Soeharto stepping down, 

the political elite and the military tried to persuade him to appoint a vice-

president acceptable to both. The military preferred a vice-president from 

its ranks. Soeharto, however, hesitated in choosing a candidate from the 

military. Perhaps he was afraid that what he had done to Soekarno could 

happen to him, if more power was in the hands of the military. He was fully 

aware that there were those in the military who opposed his rule. 

The New Order system was authoritarian. This authoritarian rule was 

flawed in that it depended upon the armed forces to enforce its rule, but in 

the final years ABRI became disenchanted with the Soeharto regime. 

37 



ABRI's role in the critical transition period of 1997-1998 is revealing of the 

structural problems of the regime. 



CHAPTER TWO 

THE INDONESIAN ARMED FORCES 

2.1 Angkatan Bersenjata Republik Indonesia (ABRI) 

The structure of the New Order State relied on the support of the armed 

forces. In order to explain this further, it is necessary to look at how ABRI 

entered the arena of the Indonesian politics. The Indonesian army was 

established amidst a political struggle for independence. Consequently, its 

members had always regarded their mission in political terms. As early as 

1947, General Sudirman had begun setting up a 'parallel system of 

government, so that each civilian official, from provincial governors down to 

district supervisors, would be matched with a corresponding figure from the 

military' (Schwarz, 1994: 15). Although the two systems were parallel in 

structure, ABRI wielded more power. ABRI was not happy when the Old 

Order regime was under the rule of parliamentary democracy because a 

civilian held the Defence Ministry portfolio. Military leaders often felt 

themselves victimised by civilian politicking. Thus, in the 1955 general 

elections, ABRI began to exert more pressure on Soekarno to force 

changes in the system. In March 1957, the army successfully persuaded 

the president to impose martial law to counter threats to national unity 

(Bourchier & Legge, 1994:41). Thus from as early as 1947, ABRI was able 
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to exert pressure on President Soekarno to counter threats which 

weakened the state. In 1964 and early 1965, when Soekarno's politics 

were perceived by ABRI as pro-communist, the army under General 

Soeharto managed to put down street riots and took over the regime with 

Soeharto elected as the second president. Perhaps from experience and 

the fear that ABRI could wrest power from him that Soeharto was careful 

not to allow ABRI to become too powerful. 

Soeharto was able to control ABRI by means of manoeuvring and dividing 

among members of ABRI. He encouraged ABRI's participation in business 

and this caused division among its members. In the 1940s, the military's 

business activities were a means of obtaining the necessary funds to 

support the armed struggle for independence from the Dutch as well as to 

suppress regional rebellions. From 1957, ABRI's business activities 

expanded into its own business network, which undermined the spirit and 

professionalism of the armed forces. Some of these business activities 

involved members of the president's family and his cronies. Their interests 

had to be protected and at times they went against national interests. Many 

of the generals were also involved in private army businesses and income 

received from the profits of these businesses often supplement the meagre 

wages from the government. The generals involved in these businesses 

were corrupted and thus this often caused a division among the army 

personnel between the haves and the have-not. 
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The army had played a major role in restoring peace during the 1960s and 

as a result ABRI always felt that it deserved a larger role in the running of 

government, but over the years there was clear division within the armed 

forces from as far back as 1974. Initially Soeharto, to secure his position 

in the regime, allowed the army to demand and secure representation in the 

cabinet, civil service and the parliament. One of Soeharto's first moves was 

to emphasize the army's dwifungsi or dual function. Through MPR laws 

and government regulations and military doctrines (for instance, Tli Ubaya 

Cakti'), the New Order regime established and formally institutionalised 

ABRI's dual function (Forrester, 1999: 50). Over the years however, the 

army used dwifungsi to suit its purposes, which often ran contrary to the 

ideals of a strong state. 

Critics within the armed forces deplored the favouritism and corruption that 

existed between the 'financial generals', ethnic Chinese businessmen and 

Soeharto. Soeharto's top two assistants, Ali Murtopo and Sudjono 

Humardhani, were considered the leaders of the 'financial generals' 

(Schwarz, 1994: 33). The influx of foreign investment and the oil boom 

allowed the 'financial generals' access to larger pools of funds to practise 

corruption and patrimonialism. Humardhani was responsible for luring 

Japanese investment into Indonesia. The beginning of a split between 

Soeharto and many of his earlier supporters in ABRI was already evident by 

1973. Many loyal members of ABRI were against corruption, patronage 
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and the benefits received from Indonesia's Chinese minority, which had 

been undermining ABRI's fundamental rules and policies. The 

government's failure to eliminate corruption generally as well as corruption 

among some of ABRI's generals and a small group of Chinese business 

people caused the anti-Chinese riots in Bandung in 1973. A striking feature 

of the riots was the lateness of the army in responding (Schwarz, 1994: 34). 

The delay indicated the soldiers' sympathy for the strikers of the anti-

Chinese riots, which emphasised the split in ABRI. 

Resentment against corruption among some of ABRI's generals triggered 

the Malari riots of 1974. The Malari riots were ostensibly against the 

Japanese Prime Minister Kakuei Tanaka and excessive foreign ownership, 

at the expense of indigenous businesses, and indirectly against corrupt 

senior officials (Kingsbury, 1998: 104). It was also a result of a power 

struggle among ABRI's top ranking officials. General Sumitro believed that 

Soeharto should step down from the presidency and it was assumed that 

Sumitro envisaged himself in that role (Kingsbury, 1998: 104). Muslims 

were also concerned about the proposed uniform marriage and divorce 

laws. Sumitro, as head of Kopkamtib, refrained from taking any action 

against the student protesters when Tanaka visited Indonesia. He was 

believed by many to have encouraged them. The protest, while ostensibly 

against Tanaka, was also against the corrupt generals in the military 

including Soeharto. Sumitro was sacked as head of Komkamtib and forced 
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to resign as deputy of the army (Crouch, 1988: 304-17). He was offered the 

position of ambassador to Washington but he turned it down and went into 

private business. Thus the Malari riots marked the end of the last direct 

challenge by other generals for authority within the new government' 

(Kingsbury, 1998: 105). 

Dissatisfaction against Soeharto's New Order regime can be seen among 

members of the armed forces from as early as 1979-1980. Division 

between the government and the military leadership was the crucial 

condition for keterbukaan or openness. Soeharto, confident of his regime, 

encouraged open debates. However, when critics became vocal this form 

of democracy was retracted. A group of retired officers known as the Group 

of Fifty launched a series of complaints against the way the army was used 

as Golkar's political fixer and demanded for a more democratic political 

reform (Bourchier & Legge, 1994: 121). Soeharto had the challenge 

suppressed. Signatories were threatened, intimidated and assaulted. Their 

offices and homes were raided and they were placed under close 

surveillance (Kingsbury, 1998: 110). 

ABRl's excesses and repressive methods in its dealings with those who 

opposed the New Order regime weakened the state in that the people no 

longer trusted ABRI as the upholder of the law. ABRI's excesses first came 

to international attention with the annexation of East Timor. In 1975, 
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Indonesia invaded the then Portuguese colony of East Timor and 

incorporated it as its twenty-seventh province. Brutal repression often met 

with armed rebellion and resistance to Indonesian rule remained strong 

(Schwarz, 1994: 195). The subjugation of East Timor's independence 

movement cost both sides heavily. East Timor paid a terrible price in lives 

and Indonesia's reputation and international credibility was at its lowest. 

International human rights movements condemned Indonesia. In hindsight, 

Indonesia's annexation of East Timor was disastrous because the job the 

army said could be done in two weeks was still not completed. To date (at 

the time of writing this thesis), East Timor is still in turmoil as some East 

Timorese prefer independence, others would like autonomous rule and yet 

others preferred to be under the Indonesian government. Meanwhile 

members of the army had killed many of the protesters and many others 

were reported missing. 

The architects of Soeharto's New Order government, with the army at its 

helm, believed that a strong state should be insulated from the interests of 

any social group and capable of suppressing antagonisms. In East Timor's 

case however, it raises sensitive questions about the army's powerful status 

in the regime. In East Timor, the army tried to crush all manifestations of 

political opposition. The military intelligence services ruling East Timor 

since 1976 were not accountable to the law or to the political apparatus in 

Jakarta (Schwarz, 1994: 197). 
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The military's unaccountability to the law or to Jakarta's political apparatus 

was further seen in the event of 12 November 1991, where a memorial 

mass was held at the Moteal church for the a nti-i nteg ration youth slain two 

weeks earlier. After the mass about 2500 Timorese set off in a procession 

to the Santa Cruz cemetery (Schwarz, 1994: 212). Along the route a scuffle 

broke out between demonstrators and the soldiers lining the procession 

route. The army claimed that they were provoked while the demonstrators 

claimed that the attack was unprovoked. The result was many were killed 

as the soldiers opened fire on the crowd. Others were beaten. An 

eyewitness, Monsignor Carlos Ximenes Belo said that the faces of many of 

the wounded had been badly beaten. There was an international outcry as 

among the dead was a New Zealand student, two Americans were beaten 

and an English cameraman was arrested and later released (Schwarz, 

1994: 212). In contradiction to the Indonesian account, videotape of the 

procession filmed by the English cameraman was smuggled out of 

Indonesia and broadcast overseas. International aid programs to Indonesia 

were suspended. The military responded with defiance and in Jakarta 

Commander Try Sutrisno defended the army's actions. 

However, vehement international protests forced the Indonesian 

government to form a National Investigating Commission of Inquiry. The 

team consisted of Major General Djaelani; a semi retired Supreme Court 

judge and six other government officials. Requests to include international 
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monitors or representatives from Indonesian non-government organisations 

were rejected (Schwarz, 1994: 212). 

Military prestige was dealt a serious blow because of the Diii massacre. 

The investigating Commission's report and the subsequent military court 

martial expounded an incompetent and divided army. The army's 

competency became questionable. On the part of the Indonesian elite 

questions were aimed directly at the legitimacy of the army's political role in 

Indonesia. On Soeharto's part, a master at manipulation, he emerged with 

his military support strengthened. It was an opportunity for him to weaken 

his opponents as he removed from active duty Panjaitan and Warouw, two 

proteges of Defence Minister Benny Murdani (Schwarz, 1994: 217). 

Murdani was considered the most important cabinet rival to Soeharto prior 

to Murdani's removal from the cabinet in 1988. The Dili incident only 

emphasised Soeharto's expertise at manoeuvring people and situations to 

his advantage. 

For Indonesian diplomats the issue of East Timor had always been an 

embarrassment. In September 1992, Soeharto was host-chairman of the 

tenth summit meeting of 108-nation Non-Aligned Movement (NAM). For 

Soeharto hosting the NAM summit boosted his standing both at home and 

internationally. Representing the views of the developing countries, he 

called on industrialised nations to give developing countries a greater say in 
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the UN and other international agencies. 'He rejected Western pressure 

for more democratisation and greater respect for human rights in poor 

countries, saying that economic development must remain the top priority' 

(Schwarz, 1994: 195). Halfway through his speech, Soeharto was 

reminded that pressures for democracy and respect for human rights 

cannot be set aside as a group of protesters unfurled a two-meter banner 

with the legend: "Free East Timor.' East Timor remains a painful, 

embarrassing issue for Indonesia and Soeharto. 

By the 1990s, the army had used dwifungsi to push its way into every 

aspect of the society, politics and economy of the country. However, its 

power and role in society was always subordinate to that of the increasingly 

centralised political power of Soeharto. Since the formation of dwifungsi, 

ABRI was not able to neutralise Soeharto's patronage system as several 

members of ABRI were themselves benefactors of the system. Over time, 

Soeharto refined the system of patronage so that all power was in his 

hands. This was evidently clear at how fast Prabowo rose to the rank of 

General and was put in charge of Kostrad. This way Soeharto was able to 

gain control of ABRI in the family's interests. 

As late as 1996 and early 1997 there were two groups within the army: 

those who were pro-Soeharto and those who opposed him. Some senior 

officers were seen to be developing their power bases, and to counter this, 
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Soeharto had many officers shifted around (Kingsbury, 1998: 124). Even 

among the pro-Soeharto faction there were divisions as could be seen 

between Wiranto and Prabowo. Prabowo was building his power base on 

the fact that he is Soeharto's son-in-law, while Wiranto was dependent on 

Soeharto's patronage. 

By the mid 1990s, there were however, no signs that ABRI was totally 

against Soeharto's rule and in fact it was not only a part of Soeharto's 

repressive policy but also its main instrument. This subordination meant 

that ABRI could no longer play the role of guardian of the nation, instead it 

had allowed Soeharto to control and maintain his position. Dwifungsi 

however, allowed ABRI to interfere at all levels of political and government 

affairs. The 'message of dwifungsi was that the military's role in politics was 

to become permanent' (Schwarz, 1994: 30). Demands and corruption were 

done under the guise of dwifungsi and over the years the regime lost 

control over the excesses of the army. Political interference was often 

conducted through repressive rather than persuasive means. This is clearly 

evident in the events of May 1998 and afterwards that led to several 

outcries, both domestically and internationally, against the atrocities of 

ABRI in putting down the riots in Indonesia. Thus, the loss of trust in ABRI 

as the upholder of the law undermined the strength of the New Order 

regime. 
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2.2 Coping with a Fragile State 

The 1992 general election saw a greater demand for democracy. Large 

numbers of young first-time voters indicated their desire for a more political 

system by abstaining from the polls (Vatikiotis, 1993: 206). The campaign 

also saw issues of nepotism, corruption and the stifling of political 

expressions being raised. While no one quibbled over the fact that per 

capita income had increased from US$70 to US$600 from 1988-1993; 

many however questioned Soeharto's style of rule where there was a lack 

of openness. Many also felt that corruption held the country back from 

even better economic performance (Vatikiotis, 1993: 207). As the New 

Order progressed so did Soeharto's system of patronage. Revenues 

collected from close associates in sectors such as oil, communication and 

agro-business were filtered into non-profit foundations. This in turn helped 

Soeharto expand the distribution of patronage to potential critics of his rule. 

Soeharto had always been careful not to make enemies unnecessarily. He 

defused dissent among ABRI members by giving troublesome officers 

ambassadorial posts or setting them up in business (Schwarz, 1994: 41). 

Many retired officers were also rewarded. Soeharto's patronage system 

however, deepened the weaknesses of the New Order State, in that in 

times of crisis it limited his room for manoeuvering. 
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Those who were content with the political situation or who received rewards 

were nevertheless uncertain as to their future and the future of Indonesia as 

there could never be a certainty in a patronage system. The central 

question was who would succeed Soeharto. As with any authoritarian 

state, the question of succession was always a difficult and a destabilising 

issue in the New Order State. In early 1990s, ABRI favoured Try Sutrisno 

but Soeharto was wary of his links with the army, especially to Defence 

Minister Benny Murdani. The Murdani group had groomed Try for higher 

office. The military needed somebody who was not only loyal to Soeharto 

but the army as well. Try fitted this requirement even though his political 

prospect was not the brightest. He was a simple man who had not 

attempted to build his personal or political base. Soeharto was displeased 

but he could not tamper with the consensus decision of the MPR. ABRI 

was afraid that Soeharto would select Professor B.J. Habibie. Habibie was 

a 57 year-old German trained engineer whose development plans appealed 

to Soeharto but he was regarded with suspicion in military circles. There 

was a general belief that his procurement plans were tailored to the needs 

of his hi-tech industries rather to ABRI's military needs. ABRl's suspicion 

turned to dislike when Habibie was appointed head of the lCMl in 

December 1990. ABRI considered Habibie's appointment as a violation 

because it allowed him to build up personal power bases, which could be a 

threat against ABRI. Try on the other hand was no threat as ABRI felt that 

he could be managed (Schwarz, 1994: 217). 
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ABRI's triumph in the MPR was, however, short-lived. Soeharto was in no 

hurry to groom anyone. He did not want his independence from ABRI to be 

eroded as well. So he made several changes as a move to undermine 

Murdanis's influence. General Edi Sudrajat, who was a Murdani protégé, 

was promoted out of ABRI's command position to be Defence Minister. 

General Feisal Tanjung, who was sympathetic to Habibie, was then placed 

in Sudrajat's position. Of the eight key positions reshuffled in mid-1992, 

Soeharto's protégés took four of the incoming key positions. Following the 

military reshuffle, Soeharto reduced the number of ABRI representatives in 

his cabinet. The number of senior officers was reduced from eleven to nine 

in the March 1992 cabinet reshuffle. The move incurred dissatisfaction 

among members of ABRI. While lCMl activists and civilian politicians were 

happy with the move, 'businessmen and foreign investors worried about the 

implications for economic continuity' (Vatikiotis, 1993: 209). The Berkeley 

group was almost gone and was replaced instead with Habibie's nominees. 

The business sector was uneasy having to deal with several new people. 

His choice of cabinet ministers in 1992 was another balancing of the 

political forces. While Try's accession to the vice-presidency appeased 

ABRI, the more Muslim, less military cabinet favoured the civilian, Muslim 

population. It was also necessary for Soeharto to draw on younger blood, 

because at 72 he was becoming conscious of his age. 
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Two political protagonists emerged during the sixth term of Soeharto's rule. 

It is evident that they were contenders for the post-Soeharto era, with ABRI 

on one hand and the civilian political elements around Habibie on the other 

hand. 'Many saw the prospect of intensified civilian pressure on ABRI to 

relinquish its power (Vatikiotis, 1993: 210). ABRI's role in politics was 

being challenged. While no one can deny that ABRI had played an 

effective role in politics initially in 1965, it was however time for ABRI to 

relinquish its political role, to pave the way for a more democratic regime. 

The military's involvement in all aspect of Indonesian politics could be seen 

in every general election and general session of the MPR. ABRI's lack of 

neutrality in politics was shown in the 1997 general election when the 'then 

army chief of staff, General Hartono stated publicly that ABRI officers were 

Golkar (government party) cadres. This kind of statement was not only 

politically influential but, most importantly, terrorised people into not daring 

to choose a political party other than Golkar in the election' (Forrester, 

1999: 51). 

2.3 The Military Divided 

Hierarchy in any armed forces should be based on merit. Equal 

opportunities should be provided to members of the military to attain high-

ranking positions. However, in the case of ABRI, Soeharto's intervention in 

52 



its affairs had fragmented its upper ranks. Soeharto only rewarded those 

who were loyal to his power. Consequently, politically ambitious military 

officers were promoted based on their good relationship with the president 

and or members of his family. 

From as early as the 1970s, Soeharto began to employ financial patronage 

extensively as a means of ensuring loyalty. This caused division among 

those who were excluded from his patronage or who opposed it because it 

compromised ABRI's professionalism and those who benefited financially. 

Many who opposed Soeharto believed that he was acquiring too much 

personal authority and that the government he was evolving was not an 

ABRl or New Order government but a Soeharto government (Kingsbury, 

1998: 103). 

Soeharto continued to undermine the ethics of the armed forces by 

promoting those members who did not have any prospect of promotion into 

civilian posts. In return they remained loyal to him. These promotions were 

proportionally divided between the army, air force, navy and police. Armed 

forces personnel who were placed into these lucrative civilian posts 

resorted to rampant corruption. Thus the ideals of the armed forces were 

set aside for the benefit of Soeharto's continued maintenance of power. 
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In 1993, there was evidence that some members of ABRI were resentful of 

Soeharto's rule. This is evident in two areas. The first was the banning of 

the state lottery by militant Muslims encouraged by ABRI. Soeharto was 

overseas at that time and therefore incapable of reacting to it. The ban was 

a personal snub to Soeharto as proceeds from the lottery benefited the 

family-controlled yayasan (charitable foundation). The December 1993 

support, by some senior ABRI officers, for the appointment of Megawati as 

leader of PDI was also an insult to Soeharto (Kingsbury, 1998: 237). This 

was a symbolic defiance of his leadership. However, during the Democratic 

Party's congress in January 1993, the government brought its full influence 

on Suryadi, the then Democratic Party's president. Lieutenant General 

Hartas warned his audience that ABRI would not tolerate anything that 

could endanger the development of the nation (Schwarz, 1994: 266). 

Factions within ABRI depended on whether they were pro- or anti-Soeharto. 

Anti-Soeharto generals were often shifted around to discourage them from 

building a strong personal base among regional troops. Younger officers 

were trying to form their own factions in preparation for the post-Soeharto 

period. Thus, Soeharto's reign had been committed to out-manoeuvring 

oppositions and creating support bases in ABRI in order to maintain his 

position and authority. Soeharto could no longer rely on the majority of 

ABRI to support him. Without the support of ABRI, the Soeharto regime 

was in a weaker position, as the ABRI members constituted the majority of 
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Golkar. He needed ABRI to maintain the status quo and to ensure peace 

and order against those that protested against his rule. 

2.3 Social Factors 

Indonesia is a country with great ethnic and religious diversity. The New 

Order regime may have been strong in that it could prevent the emergence 

of organised opposition but it could not exercise total control over its 

society. One of the biggest challenges it faced was maintaining religious 

and ethnic harmony. The Javanese are the largest ethnic group making up 

about 45 percent of the population and the smallest being the Chinese 

making up to about 3 per cent of the population. About 87 percent of the 

population are Muslims and 10 percent are Christians. 

One of the biggest challenges that faced the Soeharto regime was that of 

maintaining peace and balance between ethnic and religious communities. 

Ethnic challenges during the New Order period were confined to Irian Jaya, 

East Timor and Aceh. However, the 1997 economic crisis brought about 

ethnic and religious clashes in Java, Ambon and Kalimantan (Tempo, 

no.26, 1999: 15-17). The ethnic and religious clashes in Ambon, a once 

peaceful island, came as an unpleasant surprise to everyone. The real 

cause of the initial clash was unknown, though there was a strong belief 

that it was the work of a provocateur. 
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The potential for religious conflict could be seen in 1965, when Muslim 

youth organisations went on a violent rampage that eliminated all members 

of the PKI who distanced themselves from the teachings of orthodox Islam. 

Members of the armed forces were the strongest supporters of the concept 

of Pancasila, however even the most religiously orthodox among them were 

against political Islam. Soeharto was fully aware of the challenge that 

political Islam might pose for Indonesia in the future. As a result he forced 

existing Muslim parties to amalgamate and only then were they allowed to 

contest in elections. The military considered ethnic, religious, and racial 

and class conflicts as the main threats to national security. Thus the 

military adopted severely repressive measures against Muslims who openly 

challenged the regime (Dauvergne, 1998: 103). Soeharto's attitude 

towards political Islam changed in the 1990s. This change came about not 

so much as pressure from the society but as a response to Murdani's 

challenge in ABRI. Soeharto calculated moves to win over Muslim support 

in the event of a future challenge from Murdani who was a Catholic. When 

Murdani was sacked in 1993, Soeharto appointed Islamic officers to head 

the armed forces. 

Muslim involvement in anti-Chinese riots was also common. In 1984, 

following a clash at Tanjong Priok, troops fired at a hostile crowd and killed 

several Muslim protesters. In retaliation the Muslims launched terrorist 

attacks against Chinese-owned banks and shopping centres in Jakarta. An 
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attempt was also made to blow up part of the ancient Buddhist monument 

in Borobodur (Dauvergne, 1998: 103). The riots of May 1998 against the 

Chinese indicated the resentment that ethnic Indonesians felt against the 

Chinese. The systematic, brutal rapes of Chinese women and young girls 

and the widespread looting and burning of Chinese properties convinced 

many of the Chinese that there was no safety or future for them in 

Indonesia (Forrester, 1999: 189-190). About 30-40,000 Chinese with 

incalculable sums of money are said to have left the country from May 1998 

(Forrester, 1999: 189). The major cause of the resentment was the fact 

that though Chinese comprised only 3 per cent of the total population in 

Indonesia; they controlled 75 per cent of the Indonesian economy. Many 

ethnic Indonesian businessmen felt that they were disadvantaged because 

most of the lucrative government businesses were conducted with 

Soeharto's Chinese cronies like Liem Sloe Liong and Bob Hasan. The 

extent and depth of anti-Chinese resentment was difficult to gauge, as there 

was significant latent hostility towards the economic dominance of the 

Chinese. It is worth noting however that a majority of the violent outbursts, 

including the May riots, seemed 'to have been stirred up deliberately by 

organised troublemakers with ABRI connections, rather than spontaneous 

eruptions (Forrester, 1991: 195). 

Thus, while the New Order government had been able to contain and 

neutralise political Islam, Islamic political resentment remained a factor that 



the regime had to reckon with. The state was strong enough to control any 

Muslim opposition movement challenging its regime but it was not strong 

enough to prevent periodic outbursts of Muslim protests against the minority 

Chinese. Islam remained a societal limitation on the power of the New 

Order State. 

In conclusion, the New Order State had lasted for more than a quarter of a 

century. The New Order State while it exhibited many of the features of a 

strong state, in actuality exhibited characteristics of a weak state. For thirty-

two years, Soeharto had been ruling Indonesia in an authoritarian manner. 

Over time the legitimacy of his authoritarian regime became questionable. 

One of Soeharto's main convictions to justify the authoritarian rule in his 

New Order regime was that differences must be subordinated for the 

common good. The common good could be best achieved by an 

authoritarian state. However, this path of governance had its costs. The 

economy was weakened by corruption as could be seen in Soeharto's 

patronage system and it also led to the absence of a modern legal 

framework. Repressive measures encouraged discontent and resentment, 

which eventually weakened the state because of protests and outbreaks of 

riots. In the New Order's context Pancasila democracy did not work 

because both ABRI and those in the social and political hierarchy used 

Pancasila ideologies to suit their purposes and to explain for the excesses 

of an authoritative and repressive rule. No one in Indonesia disputed the 



fact that Soeharto had established a 'strong' state initially by creating 

stability and social harmony. However, his 'strong' state became weak 

because of his repressive and authoritarian rule, which allowed him to 

excesses of corruption, collusion and nepotism. There was a growing body 

of intellectuals and middle-class society who felt that Soeharto's 'strong' 

state needed a major change. 
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CHAPTER THREE 

THE ECONOMY 

3.1 Soeharto's Economic Breakthrough 

Soeharto's political policies, which were controlled by his personal agenda, 

weakened the New Order regime. Similarly, his economic policies and the 

implementation of these policies further weakened the state because they 

were again controlled by his personal agenda. His practices of corruption, 

cronyism and nepotism weakened the New Order regime. 

When the New Order government came to power in 1966 it was faced with 

an economy on the verge of collapse. Indonesia under Soeharto has come 

a long way. Initially his economic policies were pragmatic and rational 

compared with the illogical course set by Soekarno. Soeharto realised that 

he had to provide a sound economic base for Indonesia's future. His plan 

was to establish a stable economic environment to attract foreign capital 

and investment. In order to attract foreign capital, Soeharto realised that 

Indonesia's political environment had to be stabilised. It was this political 

stability during the New Order regime from the late 1960s to early 1990s 

that was a magnet for foreign investors. Foreign investors were assured of 

a safe, low-wage home for their capital. 
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The unexpected oil boom in world oil prices in the early 1970s ensured the 

success of Soeharto's early years. Indonesia experienced an unexpected 

economic boom and by the time the boom ended, he was firmly entrenched 

in power. No one could deny that Soeharto deserved credit for responding 

quickly to the oil price collapse in 1986 and for promoting its non-oil, export 

oriented industries to save Indonesia's economy. 

The transformation of the Indonesian economy was often attributed to 

Indonesia's strong state. The New Order government opened the country 

to foreign investment, liberalised foreign trade and introduced market-

oriented programs for deregulation. Japan and the West welcomed the 

reversal of the economic policies of the New Order government. They 

supplied vast amounts of foreign aid, which helped Indonesia along the 

road to economic recovery. 

This chapter looks at the economic direction of Soeharto's regime and 

considers the role of economic development in the structuring of the state. 

It will then examine the policies implemented, the corruption and the misuse 

of state funds and how these have contributed to the weakening of the state 

system and the eventual downfall of Soeharto. 
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3.2 Black Gold and Economic Achievement 

The New Order government introduced a number of policies to attract 

foreign investors. Soeharto also revamped Indonesia's domestic economic 

policies to entice domestic investors to rejoin the market. His first move 

was to invite the IMF, banned by Soekarno, back into the country. This 

move enabled him to obtain credits from donor countries. The amount of 

US$300 million helped to give the initial boost Indonesia needed for its 

ailing economy in 1966. He obtained a further US$200 million the following 

year (Kingsbury, 1998: 78). He also managed to reschedule old debts, tap 

into foreign supplies like rice and clothing and obtain further pledges for 

credits. However as more credits flowed into Indonesia, foreign creditors 

were pressing for more accountability. Soeharto on the other hand became 

an expert at evading accountability. 

Soeharto was aware that his economic knowledge was limited. He turned 

to a group of American-trained Indonesian economists, well known as the 

Berkeley Group, or the technocrats for advice. Professor Widjojo Nitisastro 

who was also in charge of Baden Perencanaan Pembagunan Nasional 

(BAPPENAS) headed the Berkeley Group. The Berkeley Group was able 

to implement policies that attracted more foreign capital and investments. 

The influence of this group on Soeharto was to last until the late 1980s. 

However, as much as the politics were driven by economic considerations 

62 



during this period Soeharto, whenever it suited him, switched form 

conventional economic considerations to building his personal power base. 

As the New Order regime was consolidating itself, a number of senior ABRI 

officers began to see the financial advantages for themselves. Soeharto 

himself needed to tap into a source of funds, which was not directly tied to 

prying foreign donors. He saw a great need to build up the patronage 

system necessary for the building of his personal base. The patronage 

system was not only widespread but was expected in Indonesia's political 

system. Soeharto turned to General Ibnu Sutowo, who was in charge of 

the state-owned oil company, Pertamina, in 1968. General Nasution had 

suspended Sutowo from the army in 1958 in a campaign against corruption. 

Soeharto, who was then only a colonel, was transferred from his post as 

Central Java commander in the same campaign (Kingsbury, 1998:80). The 

two of them had something in common and that was an interest in personal 

profit making. Soeharto thus turned to Sutowo, who had a free reign over 

Pertamina for funding. Pertamina was the largest source of foreign income, 

which operated independently of official government policy. This enabled 

Soeharto to build his political and economic bases by financing projects 

ranging from education to industry development, and which also enabled 

him to have the cash to reward his supporters. 
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In order to raise funds, Sutowo borrowed against the value of Pertamina. 

Sutowo also limited the amount of information available about Pertamina's 

financial status. His personal investments ranged from oil tankers to steel 

and construction. Creditors were often given ambiguous information or 

misled about Pertamina's financial position. The effect of this process of 

unofficial fund-raising created a dual economic system, which caused deep 

concern among Indonesia's economic ministers (Kingsbury, 1998: 80). 

However, because this system suited Soeharto's personal and political 

purposes, he chose to feign ignorance and duly ignored it. 

By 1972, Pertamina's economic policy caused such a great concern that, 

on the recommendation of IMF, the US suspended eligibility for progress 

loans to Indonesia. The Indonesian economic ministers were then able to 

curtail Sutowo's borrowing and in May 1973 Soeharto finally relented to 

pressures from the IMF, the US and his economic ministers to have 

Pertamina's borrowing limited to short-term basis, but to allow the 

availability of working capital (Winters, 1996:89). 

However, mismanagement and unaccountability of revenue eventually led 

to Pertamina's collapse. Pertamina's short-term debt rose from US$140 

million to over US$1000 million as Sutowo attempted to roll over debts from 

the long term into the short term (Kingsbury, 1998: 81). Pertamina's total 

debt was US$3 billion by May 1975, which was twice the country's foreign 
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currency reserve. Soeharto sacked Sutowo in 1976 and when Pertamina 

finally collapsed it had over US$10 billion worth of debts, approximately 30 

per cent of Indonesia's gross domestic product at that time (Schwarz, 1994: 

55). Pertamina's collapse shook the confidence of both the politics and 

economy of Indonesia. Fortunately for Soeharto and the New Order 

regime, the unexpected income from the sudden surge in world oil prices in 

the same year quadrupled. This provided Soeharto with yet another 

avenue of ensuring development and increasing his system of patronage. 

This oil-price boom allowed a new phase to be developed in Indonesia's 

economy under the New Order government. 

There was no doubt that the Pertamina scandal had rocked Soeharto and 

his government but overall it had very little effect on broader economic 

policy. Government backed enterprises continued to receive official and 

often costly support. The support for less productive state enterprises was 

backed by a view that these enterprises acted as a counterbalance in 

favour of the pribumi to ethnic Chinese economic power. 

Soeharto believed that the oil boom had freed him from following the 

conventional economic line. Consequently the power of the technocrats 

and his economic ministers over him began to slide. Soeharto had a freer 

hand in reordering various aspects of the economy to suit his preferred 

system of patronage. Many lucrative government contracts and monopolies 
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were given out on a non-commercial basis as favours. By 1978 Indonesia's 

economy was deeply dominated by a system of patronage. While Soeharto 

was happily continuing with handing out favours at the expense of the state, 

the Pertamina repayments and the repayments for the new satellite 

communication system were shrinking Indonesia's foreign reserve to a 

dangerously low level. 

The World Bank drafted an unflattering report on Indonesia's economy, a 

report that Indonesian officials did not want to be seen at all. It was a 

critical analysis of Indonesia's political and economic processes. While the 

oil revenues were coming in the Indonesian government refused to accept 

the report. However, with the oil price collapses of 1982-83 and 1985-86, 

the New Order government began to seriously rethink its economic policy 

direction and 'the relationships that had developed between members of the 

country's political, military and economic elites' (Kingsbury, 1998: 85). 

The good thing about this, however, was that the Berkeley Group was able 

to reassert its influence over Indonesia's economic policy. The New Order 

government implemented a number of policies aimed at improving the 

economy. The most significant change was in the deregulation of the 

banking industry to increase capital availability for business investments to 

encourage competition. The system of tax collection was also streamlined 

and to further boost the economy, taxation rates for investors were reduced. 



Other economic policies introduced include 'the tariff rebate on imports 

intended for export; a significant, phased loosening of trade and investment 

reform, including lowered import duties and the establishment of a private 

stock exchange' (Kingsbury, 1998: 86). 

By the late 1980s, despite the after-taste of the Pertamina scandal and the 

growing levels of corruption, foreign investors were still keen on investing in 

Indonesia. This was because the New Order government seemed to be 

securely in control. Soeharto and the New Order government were also 

considered to be in favour of working cooperatively with the West, unlike 

Soekarno who was more pro leftist. 

Pragmatic and effective monetary management in the 1980s helped to 

increase investment and the surge of oil prices combined to give Indonesia 

an average annual growth rate of more than 7 per cent. Then from 1981 to 

1988, as a result of the downturn in oil revenues, the annual growth rate 

was 4.3 per cent and from 1989 to 1993 the economy again grew by 7 per 

cent a year (Schwarz, 1994: 54) 

3.3 The New Order's Economic Performance 

There was no denying that from 1965 to 1990, macroeconomic growth plus 

a successful family program had improved Indonesia's per capita gross 
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national product by 4.5 per cent a year (Hill, 1994: 114). The New Order 

regime had also successfully upgraded Indonesia's infrastructure. The 

capacity of electricity increased eighteen-fold by 1990. The number of 

telephone lines rose by seven-fold and the length of paved roads increased 

by six-fold (Schwarz, 1994: 58). The establishment of a successful satellite 

transmission system improved communications between Jakarta and the 

country's remote areas. Revenue obtained from oil enabled the regime to 

build more schools, health centres and mosques. Primary education was 

made compulsory for both boys and girls. The regime was also able to 

increase production in agriculture. There were large government subsidies 

on fertilisers, crop intensification programs and farmer training. Poverty 

alleviation was also one of the successes of the New Order regime. A 1990 

World Bank report indicated that Indonesia 'had the largest annual 

reduction in the incidence of poverty among all the countries studied' 

(Schwarz, 1994: 58). Thus Indonesia on the whole has done considerably 

well since Soeharto took over the regime from Soekarno even though there 

were periods of downturn in the economy. 

Soeharto's determination to improve Indonesia's economy was deeply 

entrenched in his belief that a strong economy would in turn ensure a 

strong, political regime. He embarked on a program of "total correction" of 

the economic policies of Soekarno's government (Ismanto, 1998 Vol.2: 

125). His immediate objective was the stabilisation of macroeconomics and 



this was achieved through market-oriented reforms. One of the reforms 

introduced was the dismantling of the import licensing system. In 1968 

tariffs on some products, for example textiles, were increased to encourage 

domestic production. The government also removed many of the domestic 

price controls. Restrictions on foreign equity and the employment of 

expatriates were removed. The government also allowed 100 per cent 

foreign ownership. The public supported the recommendations of the 

technocrats because they showed immediate results. Inflation was 

reduced, private initiatives were encouraged and foreign capital was coming 

back. 

In order to eliminate the fiscal deficit the technocrats also introduced a 

stringent monetary program. One of the major policies that was 

recommended was the abandonment of the multiple exchange rate system 

in 1970, followed by a large devaluation in 1971. This brought the 

exchange rate to a more realistic level (Soesastro, Vol.2 1998: 145). 

Movements of capital were made totally free with the liberalisation of the 

capital account. This was done mainly to give credibility to the 

government's commitment to an open door foreign investment policy. 

However, a number of these policies had to be reversed. The sudden 

upsurge of foreign investment aroused nationalist feelings. Many 

Indonesians felt that Soeharto was selling out too much to foreigners. 



These nationalist reactions culminated in riots during Japanese Prime 

Minister Tanaka's visit to Indonesia in January 1974. As a result 

restrictions were imposed again on foreign investments. All new foreign 

investments had to be conducted in the form of joint ventures with 

Indonesian equity. 

The list of sectors for foreign investment and tax incentives was reduced. 

Indonesian public enterprises began to take a more prominent role in heavy 

industries, petrochemicals and mining. The civil service was expanded and 

there were more interruptions from the bureaucracy. Consequently the 

economy became more inward looking. Industrialisation was orientated 

more for the domestic market rather than the export market. The economy 

also became heavily dependent on oil revenues. This did not encourage a 

manufacturing economy. The drop in oil prices in the 1980s eventually led 

to a realisation that there was another need to overhaul Indonesian 

economic policies. 

Soeharto again sought the advice of his technocrats who recommended 

that there should be an increase in non-oil exports particularly 

manufactured exports. This was to offset the decline in oil export earning. 

Thus, in the mid 1980s the Indonesian government introduced a series of 

deregulation packages to improve the investment climate for private 

investors, including foreign investors and promote a more efficient private 
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sector (Ismanto, 1998 Vol.2: 129). The government also introduced a 

series of reforms with a view to encouraging the export of manufactured 

goods. The result of these reforms was a surge in manufactured exports, 

especially low skill labour intensive manufactured exports. Thus, 

Indonesia's manufacturing sector has steadily replaced the oil sector as the 

major incentive for economic growth as well as a major source in export 

earnings. 

Indonesia's agricultural sector was also performing extremely well in the 

1970s and 1980s. The rapid growth in cereal production such as rice has 

encouraged agricultural growth. 'According to the Food and Agricultural 

Organisation (FAO), Indonesia's growth in per capita cereal production 

between 1974/75 and 1984/85 was the second highest in Asia after 

Myanmar' (Ismanto, 1998 Vol.2: 130). This was in sharp contrast to the 

agricultural performance of the Soekarno regime 

The success of the New Order government in increasing agriculture, 

especially food crops, was due to the importance it placed on the 

production of rice. Rice is the staple food of most Indonesians. It carried 

out a vigorous rice-intensification program. In order to raise rice production, 

the Indonesian government was able to benefit from the introduction and 

spread of fertiliser-responsive seed technology, developed by the 

International Rice Research Institute (IRRI) in the Philippines (Ismanto, 
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1998 Vol.2: 130). The government also embarked on a program to 

rehabilitate and expand the irrigation system. In addition, the government 

also tried to increase rice cultivation on tidal lands in Sumatra and the other 

provinces outside Java (Hill, 1994: 208-209). 

The government also introduced a Food Logistics Agency or Badan Urusan 

Logistik (Bulog). Bulog is a food stock authority which was created to 

stabilise 'the price of rice by holding adequate reserve stocks of rice, while 

also supporting a floor price for rice in order to stimulate rice production and 

contribute to the farmer's welfare' (lsmanto, 1998 Vol. 2: 130). Agricultural 

growth, in the 1980s, began to slow down due to a depressed market for 

agricultural commodities. Nevertheless, the steady expansion of rice 

production since the 1970s enabled Indonesia to sustain its rice sufficiency 

in 1985. 

Agricultural growth continued to decline in the 1990s due to the slow down 

of irrigation investment and crop intensities on irrigated land. The 

government had to pay more attention to the diversification of agricultural 

activities. It had to look into the promotion of non-rice food crops as well as 

tree crops in order to reverse the downturn of agricultural growth. 

Since the growth of Indonesia's manufacturing and services sectors was 

faster than the agricultural growth, the Indonesian economy experienced a 
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structural transformation. Despite the importance of agriculture in the 

Indonesian economy, the steady rise in agricultural output in real terms has 

declined in 1995. The manufacturing sector has instead trebled, 

contributing more than 20 per cent of GDP (Hill, 1994: 78-79). Indonesia 

was classified as a "semi-industrial economy" by United Nations Industrial 

Development Organisation (UNlDO). 

Another feature of Indonesia's remarkable economic performance has been 

the rapid decline in absolute poverty. During the period 1972 —1982 the 

percentage of Indonesia's population below the poverty line fell from 58 per 

cent to 17 per cent (lsmanto, 1998 Vol.2: 132). This steep reduction in the 

poverty line was a remarkable performance, even in comparison with the 

other developing countries. A comparative study by the World Bank, on the 

performance of a number of developing countries, revealed that Indonesia 

during the period 1970 - 1987, has been the most successful in reducing 

poverty (Hill, 1994: 105-107). 

One of the reasons for the successful reduction in the number of those in 

absolute poverty was the availability of off-farm employment opportunities 

for rural households. The rapid growth of agricultural production also 

generated new jobs in agricultural processing, transport and commerce. 

Added to this was the rapid growth in construction and manufacturing 

sectors, which ensured continuous employment. The standard of living for 
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the average Indonesian has improved since the New Order government 

took over from the Soekarno regime. 

The stable economic performance also gave a sense of purpose and order 

to the political system of the Soeharto regime. National unity strengthened 

further under Soeharto's rule with the introduction of the Pancasila 

principles. From time to time Soeharto used the Pancasila principles to suit 

his needs. In a society where national unity is paramount and where its 

people are comfortable with strong rule, Pancasila can also act as a strong 

disincentive for political and economic reformation. 

With the economy on the decline again, the technocrats announced further 

reforms to the financial sector in October 1988. Restrictions on bank 

licenses and the opening of more branches were removed. Banks were 

given more control over their deposits and more companies were 

encouraged to be on the Jakarta Stock Exchange. This reform package 

was referred to as Pakto (Ismanto 1998 Vol 2: 138). The introduction of 

Pakto transformed the Indonesian economy once again from inward-

looking to one that is outward-looking and internationally competitive. The 

'long-dormant stock market sprang into life and for a short period registered 

the most spectacular increases in value and turnover in the world' (Hill, 

1994: 90). Indonesia for the first time experienced a private banking sector 

boom. This led to aggressive banking competition as the banks began to 
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compete against each other for customers and market share. Private 

banks began to offer a wide selection of financial offers including very 

attractive term deposit rates. 

While these reforms unleashed a competitive private banking sector, 

macroeconomics however faced new challenges. High growth in the 

money supply led to renew inflationary pressure, forcing Bank Indonesia to 

increase interest rates to cool the economy (Hill, 1994: 92). Over this 

period there were also a number of financial scandals, which diminished 

public and investor confidence in the efficiency of the reforms. 

Mismanagement, manipulation and fraud began to tarnish the image of the 

Jakarta Stock Exchange throughout 1990 and 1991. Foreign and domestic 

investors, who had lost confidence, began to withdraw from the exchange. 

This led to the withdrawals of several state enterprise offerings. 

3.4 Analysing Indonesia's Economic Crisis 

Indonesia performed well economically since Soeharto took power. 

Soeharto could justifiably claim that he had brought a good measure of 

economic development to Indonesia. Indonesia began modernising its 

economy in the late 1980s but despite progress in diversifying its resources 

Indonesia is however still dependent on a few key commodities, namely oil 

and timber. Although Indonesia's economy was developing well there were 
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some aspects of Indonesia's political and economic policies that weakened 

the state's apparatus. Consequently, when the economic crisis hit 

Indonesia, the economy had to collapse. What went wrong? Why was the 

regime unable to withstand the onslaught of the economic crisis that hit 

most of Asia in 1997? 

3.4.1 The Financial Crisis 

Twenty-four months ago, at the 1996 Indonesia Update Conference, the 

focus of attention was how well the Indonesian economy was performing 

(Forrester, 1999: 106). While there were concerns expressed about some 

issues like the current account deficit, excessive foreign borrowing, 

unsustainable fast growth, poor systems of running the government and the 

eventual presidential succession, the prospects for Indonesia were still 

good. However in 1997, the market was shaky and there was a fear of 

potential recession as the Thai baht slipped further. On the other hand 

there was a sense that this might provide a breather against the 

uncontrolled race for prosperity and an opportunity for Indonesia to renew a 

commitment to economic reforms (Forrester, 1999: 106). No one expected 

Indonesia's economy to collapse totally. The expectation was for a more 

gradual collapse, which would enable the New Order government to 

recover. 
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On 22 January 1998 the rupiah plunged to Rp16500 against the US dollar. 

This represented a 66 per cent fall in two weeks and an 85 per cent loss in 

value since the start of the of the Asian currency crisis in July 1997 

(Sikorski, 1998: 367). At this stage Indonesia's economy was almost 

crippled with no functioning financial system and most companies were also 

certain to default on foreign currency debts. The immense amount of 

foreign debated doubts unnerved investors over political succession. 

Despite IMF's assurances that they would be willing to bail out the Soeharto 

regime, the market reacted negatively to prospects of Habibie, who they 

associated with high-cost projects, being the vice president. 

When the IMF's packages of October and December 1997 failed to satisfy 

the markets, a third deal was announced on 10 April 1998. The main issue 

of the 117-point reform package concerned offshore debts. The agreement 

was that 'the government would not bail out firms but once a deal was 

reached with international banks the government would provide the 

necessary foreign exchange that was needed to repay the debt' (Sikorski, 

1998: 368). According to official figures, Indonesia's private sector debt 

stood at US$73.9 billion at the end of 1997 (Sikorski, 1998: 368). This 

massive debt was blamed as one of the key catalysts for the economic 

crisis. Finally at meeting in Frankfurt on 4 June 1998, agreement was 

reached between the Indonesian government and a Bank Steering 

Committee representing thirteen foreign leaders. Corporate sectors in 
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Indonesia were allowed to reschedule their debt repayments over an eight-

year period, with a three-year breathing space, in which only the interest will 

be paid. However, the rupiah still languished. 'The debt talks used to be 

very significant but now political concerns and how to make basic foods 

available at affordable prices are more significant' (Straits Times, 5 June 

1998: 1). 

The Indonesian government announced that from 1999 the government 

would remove all monopolies over imports including wheat, flour, soya 

beans and garlic. Previously only Bulog was allowed to import these 

commodities. The state's monopoly over these imports was meant to 

stabilise their prices. However, Bulog was often accused of creating 

barriers that only benefited a few big conglomerates in the food industry. 

The Salim Group owned by Liem Sioe Liong, for example, dominated the 

import for wheat. The Salim Group bought wheat from Bulog at heavily 

subsidised rates and sold it back at a profit after milling (Sikorski, 1998: 

367). 

As the rupiah continued to slide, concern with food shortages mounted. 

This sent prices of food skyrocketing and Indonesians began panic buying 

key commodities. Rumours that Soeharto was sick and that the 

government would declare a debt moratorium (which cuts off loan 

repayments to creditors) caused more uncertainties. A debt moratorium 



would definitely send several ripple effects throughout the region. 'For 

example, most Japanese banks that had lent money to Indonesia were also 

heavily exposed in South Korea and Thailand; banks that agreed to roll 

over their debt in the other Asian economies under intensive care by the 

IMF would get hit on all fronts' (Sikorski, 1998: 367). 

Soeharto announced a new agreement with the IMF on 16 January 1998. 

Although leaders worldwide praised the new agreements, markets did not 

respond positively. The reason could be the lack of rescheduling of debt 

repayments. 

On 5 May 1998, ahead of the schedule of IMF, the government announced 

a rise in petrol prices by 71 per cent, kerosene by 40 per cent and other 

reforms (Sikorski, 1998: 368). Unrest quickly spread and it led to several 

riots breaking out in different areas. The worst was in Jakarta as students 

clashed with the army. Under mounting pressure from domestic unrest, 

President Soeharto resigned on 21 May 1998. However the price hikes, 

which were reversed after Soeharto resigned, did not stop the riots in the 

outer provinces as many were dissatisfied with Habibie as the new 

president. Habibie was an old crony of Soeharto and therefore the majority 

of the people saw it as the same government, only the leader had changed. 
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3.4.2 Causes of the Crisis 

The vulnerability of the Indonesian economy was the result of financial 

decisions which 'were strongly influenced by non-economic considerations, 

including outright corruption' (Forrester & May, 1998: 96-98). As discussed 

earlier corruption was also one of the political flaws in the New Order State. 

'Marcus Noland identified "four principal causes" of the Asian financial 

crisis: "exchange rate misalignment", "export slow-down", "weak financial 

institutions", and "moral hazard" (Sikorski, 1998: 368). These four causes 

can be identified with the crisis in Indonesia. 

While the US dollar was depreciating from 1985-95, countries that were 

pegging their currency to the dollar improved their export competitiveness. 

There was a reassuring stability in trade and investment relationships of 

countries like Japan and Europe with the USA. In 1995, the tide turned as 

the US dollar commenced a long-term upswing. The rupiah was tied to the 

dollar and therefore it appreciated along with it. It also dampened export 

competitiveness. Interest rates increased, resulting in severe damage to 

Indonesia's financial and business institutions. Speculations in the market 

eventually led to a crash in the rupiah. 

Regional developments at about the same time also affected Asian exports. 

China in 1994 swapped markets for currency conversion. It devalued its 



renmindi by one-third (Sikorski, 1998: 369). This led to a boom in Chinese 

exports at the expense of exporters in Southeast Asia. Indonesia's export 

revenues particularly were affected by a global slump in commodity prices. 

As Japan's economic stagnation continued it had a far-reaching effect on 

trade and investment in the Asian region. 

The financial liberalisation in 1988 increased the private sector's access to 

credit in Indonesia and encouraged exports but it also threatened the 

financial stability of the country. Banks began to mushroom in Indonesia 

stretching the government's supervisory capacity. There was no control or 

system of checking in place for short-term offshore loans especially in the 

US dollar. Most short-term foreign loans were conducted on an average of 

1.5 year's maturity. 

Indonesian banks were lending money without effective credit evaluation. 

Most of the banks also had inadequate reserves. Loans to the property 

sector were increasing by an annual average of 35 per cent three years 

before the crisis hit Indonesia. This resulted in half of the banks' bad debts 

as most of the loans were given out without any economic considerations. 

Expectations of special favours for investors resulted in "moral hazards". In 

Indonesia, domestic banks and corporations hoped that the New Order 

government would come to the rescue of national institutions and bail them 

81 



out. Foreign banks on the other hand expected IMF to force debtor 

countries to pay up. 

'Singapore's senior minister Lee Kuan Yew attributed the Asian crisis to a 

loss in investor confidence caused by over-spending, made possible 

because of poor supervision of banking systems and arguably exacerbated 

by corruption and cronyism' (Sikorski, 1998: 369). According to Lee Kuan 

Yew the key source of the problem was political, in that governments were 

too preoccupied with political difficulties that they were not able to act on 

market signals quickly (Straits Times, 8 February, 1998: 1). Soeharto and 

his family, who refused to allow political and economic options, dominated 

the New Order government. This put the country between the "devil and 

the deep blue sea" where the New Order government was destined to 

collapse with or without Soeharto. The Indonesian government had to learn 

not to ignore the verdict of market forces. 

3.4.3 Market Imbalances 

Speculations on the exchange rate created havoc for the market. This 

occurred when Japanese, European or US banks borrowed 'yen or dollars 

at low interest rates, and re-lent the money at significantly higher rates for 

short periods to banks in, say, Korea or Thailand, which then re-lent the 

money for longer periods at still higher rates to local companies' (Sikorski, 



1998: 370). The foreign banks rolled over the yen or dollar loans as they 

expired, until the borrower's currency won or lost value. In the case of the 

Thai baht it lost its value and the foreign loans became more expensive to 

repay. When the banks became alarmed they refused to roll over the short-

term debts. The borrowers could not repay fast enough and a crisis 

erupted. In the case of Indonesia the big funds borrowed the rupiah and 

then sold them en mass. When the central bank lifted its short-term interest 

rate to 30 per cent on 19 August 1998, the liquidity squeeze caused 

overnight inter-bank lending rates to rise as high as 100 per cent (Sikorski, 

1998: 371). The smaller institutions were then forced to pay up to 200 per 

cent for funds needed to meet short-term repayments. The whole economy 

suffered with higher interest rates. Speculators became frightened and 

many began to short-sell the stock market. When the general market 

collapsed genuine foreign investors began to sell out too. Thus currency 

runs led to market panic. 

3.4.4 The impossibility of Recovery 

Gradual recovery was not possible for Indonesia's economic dilemma due 

to various factors. The technocrats who were responsible for 

recommending economic policies could not exercise full control over the 

economy. Soeharto's political strategy required the distribution of 

patronage to influential military members. They in turn ensured the loyalty 
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of the military and financed his political projects. It was this politics of 

patronage that was partly responsible for exacerbating the economic failure 

of the New Order State. Many military leaders headed state-owned 

enterprises during the early years of the New Order regime. As the 

economy expanded they were able to siphon lucrative benefits for 

themselves and members of their families. The technocrats were in a 

sense victims of their own success. The military leaders had turned to them 

to stabilise the chaotic economic conditions of 1966. They in turn laid the 

foundations for future growth by introducing macroeconomic reforms. 

However the influence of the technocrats was also limited when their 

policies conflicted with the interests of Soeharto. 

'in 1993, five of the top ten indigenous tax-payers were either children or 

close relatives of the president while most top Chinese taxpayers had 

business ties with the president's family' (Dauvergne, 1998: 106). When 

the Asian financial crisis struck in mid-1997, the Indonesian economy 

plunged and there seemed to be no area in which the technocrats could 

manoeuvre because whichever way they turned it would affect Soeharto, 

his children and his cronies. The economy was riddled with what the 

Indonesians declared as an economy of corruption, collusion and nepotism. 

The value of the rupiah against the US dollar was 2450 at the beginning of 

July 1997 and this dropped to 3800 in October. The government was then 
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forced to turn to IMF for assistance. On the advice of IMF the government 

agreed to abandon or postpone high-cost infrastructure projects. However 

Soeharto refused to withdraw support for the aircraft and national car 

projects. The aircraft project was headed by his protégé Dr. Habibie and 

his son headed the car project. As part of the IMF-imposed reforms, 

sixteen bankrupt banks were liquidated except for one, owned by the 

president's son, Bambang, which reopened shortly afterwards under a new 

name (Dauvergne, 1998: 107). Later, several big infrastructure projects 

headed by Soeharto's children and cronies were also exempted from the 

cutbacks. Soeharto finally agreed, in another deal with IMF, to withdraw 

state support for family and crony-linked projects in January 1998 when the 

rupiah plunged to 10 000 to the US dollar. This included the national aircraft 

and national car projects that were headed by Habibie and Soeharto's son 

respectively. 

The Indonesian economic policy, during the New Order, had been 'the 

product of a three-way struggle between the liberal technocrats, economic 

nationalists and beneficiaries of the patronage pyramid with the nationalists 

often aligned with the patronage network' (Dauvergne, 1998: 107). 

Soeharto heeded the advice of his technocrats only when the economy's 

condition was critical but when funds were available the economic 

nationalist and technologists would be his beneficiaries. He was always 

alert to the needs of his patronage network and this network finally 
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collapsed when he agreed to the measures demanded by the IMF. The 

technocrats had long advocated these same measures but Soeharto chose 

to ignore them because his power base was threatened. 

A plausible explanation for the government's weakness in dealing with the 

economic crisis was political inertia. Soeharto's patrimonial imperatives in 

governing the country made it difficult for him to dismantle national 

monopolies and liquidate defunct financial institutions. Had he dismantled 

the national monopolies and businesses that were draining the state 

financially as soon as the rupiah dropped and listened to his technocrats, 

the economic disaster may not have been so bad. He would at least have 

gained some form of international confidence, which in turn might have 

steadied the plunge of the rupiah. The bureaucratic incapacity and 

Soeharto's inability and unwillingness to introduce the reforms quickly failed 

to satisfy market expectations of reform. 

3.4.5 Corruption, Cronyism and Nepotism 

Corruption is endemic in Indonesia's political and economic scene. 

Corruption in Indonesia was a prominent part of the scene before the arrival 

of the Dutch and up to today it has not diminished. In many cases it was 

tolerated and in others, not. Bribes, payoffs, gratuities and other 

inducements are used often to grease the wheels of the bureaucracy. The 
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police for example are often viewed as collectors of an unofficial road tax 

rather than upholders of the law. With small payments it is easier to obtain 

documents from the immigration department, motor vehicle office or any 

other government offices. These payments are small and those who 

refused to pay or cannot afford to pay can expect long delays. Indonesia's 

four million civil servants are very lowly paid; hence corruption is inevitable. 

The payments had to be tolerated by a resigned public. There is nothing 

they can do, as there is no law to protect them. 

More serious, however, are the bigger payments made by larger companies 

to senior officials to win major government contracts or the payments made 

by foreign and domestic companies to politically well connected private 

businessman who obtain contracts on their behalf (Schwarz, 1994: 136). 

This often involves straight payments or free equities in joint venture 

companies. Soeharto's business cronies like Liem Sloe Liong and Bob 

Hasan for example, obtained a number of benefits from lucrative distribution 

and supply deals with state-owned companies, like the Bulog, to financing 

without collateral in state banks. They also got preferential consideration 

on government-funded infrastructure projects and monopolies on importing 

and exporting or distributing agricultural commodities like wheat, soya 

beans, palm oil or sugar. 

87 



The technocrats were powerless because of Soeharto's authoritarian 

decisions and attitude. The deregulation and economic reform campaigns 

of the 1980s failed to curb any activities that involved large-scale corruption. 

In fact, because of the economic development and expansion of 

businesses, hardly any major infrastructure project contract has been 

awarded without one Soeharto relative being involved in it. Soeharto does 

not see this as corruption. As he has often argued, his children and family 

members are citizens of Indonesia and therefore they have as much right 

as anyone to tender, obtain and conduct businesses as any other 

Indonesians. In fact, according to Soeharto, his children have more rights 

than the Chinese as they are ethnic Indonesians. Curbs on the press too 

have allowed Soeharto to continue unchallenged. However, excessive 

corruption, over the years, caused a lot of resentment and dissatisfaction, 

which eventually boiled over when the economic crisis hit Indonesia. The 

disparity between the haves and the have-nots could not be tolerated any 

more. Rampant corruption has profound implications for Indonesia's 

economic and political future. Bureaucratic inefficiencies and corruption 

added to the cost of production and therefore retarded the growth of 

economy. 

The government seemed unable to deal with the problem. This is because 

the problem of corruption was deep rooted within Soeharto's patrimonial 

style of rule. For many, this was an acceptable practice, that while 



Soeharto or his ministers were in power they could enrich themselves in the 

course of executing their duties. However, there are limits, and a majority 

of Indonesians felt that Soeharto's family and his cronies had long passed 

these limits. 

Cronyism posed a political dilemma. Soeharto's family members and 

cronies would prefer that he stayed in office as long as possible because it 

benefited them. Almost all of the wealthiest ethnic Chinese businessmen 

like Liem Sioe Liong, Mohamad Bob Hasan and Prajogo Pangestu owe 

their start in business to special favours handed out by Soeharto. Four of 

Soeharto's children were active in business while two others were showing 

increasing interest. Before her death Soeharto's wife was linked to a 

number of businesses. 

Hasan's main business interest is in the forestry sector and he controls 

about two million hectares of forestry concession areas, most of which are 

in Kalimantan. His control of the Indonesian Plywood Association 

(Apkindo), The Indonesian Sawmills Association and the Indonesian Rattan 

Association enabled him to form a powerful international cartel for the 

exportation of hardwood plywood. Through the Indonesian Plywood 

Association Hasan was able to set export volumes and prices for 

Indonesia's plywood manufacturers. Many of the manufacturers resented 

his control over the industry. 
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Environmentalists blamed Hasan for the shoddy enforcement of tree felling 

rules. The World Bank estimated that 'Indonesia's massive tropical forest is 

being harvested at a rate of 50 per cent higher than considered sustainable' 

(Schwarz, 1994: 140). Hasan's Apkindo cartel has been able to resist 

pressure to raise the royalties and other fees levied on loggers and 

consequently the government lost an estimated US$500 million a year 

(Schwarz, 1994: 140). Hasan is also involved in the construction sector 

and this has brought him into constant conflict with pribumi businessmen. A 

number of Hasan's companies have partners in ostensibly charitable 

foundations headed by Soeharto too. He has moved into banking, tea 

plantations, pulp and paper, shipping and with Soeharto's son, Tommy, into 

airlines. 

Prajogo joined forces with Soeharto's son, Bambang Trihatmodjo and 

eldest daughter Siti Hardijanti Rukmana, also known as Tutut, in the wood 

industry. He also teamed up with Tutut in a giant sugar plantation in 

Sulawesi and a US$1.2 billion pulp and paper plant in Sumatra (Schwarz, 

1994: 141). His biggest venture is with Bambang in the US$1.6 billion 

petrochemical project called Chandra Asri (Schwarz, 1994: 141). Prajogo's 

partnership with Soeharto's children allowed him to have access to several 

other ventures. In return he financed the publishing of Soeharto's 

autobiography. He also funded several favourite projects of Soeharto's 

wife. In 1990 he bailed out Soeharto's Bank Duta with an amount of close 



to US$220 million. In return he was allowed to operate as a quasi-

government agent. 'When the forestry department resisted Prajogo's 

demands that the government contribute funds to one of his timber 

subsidiaries, Soeharto personally wrote to the Forestry Minister in March 

1991 ordering him to clear the problem (Schwarz, 1994: 141). Prajogo too 

was deeply resented by the pribumi. The charge of high-level corruption 

was often ignored by Soeharto or met with indifference or with occasional 

anger. Soeharto had to ignore all charges of corruption because the top 

caste of the crony businessmen was comprised of his children. 

3.4.6 The Rich Chinese 

In a country of 200 million people, 3.5 per cent of the population are 

Chinese and they control 75 per cent of the wealth of the country. 

Soeharto's warning to the rich Chinese in September 1996 at Tapos, 

Soeharto's private ranch, was almost a plea for self-preservation, as the 

economy was sliding and the disparity of the rich Chinese and poor pribumi 

was clear-cut for all to see. He called on 'all Indonesian individuals and 

corporations whose annual after-tax income exceeded 100 million rupiah 

(about US$43, 000) to give 2 per cent of their money to a special fund for 

Indonesia's 25 million poor. The money was to go to the Sejahtera Mandiri 

Foundation, which the president himself would oversee' (Hiscock, 1997: 

115). The response was very poor and finally in December a presidential 
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decree ordered a 2 per cent surcharge on wealthy taxpayers. However the 

warning went unheeded. This was the cause of violent outbursts in several 

parts of Indonesia in 1996-97 which, threatened to destroy the stable 

platform for growth built by the New Order government. These outbursts 

were motivated by political, ethnic and socioeconomic rivalries. It was clear 

that the aging Indonesian president faced a monumental challenge. This 

challenge also made it difficult for him to arrange a smooth transition of 

power. He needed to be sure that whoever came into power should be 

able to continue supporting his family's interests. 

3.4.7 First Family Fortune - the Soeharto Children 

During his term as president, Soeharto's children were building billion dollar 

empires in property, banking, industry, telecommunications, media and 

transport. This research will not be complete without looking at the 

excesses of the Soeharto's family fortunes because this is an indication of 

how the economy in the New Order regime was depleted. It also points out 

that Soeharto could not introduce any decisive economic reforms in 1997 

because it would affect the children's business interests. Many of these 

businesses started and prospered on the provision of special contracts from 

the government. This angered competitors and investors. These 

businesses were also conducted with money borrowed from the banks with 

hardly any guarantee. 
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Despite the secrecy that veils much of the Soehartos' accumulation of 

assets, it is clear that they may represent the single biggest concentration 

of family wealth in Asia (Hiscock, 1997: 115). Though the Asian financial 

crisis had trimmed the family's wealth considerably, they still possessed a 

staggering fortune of about US$15 billion (Time, May 1999:37). 

In July 1998, reports emerged that US$9 billion was transferred from a bank 

in Switzerland to a nominee bank in Austria (Time, May 1999: 36-37). 

According to data from the National Land Agency, the Soeharto family 

owned or controlled through corporate entities, 3.6 million hectares of real 

estate in Indonesia, an area larger than Belgium. 'This includes 100,000 

sq. m. of prime office space in Jakarta and nearly 40% of the entire 

province of East Timor' (Time, May 1999: 37). 

Siti Hardijanti Rukmana or Tutut is the eldest child. Her listed company is 

toll-road operator Citra Marga Nusaphala Persada, which had a market 

capital of about US$780 million in 1997 (Hiscock, 1997: 121). Her major 

holding was the Citra Lamtoro Gung Group which had interests in more 

than ninety companies ranging from telecommunications to infrastructure, 

including tollway projects in the Philippines. Apart from her business 

activities, Tutut was head of the Indonesian Red Cross and she was also 

deputy chairperson of the central board of Golkar. 
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The eldest son is Sigit Harjojudanto. Sigit had been a rather low profile 

member of the family. He was involved in banking and plastics through his 

Hanurata Group. He held a 17.5 per cent stake in Liem Sloe Liong's Bank 

Central Asia. He also had a 40 per cent stake in Humpuss, a company 

owned by his younger brother, Tommy (Hiscock, 1997: 122). He was also 

in business with Bob Hasan. 'Sigit and Hasan each hold 10 per cent stakes 

in Nusamba, an investment holding company that was involved in a share-

buying move on Astra International, Indonesia's largest car assembler, in 

late 1996' (Hiscock, 1997: 122). In 1996 Sigit joined Canadian miner, Bre-

X, to develop Busang, a gold deposit in Kalimantan worth US$30 billion. 

Canadian miners Barrick Gold and Placer Dome who wanted to be involved 

in the deal however challenged Bre-X. While Bre-X had Sigit, Barrick had 

Tutut as his potential partner. Bob Hasan engineered a new deal, bringing 

in US miner Freeport McMoran Copper and Gold. Bre-X got 45 per cent, 

Freeport 15 per cent, Hasan, Sigit and friends 30 per cent and the 

Indonesian government 10 per cent (Hiscock, 1997: 122). 

Bambang Trihatmodjo is Soeharto's second son. Among Soeharto's 

children Bambang was well known internationally. He was best known for 

his assiduous courting of European investors and US after taking his 

holding company Bimantara Citra public in 1995 (Hiscock, 1997: 123). He 

also listed his polypropylene company Tri Polyta in 1995. Bambang had 

benefited from several government concessions after setting up Bimantara 
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in 1981. There were more than 100 subsidiaries in Bimantara. The 

company's main interests were in broadcasting and telecommunications, 

the automotive and oil industries, and infrastructure, finance, electronics 

and entertainment (Hiscock, 1997: 123). 

Bambang together with Liem Sloe Liong had a stake in US$500 million 

power project in East Java involving the US power company Enron. He 

also had an interest in Jakarta's US$1.5 billion light rail project developed 

by pribumi millionaire, Fadel Mohamad. 

Soeharto's second daughter Siti Hedijanti Harijadi or Titiek is married to 

Major-General Prabowo Subianto. Major-General Prabowo was the 

commander of the Kompassus Special Forces regiment. Titiek's main 

company was Maharani Paramita, which was involved in finance, 

telecommunications, forestry and property. 'She was also a business 

partner of Prabowo's billionaire elder brother, Hashim Djojohadikusumo in 

the Paiton power project and a Jakarta shopping mall project' (Hiscock, 

1997: 123). 

Soeharto's third and youngest son, Hutomo Mandala Putra, known as 

Tommy is a pilot, rally driver and was often seen at the wheel of exotic cars 

such as Lamborghini. He was brash, aggressive and was the least 

squeamish in using Soeharto's name to get what he wanted. The army 



agreed with the view of the business community, that Tommy had done 

more than the other crony businessmen in making nepotism and corruption 

a political liability for Soekarno. He did not hesitate to flaunt his father's 

power to potential foreign investors. He owned a luxury US$16 million 

cruiser. Tommy started the Humpuss group in 1984, which covered about 

70 companies in aviation, agribusiness, toll-road construction, oil, gas, 

commodities, manufacturing, media, petrochemicals and timber (Hiscock, 

1997: 124). Humpuss also earned its revenue from oil shipment contracts 

with Pertamina, the state oil and gas corporation. 

Tommy's most controversial business was his joint venture with South 

Korea's Kia Motors to produce the Timor national car. Soeharto gave the 

project a 'pioneer' status, which meant that it would gain a tax break of up 

to US$1 billion. This gave the company a substantial price advantage over 

the other car producers in Indonesia such as Astra and Indomobil (Hiscock, 

1997: 124). Tommy was also head of the Clove Marketing Board. 

The youngest Soeharto sibling is the third daughter Siti Hutami Endang 

Adiningsih known as Mimiek. She had companies involved in plantations, 

warehousing, transport and her company Manggala Krida Yudha had 

undertaken a US$500 million land reclamation project in Jakarta. 

Not everyone believed that the Soeharto children's activities had a totally 

negative impact on the Indonesia economy. In September 1996, Michael 



Backman, director of research at Jakarta-based investment research 

company, The Castle Group, believed that the business interests of the 

Soeharto's family had been instrumental in breaking up some of the 

monopolies held by inefficient state-owned enterprises (Hiscock, 1997: 

125). While it may be unfair that Soeharto's children received substantial 

favours in its business dealings, it may not necessarily be bad economics. 

However, it cannot be denied that the excesses of the Soeharto's children 

have weakened the economy of the country to a certain extent. Large 

sums of money were taken out of the country for the building of their own 

financial empire. Large loans were obtained, on short-term basis, without 

guarantees given to the banks except the fact that they were the president's 

children. Economists who were familiar with the state banks' financial 

situation estimated that by the 1990s,   the banks would need at least US$2-

3 billion to shore up their capital position, due to losses in uncollectible 

debts belonging to Soeharto's children and his business cronies. At the 

end of 1991 these loans represented 60 per cent of the total outstanding 

loans (Schwarz, 1994: 147). The troubled state banks became a liability to 

the development of the Indonesian financial system because of their role as 

crony financiers, which made it difficult for them to make a profit. 

State contracts for infrastructure projects and monopolies given to the 

Soeharto's children denied business to the pribumi. As disparity increased 
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over the years the pribumi became reseniful. How much for example, did 

the December presidential decree of 1996, that corporate payout of 2 per 

cent to Soeharto's charitable foundation, came from the coffers of the 

Soeharto's family? Did they pay the tax? There was no evidence of this. 

Soeharto's patrimonial system of government meant that the pribumi were 

not allowed to voice their resentment in a democratic manner. When the 

economic crisis hit Indonesia and affected the daily lives of the masses, the 

people could not contain their resentment. Riots and violent outbursts were 

their only means of telling Soeharto that they had had enough and that it 

was time for him to go. 

3.5 The Weakness of the New Order Economic Environment 

From Soeharto's perspective 'considerations of rapid growth, efficiency and 

productivity constantly have to be balanced against [the] political 

considerations of maintaining order and control (Schwarz, 1994: 59). 

Soeharto's idea of 'maintaining order and control' is an all powerful chief 

executive, whose style of rule includes the frequent use of patronage, the 

cultivation of personal relationships with economic leaders and the 

maintenance of a centralised bureaucracy to carry out his orders (Schwarz, 

1994: 59). These are some of the economic costs of political stability that 

weakened the New Order state. 
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There is no denying that, during the initial stages, Soeharto handled the 

juggling of a patrimonial political ruling with capitalist economic 

developments well. Whenever there was a downturn in economic growth, 

Soeharto was quick to react to the situation and was able to accept the 

policies of the technocrats. He was able to assimilate economic 

liberalisation with political patrimonialism. But this assimilation could not 

continue for long. Assimilation became more difficult with the 

modernisation of Indonesia's economy. The patrimonial state was bound to 

be in conflict with the need for a trustworthy, open and internationally 

accepted legal system. An open market also demands a more efficient 

government bureaucracy and a rational, less personal relationship between 

the government and businesses. 

From the mid-1980s technocrats had been advocating an economy more 

open to the private sector. They worked to see a slashing of the 

government's direct business role and suggested a merging of state 

enterprises and floating the shares on the stock exchange. Soeharto's lack 

of enthusiasm for privatisation was closely connected to the fact that state 

enterprises were his principal providers of patronage funds. Soeharto 

wanted to be consulted when major contracts were to be awarded by the 

larger state enterprises such as the state electricity utility PLN, the 

telephone company Telkom, Bulog, Pertamina, the national airlines Garuda 

and companies controlled by the Ministries of Transportation, Forestry etc. 



He wanted to be consulted also when there was allocation of credits by 

large state-owned banks. For Soeharto privatisation would mean major 

erosion of his power. Nevertheless, whether he liked it or not, economic 

realities were pushing Indonesia into privatisation. 

Another severe challenge to the state was widening regional inequalities. 

The New Order government had developed a centralised political and 

economic system. The responsibility of allocating regional spending 

priorities was given to the ministries based in Jakarta. Armed forces 

headquarters in Jakarta constantly watched regional military commanders. 

The Home Affairs Minister in Jakarta also handpicked provincial governors 

with the approval of Soeharto. The various regions had very little say in the 

running of the provinces, as the governors were proteges of the centralised 

government. At first this system made sense. However, as much of 

Indonesia's wealth was located only in some provinces, a strong central 

body was needed to distribute the wealth across the country. The rapid 

growth of the manufacturing sector and the persistence of uneven regional 

development had combined to make this arrangement less attractive. 

Resentment began to emerge in provinces that were not developed or 

financed as well as others. Pressures for decentralisation were making 

very little headway against the centralisation of power in Jakarta. 
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Obstacles to greater autonomy for the provinces lay in Soeharto's belief 

that power should be centralised. Many politicians and army officers 

supported him and opposed decentralisation for fear that it would increased 

separatist tendencies and would lead to political disintegration. Deprivation 

however, could also lead to social upheavals as could be seen in the violent 

outbursts in Irian Jaya, Riau, Acheh and Kalimantan where many lived 

below the poverty line. Economic jealousies were bound to occur when 

provincial governments saw their natural resources being exploited to 

improve living standards at the centre. 

Many technocrats wanted to see the removal of government-imposed 

obstacles to growth, a guarantee that the rich would pay their taxes and that 

the legal system not discriminate against those who are politically 

powerless. Soeharto's insistence on personal, centralised power and the 

usage of his patronage system meant that there was constant conflict with 

the technocrats over economic policies. Such conflicts undermined the 

strength of the state, as it failed to encourage the confidence of both 

domestic and international markets. 

Thus, it is clearly seen that the political weakness of the New Order regime 

produced a weak state and when a state is weak it therefore cannot avert 

economic corruption. The financial crisis of 1997 exposed the weakness of 

the state and the weakness of the New Order economic system. This is 
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evident in the Pertamina fiasco; the chronic problems of corruption, 

collusion and nepotism; the rigid notions of self-sufficiency in rice and heavy 

industry; ineffective fiscal and environmental management of its natural 

resources, especially its forests. It is also evident in the sharp rise of 

foreign debts in the 1980s and the slow pace of development in the fiscal 

and monetary policies and in the mismanagement of the banking system 

(Hill, 1994: 114). Rapid economic growth could have been sustainable in 

the long run, under the New Order regime, if the benefits had been more 

evenly distributed. Corruption was apparent in which only the Soeharto's 

family and his cronies benefited. Thus, when the economic crisis of 1997 

occurred, there was no room for Soeharto to manoeuvre as some of the 

IMF demands affected the interests of his family and cronies. The 

economic polices of the New Order weakened the state, which, finally was 

responsible for the downfall of Soeharto in 1998. 
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CHAPTER FOUR 

THE POLITICS OF SUCCESSION 

4.1 ABRI's Concerns 

Should or could President Soeharto remain in office was the issue that 

dominated Indonesian politics in the latter half of the New Order regime. 

International markets watched nervously whom Soeharto would name as 

his successor. Demands for democratization, the future role of ABRI and 

economic inequalities were all part of the problem of succession. The 

problem of succession is typical of authoritarian systems and an inherent 

institutional weakness. 

Indonesia's politics in the late 1980s were confronted by internal power 

struggles linked to the politics of succession. Soeharto's re-election in 1988 

meant that ABRI's position became shaky. As mentioned earlier ABRI 

failed to persuade Soeharto to elect a general as his successor. Soeharto's 

growing tenacity reduced the chances of ABRI being in control, as he 

increasingly depended on non-military expertise. Most of the positions for 

provincial governors, ambassadors and heads of state enterprises were 

given to non-military personnel in the late 1980s. The role of ABRI in 

politics was reduced to that of protecting the state rather than the nation. 
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Under the New Order ABRI adopted two strategies to exert pressure on 

Soeharto. Indirectly, ABRI's manipulation of social forces met with little 

success. In 1977, students were angry at Soeharto's corruption and 

favouritism and tensions began to build up on campuses. At first ABRI did 

not want to be tarred with the same accusations and they gave tacit support 

to the students by ignoring tte protests. However, in January 1978, ABRI 

decided to send troops to campuses to gather student leaders and placed a 

ban on all political activities in the universities (Vatikiotis, 1998:141). 

The question of succession and the future of ABRI's role in politics created 

a division among members of ABRI. The younger officers preferred to 

leave politics to the politicians and to consider their role in a more 

contemporary mould (Kingsbury, 1998:124). The old guard in ABRI argued 

that to strip the army of its political role would undermine the very spirit on 

which ABRI was first formed, that is its role of protecting the nation. There 

were many senior officers in ABRI who were of the opinion that there 

should be a re-assessment of the terms of the next election and that the 

issues should be more widely discussed. In the run-up to the 1993 

elections, the military tried to put some pressure on Soeharto without 

success, as most of the leverage they had on him had been curtailed over 

the years. His shrewd manipulation of senior appointments had pushed the 

military into a corner. 
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ABRI had no choice but to toe the line as Soeharto, fully aware of ABRI's 

discomfort with his re-election in 1993, made it clear that he was willing to 

use force to get rid of his critics and to divide ABRI's leadership. Soeharto 

weakened and divided the army by placing loyalists in key military 

commands. At this stage, members of ABRI's elite came to the conclusion 

that though Soeharto's departure from office would be desirable, it would 

however, place too much of strain on the political system and could pose a 

threat to the stability of the New Order regime. It was decided that 

Soeharto was to be gradually phased out (Vatikiotis, 1998: 163). 

Talks of succession stalked Soeharto again during his re-elections in 1998 

when student protests erupted across Java. Demands for more openness 

in Indonesia's politics and equal economic opportunities grew more vocal 

among Indonesia's intellectuals. Several prominent New Order officials 

proposed that it was time to look for a new leadership. 

The elite on the other hand was more concerned with how to preserve the 

system. The New Order government had ensured the existence of the elite 

and they wanted continued assurances for their survival. While foreign 

investors had confidence in the country, indigenous and local 

businessmen's perceptions of the New Order's legitimacy lay with Soeharto 

rather than his government. The basic concern was could Soeharto or 

should he continue to lead the country. If Soeharto could not lead the 
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country then who should replace him? The succession process needed to 

be constitutionally accepted by all circles in the society. Uncertainty in the 

question of succession was undermining the cohesiveness of the state. 

4.2 Lack of Candidates 

It would be difficult for Soeharto, who is steeped in the traditions of his own 

society, to name his successor. Traditionally, Indonesian rulers are not in 

the habit of naming their successors for fear of losing their power. In the 

case of Soeharto, there was also a lack of alternative candidates. 

According to the Indonesian Constitution the vice-president is next in line of 

succession. Under Soeharto's rule the post of the vice-presidency was 

largely a ceremonial one with no power to wield. 

In theory, the MPR has the power to vote on the candidate for presidency. 

In practice, Indonesia's political system avoided deciding anything with a 

vote. Decision was usually by consensus. This allowed the development of 

the patronage system, whereby Soeharto's cronies in the MPR ensured his 

selection to the presidency. Filling the MPR with his mismatched cronies 

too weakened the integral unity of the cabinet. This way he ensured that no 

one would rise high enough or strong enough to threaten his power. 
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In an interview with Time magazine in April 1991, Soeharto warned of 

political turmoil should there be any distraction from his programme of 

economic development. Many took this to be an implicit warning of chaos 

should Soeharto lose support as president (Vatikiotis 1998: 156). His 

Tapos appeal, without any consultation with Golkar or the military, had 

evoked both ethnic and religious sensitiveness, which could threaten the 

country's stability. His move clearly demonstrated the ease with which the 

society could be manipulated to suit his purpose. In the end it seemed that, 

though desirable, Soeharto's departure from office would cause chaos in 

Indonesia's politics and threaten stability. 

Thus, a sudden change in succession would not be in anybody's interest. It 

was decided that he should be persuaded to be gradually phased out after 

the 1993 elections and be persuaded to appoint a strong vice-president 

from the military. However, the reality was more complex as the question of 

succession was increasingly interfering with Indonesia's internal 

development and external image. The state had been weakened as the 

army was divided and the principal social and political groupings were 

under Soeharto's control. Foreign investors had faith in Soeharto and were 

wary of any sudden political change. However, the constant question of 

succession among the elite and the military was causing uncertainty in 

international markets. 
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CHAPTER FIVE 

THE INTERNATIONAL FACTORS 

5.1 Asia's Economic Crisis 

Domestic political and economic factors, as it has been explained, deeply 

flawed the New Order Indonesia. When the economic crisis of 1997 

happened, the weakened state of the New Order regime could not prevent 

the intrusion of international agents, which made Soeharto's political 

demise unavoidable. 

From the early 1990s, there were signs that middle class support for the 

Soeharto's government was beginning to wane. It was the collapse of the 

economy in late 1997 however, which finally destroyed the New Order 

regime. When prices and interest rates soared, banks and businesses 

closed and property prices crashed, the international markets began to lose 

confidence in Soeharto's government. The failure to stop the downturn of 

the rupiah did not help. With the withdrawal of international support and the 

crash of the rupiah, the legitimacy of the Soeharto government vanished. 

Finally it was the student movements that were the most prominent element 

in the 1998 crisis. 



In the first instance, the escalating fall of Thailand's baht in July 1997 made 

investors nervous about the region as a whole. Once the crisis took hold, it 

brought into light the glaring weaknesses of the New Order State. Most 

importantly these weaknesses were tied to Soeharto himself. He was not 

able to manoeuvre in any way because of his authoritarian rule and his 

system of patronage. It was this unique political system that set Indonesia 

apart from the troubled Asian countries. 

The regional economic outlook continued to look bleak in 1998. The 

prospects of the Japanese economy looked even worse than they had at 

the beginning of the year. While the Japanese government continued to be 

a generous donor, its own problems prevented it from playing a decisive 

role in overcoming East Asia's crisis (Forrester, 1999: 101). 

5.1 IMF - Saviour or Crucifier 

In October 1997, Soeharto called in the IMF in an attempt to cushion 

Indonesia from the effects of the currency crises affecting Thailand, 

Malaysia, Korea and the Philippines. He accepted their advice to close 

down sixteen banks that had been performing badly and to shelve several 

mega-projects. 
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However, in March 1998, Soeharto was still struggling to restore faith in his 

government's capacity to manage Indonesia's currency crisis. The collapse 

of international confidence in the rupiah sent the currency into a freefall. 

Indonesia's problems lay in the private sector and the IMF prescriptions for 

fiscal austerity were inappropriate and damaging Indonesia's case. Fiscal 

restraints prevented any escape routes that the Indonesian government 

might have for free market reforms. The closure of sixteen banks in 

Indonesia added to the panic accelerating the already massive capital flight 

and contributed to a rush for the US dollars. This did not help the stability 

of the rupiah. Public criticism and condemnation by the IMF and the US for 

what they saw as a crooked brand of capitalism undermined New Order 

state's legitimacy and encouraged internal protests. Just like Korea, the 

IMF put together a draconian programme for Indonesia without having any 

deep knowledge of Indonesia's financial system and without any subtlety as 

to how to approach the problems (Sikorski, 1998 - Vol.26: 372). 

The IMF's favouring of international banks at the expense of domestic 

institutions created more problems in the financial sector. The IMF did not 

allow the Indonesian government to aid domestic institutions but instead 

insisted that the Indonesian government pay back all external debts. Thus, 

foreigners were bailed out and Indonesians had to play by strict market 

rules. 
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The IMF in its dealings did not offer at any time substantive public 

documentation of its decisions (Financial Times, 11 December 1997). The 

world waits to see what the IMF demands, assuming that the IMF has 

chosen the right course of action. It became an accepted fact that crucial 

details of the IMF programmes should remain confidential, even though it 

affects the lives of all Indonesians. Many analysts say that the IMF should 

change its approach in that it should revert to its traditional role of providing 

balance of payments support to stabilise exchange rates (Sikorski, 1997: 

373). In the case of Indonesia, sweeping and painful reforms had a 

detrimental effect. The lMF's insistence on the government removing state 

subsidies on essentials such as rice, kerosene and cooking oil led to a 

number of violent outbursts in Java which undermined the New Order's 

stability. 

The IMF, instead of insisting on immediate sweeping reforms, could have 

provided a temporary bridge loan to enable private corporate borrowers to 

meet their obligations to foreign banks. This would have given the New 

Order regime time to organise the banks into a negotiating group. The 

banks could then restructure their loan portfolios. Instead the IMF took the 

view that the way the banks, corporations and the government operated 

monopolies were flawed. The IMF had actually played a part in adding to 

the financial panic in Indonesia, which worsened the crisis. The key source 
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of difficulty was allowing the trading of free markets for currency exchange 

on the capital account. 

Desperate for a radical alternative Soeharto wanted the creation of a 

currency board that would lock in an exchange rate for the rupiah. 

However, the IMF opposed the idea and threatened to cancel its rescue 

package. The IMF was of the opinion that Soeharto's support for the 

currency board was in order to preserve his family's businesses because 

they would then be in a position to obtain the US dollars needed to pay off 

foreign debts and stay solvent. The IMF also believed that such demands 

by too many corporations would cause the system to fail. However, if the 

system worked investors would be more likely to hang on to their rupiahs. 

Foreign banks would then be able to extend their loans and this could end 

the crisis. 

The IMF opposed the proposal of the currency board because 'Indonesia 

did not have adequate reserves to defend its currency at any reasonable 

fixed rate' (Sikorski, 1997: 376). The IMF also believed that the banking 

system could not have survived the excessive high interest rates. 

Indonesian wages and prices were not flexible enough to adapt to 

competitive pressures. There was also the fear that the government was 

not strong enough to abolish its control over the unpopular policies 

associated with the system. The riots resulting from higher prices, 

112 



unemployment and ethnic resentments did not encourage confidence in the 

political stability of the New Order regime. 

With the rupiah losing half of its value and a very real prospect of total 

economic collapse, the lMF was in a position to dictate terms. It drew up a 

new $US43 billion assistance package subject to an extensive list of 

demands. The IMF wanted the lifting of subsidies on a number of basic 

necessities, the abolition of cartels and monopolies and the termination of 

state support for a range of strategic industries such as the national aircraft 

manufacturing industry. Removing the subsidy on fuel prices however, hit 

the 50 million poor in Java. Since the destruction of Java's forests and the 

loss of firewood, the majority of the people are dependent on kerosene for 

both cooking and the essential boiling of drinking water. 

On 16 January 1998, Soeharto was forced to accept the IMF's 

memorandum of economic and financial policies. Many were pleased to 

see the Soeharto's family get their dues. However, there was widespread 

hostility to the lMF's demands that subsidies on basic foodstuffs be 

abolished. The demand came at an inappropriate time when 

unemployment was high and when prices on daily necessities were pushed 

up because of the drastic fall of the rupiah. In late January as a response 

to this, riots broke out in several towns in Java, Sulawesi, Sumba and 

Flores. Soeharto was well aware that if he were to remove the basic food 
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subsidies he would have a revolution on his hands. He was also aware that 

the abolition of monopolies and cartels would undermine the very 

foundations on which his New Order State had been built. Implementing 

the lMF's demands was political suicide for Soeharto. The lMF's package 

had in fact made little impact on the rupiah's crippling devaluation. 

The government was the single, biggest customer for development projects. 

Any postponement as recommended by the IMF would hit a wide range of 

businesses. It became clear that the massive bailout by the IMF was not to 

expand the economy but to help stabilise it at a lower level of activity. 

Mass lay-offs in the construction industry for example would increase the 

suffering of the mass of people. There would be no visible decline in the 

wealth of cronies, as their conglomerates continue to dominate the 

Indonesian commercial economy. In a situation of increasing tension 

between the rich and the poor, the IMF and the US should oppose activities 

that appeal to the discontent of the poor. Removing subsidies on basic 

food needs will not help to ease the economic crisis in Indonesia's case but 

will instead compound the problem, as a majority of its population, 

especially in Java, is poor. 

That was why Soeharto at first took a defiant stance against the IMF. He 

ignored some provisions of the IMF memorandum. For example, he 

extended the special privileges to his son's national car manufacturing 
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industry. His appointment of B.J. Habibie as successor, who was well 

known for his lavish spending on state-sponsored high-tech industries, sent 

the rupiah diving to Rp17000 to the US dollar. Soeharto's brinkmanship 

with the IMF did nothing to improve confidence in his government. It only 

emphasised the fact that Soeharto was concerned with his own political 

survival and to protect the interests of his family and his cronies. 

By the beginning of 1998, Indonesia's crisis was no longer fuelled by the 

IMF's determined measures per se, the true crisis resulted from Jakarta's 

selectivity in implementing reforms which fuelled fears that the business 

deals that the Soeharto family and friends had received would not be 

touched. By then, the issue had evolved into a political crisis. Indonesia's 

lack of democracy and transparency crippled the government's ability to 

respond in an appropriate way. Indonesians and foreign investors lost 

confidence in the ability of the Soeharto regime to implement economic 

reforms. No doubt there were many Indonesians who privately wished that 

the IMF and international donors would make assistance conditional on 

political reform. Since there was no mechanism for change, this would be 

the only opportunity whereby change could be forced on the New Order 

regime. 
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5.3 US Role during the Crisis 

The lack of support for the rupiah completely transformed the position of the 

Indonesian economy in the international market. Apart from causing social 

distress in Indonesia, this changed status had far-reaching implications for 

Indonesia's relations with the rest of the world. The economic distress in 

Indonesia and East Asia was a good opportunity for the USA and influential 

trans-national institutions like the lMF to force the government to abandon 

policies of which they disapproved. 

On 4 March 1998, US President Bill Clinton's personal envoy, Walter 

Mondale, held talks with President Soeharto. There were few indications 

that Soeharto was waiting for Washington's advice on political or economic 

reform. Instead he appeared to push the view that more should be done for 

Indonesia. There were, however, strong indications that Mr. Mondale would 

urge Soeharto to commit himself to a huge economic reform programme 

and appoint a credible Cabinet at the swearing in of the next government. 

Mr Mondale was confident that the US had some influence, not only as a 

huge economy and a big investor but also because it had relationship with 

some in the Indonesian armed forces (The Age, 3 March, 1998). However, 

he doubted that the US could push for political reforms. 
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On 5 March 1998, Washington warned that it would not support the next 

instalment of the financial rescue package for Indonesia unless Soeharto 

changed his responses to the economic crisis (Financial Review, May, 

1998). The IMF was due to decide on 15 March whether Indonesia should 

receive the next $US3 billion of the package. The US can effectively veto 

the package as US is the biggest donor in the IMF. The Clinton 

administration strongly believed that further delay in the IMF's rescue 

package would force reforms on Soeharto. 

The moves to cut funds by the IMF came as the US government signalled 

that it objected to the plan of the political reform proposed by Soeharto on 

19 May 1998. This effectively cut all emergency credit for food supplies to 

Indonesia. The $US37 billion package was the chief source of international 

income for Indonesia and was approximately the size of its entire economy. 

Without it the country was expected to encounter difficulty in paying for vital 

imports of food and medicine. 

US support for Soeharto diminished gradually during the crisis. This was 

seen when the US State Department spokesman, James Rubin, confirmed 

that economic reform and political reform in Indonesia were inextricably 

linked, implying that the US would oppose further IMF disbursements 

(Financial Review, May 21, 1998). Until then, the Clinton Administration 

had stressed that the IMF economic program was based on a series of 
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technical steps that were independent of the political situation of Indonesia. 

James Rubin's statement indicated that this was no longer the case. 

The changed circumstances in US support meant that the IMF board was 

unable to confirm that it would carry out its program for Indonesia. The 

interruption of IMF payments also meant that Australia shelved its plan to 

lend Indonesia a further $US700 million. The World Bank and the Asian 

Development Bank also announced that they would withhold funding to 

Indonesia that was part of the $US37 billion IMF package. Thus, the 

withdrawal of US support was a severe blow to the Soeharto regime. It only 

emphasised the weaknesses of the New Order state in that the New Order 

economy was dependent on and vulnerable to international capitalism. 
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CHAPTER FIVE 

CONCLUSION 

Soeharto's authoritarian rule on the short-term basis did benefit Indonesia 

in the late 1960s and early 1970s. In the early stages of the New Order 

regime Soeharto had to consolidate both political and economic policies. In 

order to do this he had to implement policies that may not have been 

beneficial to everyone. The policies he implemented, however, did benefit 

the society on a broader spectrum. His policies succeeded in restoring 

political stability where before there were instability and social conflict. 

Political stability then ensured conditions favourable for economic growth 

both domestically and internationally. The political policies he implemented 

also improved the effectiveness of an almost crippled bureaucracy in the 

1960s.   The reorganisation of the bureaucracy enabled the implementation 

of policies that succeeded, such as the rice intensification program, the 

family planning program, the expansion of the education system and the 

switch to manufactured exports. 'Soeharto's pragmatism, shrewdness and 

realism in adapting the government's policies to the circumstances of the 

times have served the country far better than did Soekarno's doctrinaire 

ideology' (Hill, 1994: 46). Soeharto's foreign policy aims of restoring 

confidence in Indonesia especially among its Southeast Asian neighbours 

were sensible. 
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There is no denying that he made a great impact on the course of 

Indonesian history. His Pancasila ideology, which was the epitome of 

Indonesia's distinctiveness and traditional values, was responsible for 

shaping the New Order regime. 

However, in reality New Order Indonesia was far from the ideal of the 

Pancasila democracy. It was not democratic both in the western sense as 

well as in the Pancasila democracy context. The imperative of decision by 

consensus left Indonesians little scope to disagree with official policies, 

especially when the consensus decision was agreed among Soeharto's 

cronies. When he dismantled the political parties, weakened the legal 

system, manipulated the MPR and suppressed the freedom of the press he 

created a government that was more authoritarian than democratic. 

The shortcoming of the New Order regime was the development of internal 

contradictions, which jeopardised its own survival. The most important 

contradiction lay within the ruling elite itself. The accumulation and 

centralisation of power resulted in the personalisation of power and the 

myth of Soeharto's invulnerability. It also eroded the fragility of the elite's 

cohesion, because of internal factionalism, as ruling elite members became 

competitive for more access to Soeharto. Ultimately as the erosion 

continued, the cohesion of the elite, which was the main source of the New 

Order regime system, disintegrated into a crisis situation. The growth of 
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cliques and conspiratorial politics further eroded the unity of the state. It 

became more difficult to sustain the unity of the state system as favouritism 

and nepotism hampered the circulation of the elite members. At the time of 

the crisis, the factional and conspiratorial politics among the ruling elite 

placed the regime's legitimacy in a vulnerable position. This was because it 

eliminated the possibility of having an effective control mechanism required 

for its own sustainibility. By weakening the DPR, political parties and 

various social groups, Soeharto did not allow for a counterbalancing of 

power, which was needed to control the excessive abuses by the apparatus 

of the state. As mentioned earlier, this did not allow for the state system to 

anticipate and resolve crises coming from internal and external factors. 

The factionalism among the elite, which weakened the system, could be 

clearly seen among the military and the technocrats as well as within 

Golkar's top executive body. Harmoko could not wait to demand for 

Soeharto's resignation when the crisis started and he realised that 

Soeharto's days were numbered. International public pressures, at the 

critical time of the crisis pointed clearly to the weakened state's inability to 

cope with the pressure, because the factionalism among the elite did not 

allow for mobilisation of support behind Soeharto. 

Suppression of individual liberties allowed a situation where abuses went 

unchallenged because the political system was weak and ineffectual. 
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Unchallenged abuses over a long period also led to societal mobilisation 

and a fracturing of the ruling political elite as more and more Indonesians 

became dissatisfied with the New Order regime. Dissatisfaction eventually 

led to an outbreak of violent demonstrations and riots. 

Soeharto was a skilled political tactician. He outmanoeuvred political 

contenders in the military to consolidate his position, building his presidency 

into the most powerful political institution in the country. He positioned 

himself at the apex of the state and economic power. His distribution of 

major contracts and resources gave him the patronage resources to reward 

those who were loyal to him, enabling him to maintain internal cohesion. 

As Soeharto became more remote politically and economically, he became 

more isolated at the apex of his power and turning inward to a more narrow 

support base, which consisted mainly of family members and a few select 

cronies. Meanwhile, the issues of corruption, collusion and nepotism 

became key aspects of growing dissatisfaction. Public dissatisfaction and 

increased repression generated greater levels of resistance. The society 

no longer looked towards the state for guidance but instead looked at it with 

mistrust, waiting to overthrow it to improve the social and economic 

situation. By 1993, the media, the military, academia and Indonesians in 

general were of the opinion that the succession to the aging Soeharto was 

Indonesia's paramount political issue. The people realised that Indonesia in 
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1993 needed changes but those changes would not be possible as long as 

Soeharto and his New Order regime remained in power. 

During the economic crisis of 1997, Indonesians realised that the lack of 

democracy and an open political system hindered the government's ability 

to respond to the crisis. Indonesians as well as foreign investors lost 

confidence in the New Order government's ability to implement the 

necessary economic reforms. In the 1990s, the New Order government 

failed to gain the confidence of its people. Soeharto failed to recognise the 

people's problems. He failed to possess a sense of crisis; hence national 

disintegration was unavoidable. 

What role did the IMF and the US play in causing the demise of Soeharto's 

rule in Indonesia? The IMF insisted that Soeharto changed his form of 

government after 32 years, which brought about a collision with Soeharto 

and his state system and a further downfall of the economy. Had the IMF 

concentrated only on economic reforms Soeharto might have been able to 

ride the economy through its crisis. Instead the IMF insisted on holding 

back the aid that it promised until Soeharto 'kowtowed' to its demands. 

Thus to a certain extent the IMF and the US did play a part in the downfall 

of Soeharto. In denying him the aid that he needed so badly to ride the 

crisis out and by insisting that he end state subsidies at the most critical 

time when the economy could not afford such actions, they subjected his 
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government to outbreaks of riots and violence. This in turn did not allow for 

confidence in the market for foreign investments. Nevertheless, it cannot 

be denied that if the New Order regime had been strong, the regime would 

be able to meet the demands or be in a better position to negotiate with the 

IMF. 

If the Soeharto-connected policy regime had not been challenged, it might 

have persisted for a bit longer. It might also continue to distort investment 

decisions and undermine the soundness of the financial system. However 

the international funding agencies were unwilling, and probably politically 

unable, to provide financial support to a state system that was known to be 

corrupt and oppressive. 

The weaknesses of New Order state were derived from its own unique 

nature in that the New Order state was not held together by a common goal 

to serve society. Instead, while it is true that Soeharto's skilful management 

of the patronage system and authoritarian rule laid the foundations for his 

regime and was also responsible for its longevity, it also constituted a huge 

obstacle to reforms. This can be clearly seen when the financial crisis hit 

Indonesia in 1997. For months the government was unable to do anything 

to prevent the rupiah from falling. Soeharto resisted efforts by the IMF to 

implement reforms because his priority was the maintenance of his 

patronage network and his authoritarian rule, on which his regime was 
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founded. When he eventually agreed to implement the reforms, it was not 

because he wanted to implement them but that he had to because of 

external pressures. 

His authoritarian rule had ensured that the state was separated from society 

and when the state was no longer answerable to society it became weak. 

When the weakened state was confronted with a crisis and pushed to a 

corner it had no room to manoeuvre and consequently it had to collapse. 

The riots that broke out in May 1998 exposed the weakness of Soeharto's 

strategy to retain power. It was that power establishment that turned against 

him and hastened his demise, not to change the system but to preserve its 

place. Soeharto had become a liability. Hence, Soeharto had to go so 

that the state could survive. 
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