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ABSTRACT

Islam, Social Justice and Economic Development: A Study of the Works of Sjafruddin
Prawiranegara

Pipip Achmad Rifa‘i Hasan, Ph.D.

Department of Religion, Concordia University, 2012

This dissertation is intended to answer the question of whether it is possible
for a developing nation to achieve economic prosperity without compromising
equality and liberty. Theories of socio-economic development must often deal with
conflicting demands of economic efficiency, political freedom, and socio-economic
equality, as well as the frequently-contradictory aims of material prosperity and
spiritual happiness. I argue that an analysis of the political, economic, and religious
thought of Sjafruddin Prawiranegara, a leader of the Masyumi Islamic political party
in Indonesia and a neglected liberal-modernist Muslim thinker, allows us to explore
how these seemingly conflicting demands may be harmonized into an integrated
concept of development. An examination of Sjafruddin’s works—reports, books,
articles, speeches, and interviews from 1946 to 1983, as well as other scholars’
observations, judgments and reports—reveals a prescription for Indonesian
economic problems based on two key guiding principles of development: social
justice and human development. The basis of Sjafruddin’s economic rationality is the
prioritization of human development before capital. This ensures sustainable
economic development and nurtures a spiritually and morally-oriented population
to withstand the consumption practices and lifestyles of modern capitalism. This
study also suggests that economic development will be most successful if it occurs
within the framework of a modern conception of social justice predicated on a
democratic political system with a system of checks and balances between

executive, legislative and judicative branches of government, equal opportunities,
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human rights, and universal political participation. In the context of the Muslim
world, this concept of development requires the re-interpretation of Islamic
teachings. The present study seeks to contribute to the field of religious studies by
highlighting the systematic thought of an independently-minded Muslim modernist
thinker whose contributions are underappreciated in academic circles even in
Indonesia. Sjafruddin’s unique historical involvement during the 1950s as a
politician who was directly involved in the conception and implementation of
economic policies, as well as his career as a well-respected public intellectual,
provide insight into both the promises and the realities of development and social

justice in a context where religion plays a major role in the lives of the people.



RESUME

Islam, justice sociale, et développement économique: Une etude de I'oeuvre de
Sjafruddin Prawiranegara

Pipip Achmad Rifa‘i Hasan, Ph.D.

Département de religion, I'Université Concordia, 2012

Cette theése vise a répondre a la question suivante: une nation en
développement peut-elle réaliser la prospérité économique sans toutefois
compromettre 1'égalité et la liberté? Les théories de développement socio-
économique doivent souvent prendre en compte les demandes conflictuelles de
I'efficacité économique, la liberté politique et I'égalité socio-économique, en plus des
aspirations fréquemment contradictoires de la prospérité matérielle et du bonheur
spirituel. Je soutiendrai qu'une analyse de la pensée politique, économique, et
religieuse de Sjafruddin Prawiranegara, leader du parti politique islamique Masyumi
en Indonésie et penseur musulman libéral-moderniste peu étudié, nous permettra
d’explorer la maniére par laquelle ces demandes, bien qu’elles puissent sembler en
conflit, pourraient étre harmonisées a fin de créer un concept de développement
intégré. L’examen des ceuvres de Sjafruddin, dont les rapports, articles, discours et
entrevues des années 1946 a 1983, ainsi que les observations et les avis d’autres
érudits, révele une prescription pour les problemes économiques indonésiens Le
raisonnement économique de Sjafruddin fait primer le développement humain sur
I'avancement du capital. Cette approche s’assure que le développement économique
soit durable, tout en incitant la population a résister aux habitudes de
consommation du capitalisme moderne en la nourrissant aux plans spirituels,

éthiques, et moraux. Cette étude laisse aussi entendre que le développement
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économique serait le plus réussi s’il prenait place dans le cadre d’'une conception
moderne de la justice sociale, établie sur un systeme politique démocratique qui
favorise 1'équilibre entre les branches exécutive, législative, et judiciaire du
gouvernement ; I'égalité des opportunités ; les droits de 'homme ; et la souveraineté
populaire. Dans un contexte islamique, ce concept du développement exige une
réinterprétation des enseignements religieux. La présente étude vise a contribuer au
domaine des études religieuses en mettant en lumiere la pensée systématique d’un
penseur moderniste musulman d’esprit indépendant dont les contributions restent
sous-estimées dans des cercles académiques, et cela méme en Indonésie. La
participation de Sjafruddin a la conception et a la mise en application d'une
politique économique, autant que sa carriére d’intellectuel tres reconnu, nous
donnent une idée des promesses ainsi que des réalités du développement et de la

justice sociale dans un contexte religieux.
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NOTES ON SPELLING AND TRANSLITERATION

After 1972 Indonesian spelling was no longer based upon the rules of the
Dutch language. The letters c4, dj, j, nj, sj, ¢, and oe (old spelling) are now spelled
respectively as kA4, j, y, ny, sy, ¢ and u. So, for instance, “Masjumi” is now spelled
“Masyumi”, and “Pantjasila” is now “Pancasila”. 1 use this new spelling for all

Indonesian terms with the exception of most personal names.

As for the transliteration system for Arabic or Persian words, I use the
Library of Congress system recommended by the Institute of Islamic Studies.
However, I do not always use exact transliteration for words that have made it into
the English language, such as Qur’an and Hadith, or for Anglicized personal names

such as Fazlur Rahman or Khurshid Ahmad.

All translations, unless otherwise noted, are the author’s. Full translations for

titles of non-English sources are found in the bibliography.



PART ONE: INTRODUCTION

In July 2011, twenty-two years after the death of Mr. Sjafruddin
Prawiranegara, the government of Indonesia issued a Centennial Stamp
commemorating his services to the country. On November 7 of the same year, the
government conferred upon him the status of national hero. This move was initiated
earlier that year, amidst much public support, by the Committee of the Centennial
Commemoration of Mr. Sjafruddin Prawiranegara, which also proposed—more
controversially—that Sjafruddin be recognized as the Second President of the
Republic of Indonesia.! These two proposals were advanced with particular
reference to his services in leading the Emergency Government of the Republic of
Indonesia (PDRI) in Sumatra from 1948-1949, during which time the Dutch
occupied Indonesian territories in Java and Sumatra and captured the leadership of
the new Republic, including President Sukarno and Vice President Mohammad
Hatta. The Sjafruddin-led Emergency Government managed to preserve the
existence of Indonesia as a country with a functioning government by continuing to
conduct guerrilla warfare and establishing communication with various civilian and
military forces of the Republic government in Sumatra, Java, and abroad.?

This recognition is very significant with respect to the history and politics of

Indonesia during the past fifty years. Both during the Guided Democracy period and

1 Dr. (H. C.) A. M. Fatwa, Sekilas Catatan Satu Abad Mr. Sjafruddin Prawiranegara, 1911-2011
(Jakarta: Panitia Peringatan Satu Abad Mr. Sjafruddin Prawiranegara: 1911-2011, 2011), 2-4;
Akmal Nasery Basral, Presiden Prawiranegara: Kisah 207 Hari Syafruddin Prawiranegara
Memimpin Indonesia [President Prawiranegara: A Story of 207 Days of Syafruddin
Prawiranegara Leading Indonesia] (Bandung: Mizan, 2011); Iwan Satyanegara Kamah,
“Sjafruddin Prawiranegara dan Dato Muda Assaat: Dua Presiden Indonesia yang Menjaga
Proklamasi” [Sjafruddin Prawiranegara and Dato Muda Assaat: Two Indonesian Presidents
Guarding Proclamation] in George McTurnan Kahin et al, Sjafruddin Prawiranegara: Penyelamat
Republik [Sjafruddin Prawiranegara: Saviour of the Republic] (Jakarta: Yayasan Asrama dan
Pendidikan Islam “YAPI” in cooperation with Panitia Peringatan Satu Abad Mr. Sjafruddin
Prawiranegara, 1911-2011, 2011).

z Mestika Zed, Pemerintah Darurat Republik Indonesia: Sebuah Mata Rantai Sejarah yang
Terlupakan [The Emergency Government of Republic of Indonesia: A Forgotten Chain of History]
(Jakarta: Grafiti, 1997), 72-105.



no less during the New Order era, Sjafruddin’s name was associated primarily with
rebellion and, more regrettably, with Islamic fanaticism.3 The reasons for this were
political. Sjafruddin was involved with and even became Prime Minister of the
Pemerintah Revolusioner Republik Indonesia (PRRI), the Revolutionary
Government of the Republic of Indonesia, a movement that demanded regional
autonomy and held a staunchly anti-Communist bent (1958-1961). A powerful
image of Sjafruddin as a rebel leader thus emerged in the public realm, while his
services during the struggle of independence—especially his role in defending the
existence of the Republic between 1948 and 1949—faded from public
consciousness. Even during the New Order government, this image of Sjafruddin
persisted.* Though he and other political prisoners were released in 1966, the army-
dominated New Order government denied him and other former leaders of Masyumi

and the Indonesian Socialist Party (PSI) their full political rights as citizens.>

3 See, for example, Ward'’s analysis of the policy of the Suharto Government towards the leaders
of the former (now dismantled) Masyumi Party and the Partai Muslimin Indonesia (Indonesian
Muslim Party) in the late 1960s. K. E. Ward, The Foundation of the Partai Muslimin Indonesia
(Ithaca, NY: Modern Indonesia Project Southeast Asia Program Cornell University, 1970), 24 and
57-63. For many who knew Sjafruddin closely or understood his character and thinking, such as
the late Prof. George McTurnan Kahin of Cornell University, Dr. John O. Sutter, the Asia
Foundation's Representative for Indonesia, 1982-1984, the late Canadian economist Dr.
Benjamin Higgins, the late Prof. Herbert Feith, the late Professor Syed Hussein Alatas, Vice
Chancellor of Malay University, Kuala Lumpur, the late Indonesian political scientist Prof. Deliar
Noer, Sjafruddin’s biographer Ajip Rosidi, and last but not least well-known Indonesian
economist and social thinker Prof. M. Dawam Rahardjo, such an image is far from reality.

4R.Z. Leirissa, PRRI PERMESTA: Strategi Membangun Indonesia tanpa Komunis (Jakarta: Grafiti,
1991/1997), 193.

5 Leirissa, PRRI PERMESTA, 207. In actuality, Suharto, then Acting President said on July 27,
1967: “Regarding those who were involved in the PRRI], and have received amnesty, the
government wants to assert that as citizens they [have equal rights] as other citizens of
Indonesia. Those who were previously exposed to legal action should be treated in accordance
with civil service rules in agreement with the existing law, which upholds human rights.” But
worried about the influence of the former Masyumi and PSI leaders, the New Order government
rejected the rehabilitation of the two parties. The regime also restricted their participation in
political activities, banning them from taking part in aspects of political life such as assuming
senior positions in central party leadership and moreover, in the case of former Masyumi
members, depriving around 2.500.00 of them their right to vote in the general election of 1971.
See also Ajip Rosidi, Sjafruddin Prawiranegara: Lebih Takut kepada Allah SWT, Sebuah Biografi
(Jakarta: Inti Idayu Press, 1986), 242; Ward, Foundation, 57-59.



Consequently, his contributions were largely forgotten.6 Furthermore, on a larger
scale, the PRRI-Permesta’ movement had not yet received a full and fair assessment
by historians of the Republic. This was indeed a case where prevailing
interpretations of “truth” and “history” belonged to the victors and reflected the
viewpoint of those in power.

Broadly speaking, the purpose of this thesis is to bring into light two salient
features of Sjafruddin’s political and intellectual career: his religious and socio-
economic thought as these are integrated within his concept of social justice. These
constitute his most important and relevant contributions to the Indonesian people
but have been largely neglected.

In addition to the historical amnesia of the significance of Sjafruddin’s role in
ensuring the survival of the Republic, no less regrettable is his neglect as an Islamic
thinker. He was recognized as one of the prominent members of a progressive left-
wing group within the Masyumi Party called the religious socialists that formed a
formidable alliance with Sutan Sjahrir’s PSI and other progressive leaders, including
Dr. Johannes Leimena from the Christian Party and L]J. Kasimo from the Catholic

Party.8 Moreover, Sjafruddin was among former Masyumi leaders who continued—

6 Fatwa, Sekilas Catatan, 6-7. Many Indonesians who because of their status, job or position
should be familiar with Sjafruddin instead know of him only vaguely or not at all. Among these
are a high ranking government official, a PhD in political science, two students of a department of
social sciences in a prestigious university in Indonesia, a former Indonesian ambassador to a
country in the Middle East, and—most ironic—a former Secretary General of Ministry of Finance,
in which Sjafruddin served three times as Minister.

7 Barbara S. Harvey, Permesta: Half a Rebellion (Ithaca, NY: Cornell Modern Indonesia Project,
Southeast Asia Program, Cornell University, 1977), 1. PRRI was proclaimed at Bukit Tinggi, West
Sumatra on February 15, 1958. Permesta (Perjuangan Semesta, Inclusive, Overall or Universal
Struggle) was the name of a charter issued in Makassar, South Sulawesi on March 2, 1957. One of
its demands was for provincial autonomy. Not all of its signatories, however, joined with the
PRRI. Some, especially those who came from South Sulawesi, were persuaded or successfully
neutralized by the central government. The name continued to be used by those who joined with
the Sumatra-based movement in opposition to the central government. They came largely from
Christian majority area of North Sulawesi.

8 The group included, among others, Mohammad Natsir, Mohammad Roem (Minister of Foreign
Affairs 1950-1951), Prawoto Mangkusasmito (General Chairman of Masjumi 1959-1960 and
Deputy Prime Minister 1952-1953), and Dr. Abu Hanifah (Minister of Education 1949-1950). Dr.
Sukiman Wirjosandjojo (General Chairman of Masyumi 1945-1949 and Prime Minister 1951-



since the period of Independence and the 1950s through the 1980s—to write on
Islam in the context of contemporary problems that arose in Indonesia. In his
writings he commented on political, economic, social and international affairs of the
nation and recommended courses of actions for Muslims and Indonesians.’ He also
reflected on problems of religion and philosophy, especially while he was in prison
(1961-1966).1° Through these writings, and his prior involvement in the revolution
and subsequent republican governments, Sjafruddin became known as one of
Indonesia’s foremost public intellectuals and Muslim leaders. He had a reputation
for level-headed and rational analysis of the issues, at times to the detriment of his
own personal safety.!! Sjafruddin not only addressed and criticized the New Order
regime’s policies but also argued critically for many innovative, progressive and

controversial ideas among Muslims.!? Despite this, however, it would seem that only

1952) and Jusuf Wibisono (Minister of Finance 1951-1952) represented a more “nationalistic”
orientation but shared many similar views with the group. Other groups within Masyumi
included its right wing, consisting of Nahdat al-‘Ulama’ (NU) and more conservative elements of
the Muhammadiyah, as well as fundamentalist-reformist groups such as Persatuan Islam (Islamic
Unity), which Kahin probably included in his classification of the right-wing. See George
McTurnan Kahin, Nationalism and Revolution in Indonesia, Studies on Southeast Asia no. 35, ed.
Benedict R. O’G. Anderson et al. (Ithaca: Cornell University Press, 1952; reprint, Ithaca: Cornell
Southeast Asia Program, 2003), 157-158, 194, 309-311; Herbert Feith, The Decline of
Constitutional Democracy in Indonesia ( Ithaca: Cornell University Press, 1962; reprint, 1978),
45,137 and 145. Allan Samson classified Masyumi into three factions: reformist,
accommodationist, and fundamentalist. Although Samson did not mention Sjafruddin, it would
seem from Samson’s description that the latter would fall within the reformist faction. See Allan
A. Samson, “Religious Belief and Political Action in Indonesian Islamic Modernism,” in Political
Participation in Modern Indonesia, Monograph Series No. 19, ed. R. William Liddle, (New Haven:
Yale University Southeast Asia Studies, 1973), 118-120.

9 Sjafrudin Prawiranegara, /slam Sebagai Pedoman Hidup, vol. 1 of Kumpulan Karangan Terpilih,
ed. Ajip Rosidi (Jakarta: Inti Idayu Press, 1986).

10 Rosidi, Sjafruddin Prawiranegara, 224-231.

11 Sjafruddin Prawiranegara, “Pancasila as the Sole Foundation,” /ndonesia 38 (October 1984):
74-83; Sjafruddin Prawiranegara, Human Development: Pola Pembangunan yang sesuai dengan
Ajaran-ajaran Islam dan UUD ‘45 (Jakarta: Bulan Bintang, 1977), 14-17.

12 See, for example, Sjafruddin’s proposal to reconsider the existence of Ministry of Religious
Affairs, due to his fear that it would become a means for the commercialization of religion for
political gain or an instrument serving the interest of the government and Ministry officials. See
Sjafruddin Prawiranegara, A/- Aqabah, Pendakian yang Tinggi: Beberapa Pikiran tentang
Pembangunan (Jakarta: Bulan Bintang, 1971), 10.



a few people today, first and foremost Mohammad Dawam Rahardjo, truly

understand the liberal orientation of Sjafruddin’s thinking.13

There are several factors that have contributed to the enormous lack of
discussion of Sjafruddin’s religious thinking within Islamic discourse in general, not
to mention within liberal Islamic philosophy and the renewal of Islamic thought in
Indonesia. Many have assumed that Sjafruddin’s thinking on Islamic issues,
especially Islam and politics in Indonesia in the New Order period, is synonymous
with that of Mohammad Natsir, the most prominent and influential Masyumi leader.
This assumption is not unfounded, given Sjafruddin’s deep rapport with Natsir
during his involvement with Masyumi and with the Dewan Dawah Islamiyah
Indonesia (DDII), the Council of Indonesian Islamic Mission, an Islamic missionary
organization established by Natsir and other former Masyumi leaders after the New
Order regime rejected their attempt to rehabilitate Masyumi (banned by Sukarno)
as a political party.1* Despite the close relationship between the two men, however,
Sjafruddin should be considered a distinct thinker in his own right. This is reflected
in Sjafruddin and Natsir’s divergent attitudes towards the new political reality after
the collapse of Sukarno’s Guided Democracy regime and the emergence of the army-
dominated New Order. The authoritarian and Machiavellian nature of these regimes
alienated Natsir, Sjafruddin and other Masyumi leaders.!> In Natsir’s case, he
became less creative in dealing with various issues and began to lose his grasp of the

dynamics of this new development. Although his ideas were still moderate, many

13 M. Dawam Rahardjo, Perspektif Deklarasi Makkah: Menuju Ekonomi Islam (Bandung: Mizan,
1987/1989), 19-22.

14 Robert W. Hefner, Civil Islam: Muslims and Democratization in Indonesia (Princeton: Princeton
University Press, 2000), 107. For a more detailed description of the activities of DDII in
education, call/mission, health, and agriculture, see Mohammed Kamal Hassan, “Contemporary
Muslim Religio-Political Thought in Indonesia: The Response to ‘New Order Modernization™
(Ph.D. diss., Columbia University, 1975), 105-108.

15 Hefner, Civil Islam, 111-113; Robert Cribb and Colin Brown, Modern Indonesia: A History since
1945 (London: Longman, 1995), 127-128.



people perceived them as less inspiring and refreshing than they had been from the
1930s until the 1950s.16 The harsh policies of these regimes, especially the New
Order government, had driven Natsir toward conservatism.!” However, this was not
the case with Sjafruddin. Despite his own disappointments he was able to provide a
more positive, though still critical, response to the policies of the New Order regime,
maintaining the vigour and energy necessary to engage dynamically with the
problems and challenges posed by the new reality. This attitude was reflected in his
ability to respond fairly and reasonably to an issue or problem. As we shall see, he
did not take an intrinsically critical stance against the authoritarian regime. When he
agreed with a government policy, his support was unaffected by the concern that his
views might be construed as favourable to the regime and contrary to Muslim
popular opinion.

Despite the neglect of Sjafruddin’s role in the national struggle and Islamic
thought in Indonesia, he has nonetheless received broad appreciation and attention
among foreign scholars and observers of the Indonesian economy. Sjafruddin’s
economic development ideas and policies were considered to be the most open to
foreign direct investment, friendly to the role of private companies, sober with
regard to nationalization, prudent on spending, and pragmatic in other economic
policies.!® His economic ideas had a noticeable impact on the economic policy of the

New Order government.!®

16 Hefner, Civil Islam, 103. Natsir’s indirect criticisms of Nurcholish Madjid’s ideas for renewal
revealed this tendency. See Fachry Ali and Bahtiar Effendy, Merambah Jalan Baru Islam:
Rekonstruksi Pemikiran [slam Indonesia di Masa Orde Baru (Bandung: Mizan, 1990), 141-142.
Natsir seemed to be preoccupied by “the unity of the Ummah” (Muslim community), an idealistic
concept or situation which almost has never occurred in Indonesia, even in the 1950s when
Masyumi constituted an influential and dominant Islamic party. Cf. Samson, “Religious Belief,”
130.

17Hefner, Civil Islam, 101.

18 See for example, Bruce Glassburner, “Economic Policy-Making in Indonesia, 1950-1957,” in The
Economy of Indonesia: Selected Readings, ed. Bruce Glassburner (Ithaca: Cornell University
Press, 1971), 70-98; John O. Sutter, /ndonesianisasi, Politics in a Changing Fconomy, 1940-1955,
Data Paper no. 36 (Ithaca, New York: Department of Far Eastern Studies, Southeast Asia Program,



The idea of social justice is very important in Indonesian national
consciousness. The purpose of development in accordance with the Constitution of
the Republic of Indonesia is “to develop general prosperity, realize social justice for
all Indonesians, and advance the nation’s life.”20 However, despite the prevalence of
this concept in Indonesian political discourse, social justice still remains a distant
ideal. Consecutive Indonesian governments, as we shall see, have had different—
even opposing—ideologies and strategies by which to achieve that ideal. The series
of cabinets in the period of the liberal parliamentary democracy (1950-1957) failed
because of various economic, political and ideological factors, as well as domestic
and international problems which eventually brought down the system.?! President
Sukarno’s Guided Democracy (1957-1966), accompanied by Ekonomi Terpimpin
(Guided Economy), which attempted to transform the Indonesian economic
structure into a socialist model, Sosialisme a la Indonesia, ultimately failed to
enhance the level of economy and political stability due to economic
mismanagement, internal political-ideological contradictions, conflicts of interests
among the regime’s supporting groups, and military confrontation with Malaysia.

The Guided Democracy system created political instability and economic disaster.22

Cornell University, 1959); Benjamin Higgins with Jean Higgins, /ndonesia: The Crisis of the
Millstones, A Search Light Original, ed. George W. Hoffman and G. Etzel Pearcy (Princeton, NJ: D.
Van Nostrand Company, 1963); Benjamin Higgins, /ndonesia’s Economic Stabilization and
Development (New York: Institute of Pacific Relations, 1957); Benjamin Higgins, “Thought and
Action: Indonesian Economic Studies and Policies in the 1950s,” Bulletin of Indonesian Economic
Studies 26, no. 1 (April 1990): 37-47. The most recent writing on Sjafruddin’s economic ideas is
Thee Kian Wie, “The Debate on Economic Policy in Newly-Independent Indonesia between
Sjafruddin Prawiranegara and Sumitro Djojohadikusumo,” /tinerario 34.1 (March 2010): 1-22.

19 M. Dawam Rahardjo, Pragmatisme dan Utopia: Corak Nasionalisme Ekonomi Indonesia
(Jakarta: LP3ES, 1992), 45-55; Robert C. Rice, “The Origin of Economic Ideas and Their Impact on
Economic Development in Indonesia,” Masyarakat Indonesia 9, no. 2 (1982): 141-154.

20 Constitution of Republic of Indonesia of 1945 (2002), preamble.

21 Higgins with Higgins, /ndonesia, 85-87; Glassburner “Economic Policy-Making,” 90-91.

22 Jan Chalmers, “Introduction,” in The Politics of Economics Development in Indonesia:
Contending Perspectives, ed. lan Chalmers and Vedi R. Hadiz (London: Routledge, 1997), 15-17;
Howard Dick, “Formation of the Nation-State, 1930s-1966,” in The Emergence of a National
Economy: An Economic History of Indonesia, 1800-2000, ed. Howard Dick et al (Crows Nest,
NSW: Asian Studies Association of Australia, Allen & Unwin and University of Hawai'’i Press,
2002), 186-191; M. C. Ricklefs, A History of Modern Indonesia since c. 1200, 4th ed. (Stanford,



The subsequent Army-dominated “New Order” regime (1966-1998) reversed the
policies of its predecessor, reintegrating Indonesia into the global economy and
receiving massive foreign support in the process. The regime also devised a highly
centralized authoritarian system and achieved a level of national unity and stability
that enabled the government to engineer economic growth. However on the other
hand, flagrant unequal distribution, increased economic disparities, tightly-
controlled socio-cultural development, and rampant corruption were tolerated as
people lost their political freedom and had to endure suppression and violence to
retain the New Order’s national stability and economic benefits. Economic crisis,
which culminated in violent riots and widespread demonstration, finally brought the
New Order regime’s rule to an end on May 21, 1998.23

In the post-New Order period Indonesia has had democratically elected
governments which have implemented liberal pro-market economic policies.
Changes have taken place since then; economic and monetary stability was
eventually achieved, though still not to the fullest and immediate extent. Inefficiency
including widespread corruption and unequal distribution still constitute striking
complications that inhibit the realization of the ideals of a just and prosperous

society.24

CA: Stanford University Press, 2008), 318-321; Bruce Glassburner, “Indonesian Economic Policy
after Sukarno,” in The Economy of Indonesia: Selected Readings, ed. Bruce Glassburner (Ithaca:
Cornell University Press, 1971), 428-432.

23 Hal Hill, The Indonesian Economy, 2™ ed. (Cambridge: Cambridge University Press, 2000),
272-283; Mohammad Sadli, “The Indonesian Crisis,” in Southeast Asia’s Economic Crisis: Origins,
Lessons, and the Way Forward, ed. H.W. Arndt and Hal Hill (New York: St. Martin’s Press, 1999),
18-19; John Bresnan, “The United States, the IMF, and the Indonesian Financial Crisis,” in The
Politics of Post-Suharto Indonesia, ed. Adam Schwartz and Jonathan Paris (New York: Council on
Foreign Relations Press, 1999), 88; Miftah Wirahadikusumah, “The Rise and Development of the
Indonesian New Order Regime” (Ph.D. diss., University of Hawaii, 1990), 19-27.

24 Richard Robison and Kevin Hewison, “Introduction: East Asia and the Trials of Neo-
Liberalism,” in East Asia and the Trials of Neo-Liberalism, ed. Kevin Hewison and Richard
Robison (London: Routledge, 2006), ix; Hadi Soesastro and Raymond Atje, “Survey of Recent
Developments,” Bulletin of Indonesian Economic Studies 41, no. 1 (2005): 7; Damien Kingsbury,
The Politics of Indonesia, 3rd ed. (Oxford: Oxford University Press, 2005), 114-115; Sadli,
“Indonesian Crisis,” 21; Richard Robison and Vedi R. Hadiz, Reorganizing Power in Indonesia:



For modern nation-states such as Indonesia with pluralistic religious and
ethnic groups, the principle of social justice is very significant because it can be the
basis for unity, prosperity and sustainability of the nation.2> According to Miller, the
modern concept of social justice is oriented towards society, to effect change in the
social structure and conditions. For this purpose, Miller emphasizes, social justice
requires the state as an institutional structure to carry out legislative and policy
changes that operate on an individual level and which can make purposeful reforms
in the name of fairness. Miller also emphasizes that the state, despite its power and
directing capacity, nonetheless requires the cooperation of its citizens, a range of
social institutions and practices to make the reforms work, and last but not least, a
culture of social justice penetrating major social institutions and individual
behaviour. He argues that only nation-states are able to ensure the successful
implementation of the principles of justice.26

Social justice is a broader concept than that of economic justice. According to
Arthur and Shaw, economic justice is conceived of as an essential component of
social justice. Although both deal with the equitable distribution of wealth in society,
economic justice may be accomplished without social justice, but not the reverse.2”
Social justice “refers to the structure and policies of a society, and to its political,
legal, economic and social institutions”.?8 John Isbister asserts that social justice has

three components: equality, freedom, and efficiency. According to him, “[p]eople

The Politics of Oligarchy in an Age of Markets (London: Routledge Curzon, 2004): 3; Richard
Robison and Vedi R. Hadiz, “Indonesia: Crisis, Oligarchy, and Reform,” in The Political Economy of
South-FEast Asia: Markets, Power, and Contestation, ed. Garry Rodan, Kevin Hewison, and Richard
Robison, 3rd ed. (Oxford University Press, 2006): 112.

25 John Rawls, A Theory of Justice, rev. ed. (Cambridge, MA: Belknap Press of Harvard University
Press, 1999), 3-6; John Rawls, Justice as Fairness: A Restatement (Cambridge, MA: Harvard
University Press, 2001), 1-9 and 42-44; David Miller, Principles of Social Justice (Cambridge,
Massachusetts: Harvard University Press, 1999), 4 and 271.

26 Miller, Principles of Social Justice, 4-6, 11-13 and 18-19.

27 John Arthur and William Shaw, Justice and Economic Distribution, 2nd ed. (Eaglewood Cliffs,
NJ: Prentice Hall, 1991), 5.

28 Mohammad Hashim Kamali, Freedom, Equality and Justice in Islam (2002; repr. Cambridge,
UK: The Islamic Texts Society, 2010), 106.
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deserve to be treated as equals, they deserve to be free, and they deserve to get the
best they can out of their limited resources.”?? Social justice, therefore, requires a
situation in which political powers and liberties are justly distributed, whereas an
unjust distribution of these would be acceptable for economic justice.3?

In the present time the topics of social justice and the moral perspective on
economic justice have gained new significance. The search for an appropriate way to
realise the ideals of social justice and economic prosperity underlies contemporary
discussions, which revolve around the difficulties of reconciling economic growth
with equality, market economy with moral-ethical principles, and practical merits of
capitalism with their ethical problems.3! In addition, a number of authors try to
more comprehensively define prosperity and happiness, work to reconcile economic
efficiency and morality, approach ethics and economics from the standpoint of
Christianity and other religious traditions including Islam and Judaism, and critically
question injustices and moral-ethical problems brought about by global capitalism.32
There are also religiously-based viewpoints which are less critical of current global

capitalism or even promote it.33 Although many prominent religious figures and

29 John Isbister, Capitalism and Justice: Envisioning Social and Economic Fairness (Bloomfield,
CT: Kumarian Press, 2001), 4.

30 Arthur and Shaw, Justice, 5.

31 See, for example, Daniel K. Finn, The Moral Ecology Markets: Assessing Claims about Markets
and Justice (Cambridge: Cambridge University Press, 2006); Yuichi Shionoya, £Fconomy and
Morality (Cheltenham, UK: Edward Elgar, 2005); John Douglas Bishop, ed., Ethics and Capitalism
(Toronto: University of Toronto Press, 2000); John W. Chapman and J. Roland Pennock, Markets
and Justice (New York: New York University Press, 1989); Trent Schroyer, Beyond Western
Economics: Remembering Other Economic Cultures (London: Routledge, 2009).

32 Rebecca M. Blank and William McGurn, eds., Is the Market Moral? A Dialogue on Religion,
Economics, and Market (Washington, D.C.: Brookings Institution Press, 2004); Daniel K. Finn, ed.,
The True Wealth of Nations: Catholic Social Thought and Economic Life (Oxford: Oxford
University Press, 2010); Jonathan B. Imber, ed., Markets, Morals & Religion (New Brunswick:
Transaction Publishers, 2008); Charles Tripp, /slam and the Moral Economy: The Challenge of
Capitalism (Cambridge University Press, 2006); John H. Dunning, ed., Making Globalization Good:
The Moral Challenges of Global Capitalism (Oxford: Oxford University Press, 2003); Dieter Hessel
and Larry Rasmussen eds., Farth Habitat: Eco-Justice and the Church’s Response (Minneapolis:
Fortress Press, 2001); Peter H. Sedgwick, 7he Market Economy and Christian Ethics (Cambridge:
Cambridge University Press, 1999).

33 Michael Novak, The Spirit of Democratic Capitalism (New York: Simon and Schuster, 1982);
Michael Novak, The Catholic Ethic and the Spirit of Capitalism (New York: Free Press
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thinkers admit that global capitalism has the ability to be “the most efficient
economic system for wealth creation, [they] also caution that without a firm and
socially inclusive moral foundation, its institutions will not be motivated or conduct
themselves in a way which is both democratically acceptable and sustainable over
time.”34

Justice in general, including social justice, is also a theme in contemporary
Islamic thought.35> Many Muslim and non-Muslim writers have shown the
prominence of justice in Islamic teachings. In theory, it is considered to be a
supreme virtue and one of the most basic and overriding values in Islam. However,
in practice the concept is elusive and there are many different interpretations of its
scope and meaning.3® Sjafruddin’s view of the importance of social justice in
economic development was derived not only from the teachings of Islam but also
from socialism, which was popular in Indonesia since the early twentieth century.
The popularity of socialism—including Marxism and communism—among both
[slamic and secular Indonesian nationalist leaders was a reaction to the exploitation

of, and racial discrimination against, indigenous Indonesian populations employed

and Maxwell Macmillan Canada, 1993); Peter L. Berger, ed., The Capitalist Spirit: Toward A
Religious Ethic of Wealth Creation (San Francisco, CA: ICS Press, 1990; Imber, Markets; Peter L.
Berger and Gordon Redding, eds., The Hidden Form of Capital: Spiritual Influences in Societal
Progress (London: Anthem Press, 2010).

34 John H. Dunning, “Introduction,” in Making Globalization Good: The Moral Challenges of Global
Capitalism, ed. John H. Dunning (Oxford: Oxford University Press, 2003), 3.

35 Fazlur Rahman, “Islam: Challenges and Opportunities,” in /s/lam: Past Influence and Present
Challenge, ed. Alford T. Welch and Pierre Cachia (Edinburgh: Edinburgh University Press, 1979),
319-320; Fazlur Rahman, “Roots of Islamic Neo-Fundamentalism,” in Change and the Muslim
World, ed. Philip H. Stoddard et al (Syracuse: Syracuse University Press in cooperation with the
Washington Center of the Asia Society, the Middle East Institute, and the National Committee to
honour the Fourteenth Centennial of Islam, 1981), 30-31.

36 Lawrence Rosen, “Islamic Concepts of Justice,” in The SAGE Handbook of Islamic Studijes, ed.
Akbar S. Ahmed and Tamara Sonn (London: SAGE Publications, 2010), 69-82; Gudrun Kramer,
“Justice in Modern Islamic Thought,” in Shari‘a: Islamic Law in the Contemporary Context, ed.
Abbas Amanat and Frank Griffel (Stanford: Stanford University Press, 2007), 20-37. Fazlur
Rahman, Major Themes of the Qur'an (Minneapolis: Biblioteca Islamica, 1980), 37; Kamali,
Freedom, Equality and Justice in Islam, 107.
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by the Dutch colonial government.3” Socialism exerted a strong influence in the
Indonesian nationalist movement, so much so that the founding fathers of the nation
included social justice among the principles of Pancasila, the state ideology, thus
framing it, along with the realization of a just and prosperous society, as the primary
aspiration of the nation.3® Sjafruddin was active in the underground movement led
by Sutan Sjahrir, the prominent leader of a socialist group in Indonesia, during the
time of the Japanese occupation. Only after independence did Sjafruddin join an
Islamic organization for the first time. He became a member of the Masyumi Islamic
political party in 1945 and began to study Islam more seriously.3°

Here I focus primarily on the discussion of Sjafruddin’s view on the concept
of social justice and its implementation in economic development. As this work will
show, Sjafruddin’s conception of social justice was unique and departed from that of
other Muslim thinkers such as Sayyid Qutb, Mustafa al-Siba‘Tt Muhammad Bagqir al-
Sadr, Murtada Mutahhari, and Fazlur Rahman, all of whom discussed the issue of
social justice only at a normative or philosophical level. In contrast, Sjafruddin
discussed the issue both in normative-philosophical terms as well as in concrete
terms of policies for economic development. This study will also present the
contrast between the views of Sjafruddin and those of proponents of the idea of
Islamic economics such as Muhammad Abdul Mannan, Muhammad Umer Chapra,
and Khurshid Ahmad, to mention a few. Among Indonesian Islamic figures,

Sjafruddin was unique in his ideas of social justice and economic development. He

37 Cribb and Brown, Modern Indonesia, 6-13; Clive Christie, /deology and Revolution in Southeast
Asia 1900-1980: Political Ideas of the Anti-Colonial Era (Richmond, Surrey: Curzon Press, 2001),
esp. 24-72; Takashi Shiraishi, An Age in Motion: Popular Radicalism in Java, 1912-1926 (Ithaca:
Cornell University Press, 1990).

38 Chalmers, “Introduction,” 2-3, 7 and 9.

39 Sjafruddin Prawiranegara, “Recollections of My Career,” Bulletin of Indonesian Economic
Studies 23, no. 3 (December 1987): 101; Sjafruddin Prawiranegara, “Peranan Islam dalam
Perjuangan Kemerdekaan dan Pembangunan,” in Is/am Sebagai Pedoman Hidup, vol. 1. of
Kumpulan Karangan Terpilih, ed. Ajip Rosidi (Jakarta: Inti Idayu Press, 1986), 256; Rosidi,
Sjafruddin Prawiranegara, viii-x.
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stood in the strategic position of not only formulating principles of social justice but
also having the capacity to directly implement them, having served as Minister of
Finance, Minister of Prosperity, and Governor of the Central Bank, as well as leader
of the Masyumi Islamic party.

Another unique aspect of Sjafruddin’s concept of social justice, as we shall
see, is that it was implemented, during the early years of Independence, through
rational and realistic-pragmatic economic policies, and not the nationalization of
foreign enterprises or the rejection of foreign investment due to nationalistic
sentiments. He argued for moderate, gradual and reasonable policies to transform
the remnants of colonial economic structures and to solve economic and social
problems. For Sjafruddin, it was preferable to maintain social and economic growth
and stability in order to provide people with jobs than to satisfy emotional
nationalistic feeling or sentimental national pride by taking over foreign companies
or nationalizing them by force, a development which nonetheless eventually occured
in the late 1957 against his advice.#® He also proposed deregulation and
enforcement of the rule of law, and worked to eliminate sources of corruption.*!
Sjafruddin was very opposed to the politics of political discrimination against
Chinese-Indonesians on the part of the Indonesian government, arguing for the
recognition and implementation of their rights as citizens and workers as fully equal
to those of other Indonesians.*? Sjafruddin also emphasized justice for the regions,
especially those outside of Java (Outer Islands). According to him, the centralization

of power in Jakarta was one major hindrance to development, which necessitated

40 Sjafruddin Prawiranegara, “Dasar Politik Kemakmuran,” in Ekonomi dan Keuangan: Makna
Ekonomi Islam, vol. 2 of Kumpulan Karangan Terpilih, ed. Ajip Rosidi (Jakarta: CV Haji Masagung,
1988), 94-99.

41 Sjafruddin Prawiranegara, “Membangun Kembali Ekonomi Indonesia,” in Ekonomi dan
Keuangan: Makna Ekonomi Islam, vol. 2 of Kumpulan Karangan Terpilih, ed. Ajip Rosidi (Jakarta:
CV Haji Masagung, 1988), 168-219.

42 Prawiranegara, “Membangun Kembali,” 193-194.
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that the central government give real autonomy to the regions.#3 He also insisted
that economic development required peace and friendship with other nations
including the Dutch, towards whom many other Indonesian nationalist leaders
displayed enmity and resentment. Sjafruddin’s nationalism was not a xenophobic
one.**

Sjafruddin was also an independently-minded Muslim economist. Like other
such thinkers he did not separate the economic from religious and moral teachings,
a holistic approach reflected in his ideas and policies on economic development. He
derived the spirit and ethics of social justice from the teachings of the Qur’an and the
traditions of the Prophet (Hadith).#> However, at variance with many Islamic
scholars, he employed scripture not to justify a normative-legalistic approach, but
instead to derive the principle or spirit behind the letter, taking it as a source of
ethical guidance and inspiration. References to the verses of the Qur’an and Hadith
invigorated his proposals for repairing and rebuilding the Indonesian economy,
including policies to increase production, foster efficiency in the state’s management
of economic affairs, and ensure prosperity and just distribution.*6

As this study will show, Sjafruddin’s economic views and policies to realize
social justice and prosperity were also influenced by practices of European welfare

states, especially Scandinavian (Sweden, Norway, and Denmark) and Benelux

43 Prawiranegara, “Dasar Politik Kemakmuran,” 89.

44 Prawiranegara, “Membangun Kembali,” 219.

4SHadith (Arabic plural, ahadith) is “a report describing the words, actions, or habits of the
Prophet”; it is “the unit through which the Sunna was preserved, transmitted, and understood...”
The Sunna itself is “[t]he normative legacy of the Prophet.” Jonathan A. C. Brown, Hadith:
Muhammad'’s Legacy in the Medieval and Modern World, (Oxford: Oneworld Publications, 2009),
3.

46 Sjafruddin Prawiranegara, “Ekonomi Terpimpin,” in £konomi dan Keuangan: Makna Ekonomi
Islam, vol. 2 of Kumpulan Karangan Terpilih, ed. Ajip Rosidi (Jakarta: CV Haji Masagung, 1988),
115-136; Prawiranegara, “Membangun Kembali,” 168-219; Sjafruddin Prawiranegara, “Sekali
Lagi: Tinjauan tentang Politik Ekonomi dan Keuangan,” in Ekonomi dan Keuangan: Makna
Ekonomi Islam, vol. 2 of Kumpulan Karangan Terpilih, ed. Ajip Rosidi (Jakarta: CV Haji Masagung,
1988), 251-259.
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(Belgium, the Netherlands, and Luxembourg) countries,*” and by Neo-Classical
economics.#® Professor Rahardjo compared Sjafruddin to Milton Friedman in terms
of his emphasis on monetary policy controlling the regulation of the money supply
and interest rate intended to increase economic growth and stability.# In addition,
Sjafruddin bore a resemblance to Paul Samuelson, as his views reflect a synthesis of
of Keynesianism with neo-classical theory. This amalgam is termed Neo-
Keynesianism, Neoclassical synthesis, or, according to Joan Robinson, “bastard
Keynesianism”.50 However, as will be demonstrated, despite all these influences
Sjafruddin had his own views on the economy and on how Indonesia should select
and execute economic policies in accordance with the country’s unique conditions
and circumstances. He argued, for example, that Keynes' theory could not be
accepted at face value or carried out in a country, including Indonesia, whose
conditions differed from those present in the country where the theory was born.
Western economic theories did, in his opinion, contain some truths that were useful
for Indonesia, but these should be investigated and examined in depth, especially
with respect to which parts of the theories are valid for and applicable to

Indonesia.>!

47 Sjafruddin Prawiranegara, “Adakah Konsep atau Sistem Ekonomi Khusus Islam?” in Fkonomi
dan Keuangan: Makna Fkonomi Islam, vol. 2 of Kumpulan Karangan Terpilih, ed. Ajip Rosidi
(Jakarta: CV Haji Masagung, 1988), 351.

48 Rahardjo, Pragmatisme dan Utopia, 45; see also Sjafruddin Prawiranegara, “Apa yang
Dimaksud dengan Sistem Ekonomi Islam?” in Ekonomi dan Keuangan: Makna Ekonomi Islam, vol.
2 of Kumpulan Karangan Terpilih, ed. Ajip Rosidi (Jakarta: CV Haji Masagung, 1988), 266;
Prawiranegara, “Ekonomi Terpimpin,” 134-136; Prawiranegara, “Membangun Kembali,” 168-
219.

49 See Rahardjo, Pragmatisme dan Utopia, 45.

50 Frank Stilwell, Political Economy: The Contest of Economic Ideas, 2" ed. (Melbourne: Oxford
University Press, 2006), 309. According to Stilwell, neo-Keynesianism “...stresses the equilibrium
in the macroeconomic system, albeit not guaranteeing full employment. Politically, it accepts the
case for a limited set of discretionary fiscal and monetary policies to fine tune the economy,
reconciling equilibrium with full employment, but otherwise leaving the economy to function
largely according to the principles of private enterprise” (308-9).

51 Sjafruddin Prawiranegara, “Tinjuan Singkat tentang Uang dan Bank Sentral,” in EFkonomi dan
Keuangan: Makna Ekonomi Islam, vol. 2 of Kumpulan Karangan Terpilih, ed. Ajip Rosidi (Jakarta:
CV Haji Masagung, 1988), 156.
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As 1 have mentioned above, Sjafruddin’s concept of social justice diverged
from that of the proponents of Islamic economics. Sjafruddin argued that interest in
the modern-capitalist system of financial intermediation was not 763, usury. He thus
saw no need for a free-interest banking and financial system as an alternative to the
current one. While admitting that financial practices of the conventional banking
system contained many excesses and deviations, Sjafruddin nonetheless believed
that it constituted an efficient system of production and distribution which would
ensure economic prosperity and justice. He argued that the basic elements of
modern capitalism—private ownership of property, the systematic and self-
interested pursuit of profit, and the exchange of goods and services on the basis of
market prices>2—were in accordance with human nature and Islam. However, in his
view, excessive liberal capitalism was also against Islam and nature.>3

In the pattern of Islamic thought which has emerged during the modern
period, Sjafruddin belongs to the liberal or progressive modernist stream.
Sjafruddin’s thinking can be classified within the Islamic liberal modernist tradition
pioneered by Sayyid Ahmad Khan, Muhammad Abduh, Muhammad Igbal, and Fazlur
Rahman, among others, which emphasizes dialogue, peace, and cooperation,
promotes the humanistic and ethical values of Islam rather than its formal-legalistic
interpretation, stresses the importance of jjtihad (new interpretation) concerning
the nature of reason and its relation to religious, social and political reforms, and
advocates for the establishment of constitutional and representative forms of

government and the realization of social justice.5*

52 Peter Saunders, Capitalism, (Minneapolis: University of Minnesota Press, 1995), 3-7.

53 Prawiranegara, “Apa yang Dimaksud,” 260-295.

54 Charles Kurzman identifies three major traditions of Islam in modern-contemporary time:
customary, revivalist, and liberal. He further classifies liberal Islam into three principal “modes”:
The first sanctions liberal positions as authorized by the Shari‘ah; the second mode argues that
Muslims are free to adopt liberal positions on subjects that the Shari‘ah leaves open to human
ingenuity; and the third mode suggests that the Shari‘ah, while divinely inspired, is subject to a
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This topic has not been previously addressed from this point of view, and
Sjafruddin’s Islamic thought remains relatively unexamined even within the
discourse on Islamic contemporary thought in Indonesia. An exception is M. Dawam
Rahardjo, professor of economics at the Muhammadiyah University of Malang and
Chairman of the Board of Directors of Lembaga Studi Agama dan Filsafat (LSAF,
Institute for the Study of Religion and Philosophy) in Jakarta, who briefly discussed
Sjafruddin’s views on usury in his book on Islamic economics.>> He also treated
Sjafruddin’s views and policies on national economic development in a book on
economic thought in Indonesia.>¢ Meanwhile, Rahardjo’s monograph on Sjafruddin,
focussing on the latter’s role in Indonesian economic development, was written in
tribute to him not long after he passed away in February of 1989. In it, Rahardjo
referred to Sjafruddin as a technocrat who has wielded considerable influence over
the economic policy of the New Order government.>?

In his B.A. thesis in the Department of History at the University of Indonesia,
Edi Sudarjat specifically addresses Sjafruddin Prawiranegara’s economic thought,
locating Sjafruddin’s ideas within the context of Indonesian economic history.

Sudarjat’s thesis is two-fold, discussing firstly, Sjafruddin’s contribution to

plurality of human interpretations. The present writer would include Sjafruddin within the
second and third modes of liberal Islam. See Kurzman, “Introduction: Liberal Islam and Its
Islamic Context,” in Liberal Islam: A Sourcebook, ed. Charles Kurzman (Oxford: Oxford University
Press, 1998), 5-17. Meanwhile Fazlur Rahman categorizes Islamic intellectual movements since
the early eighteenth and nineteenth centuries into: pre-modernist revivalist reform/pre-
modernist fundamentalism, classical modernist, post-modernist revivalism/neo-
fundamentalism, and neo-modernist. See Fazlur Rahman, “Islam: Challenges and
Opportunities,”315-325. Sjafruddin could be classified as a classical modernist in Rahman'’s
scheme. William Shepard discerns three general orientations: “secularist’, “Islamist”, and
“traditionalist”. Secularist orientation consists of Muslim secularism and religious secularism,
and Islamism consists of Islamic modernism and radical Islamism. Finally, “traditionalism” has
brought forth “neo-traditionalism”. See William Shepard, “The Diversity of Islamic Thought:
Towards a Typology,” in /slamic Thought in the Twentieth Century, ed. Suha Taji-Farouki and
Basheer M. Nafi (London: I.B. Tauris, 2004), 61-103. In Shepard’s typology Sjafruddin could be
classified within Islamic modernism.

55 See Rahardjo, Perspektif Deklarasi Makkah.

56 See Rahardjo, Pragmatisme dan Utopia, 45-52.

57 M. Dawam Rahardjo, “Posisi Sjafruddin Prawiranegara Sebagai Teknokrat Indonesia,” Panji
Masyarakat no. 604, March 1989, 26-29. Quoted in Edi Sudarjat, Pemikiran Ekonomi Sjafruddin
Prawiranegara (1945-1983), (B.A. Thesis: Universitas Indonesia, 1993), 4.
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Indonesian economic ideas and subsequent influence on the New Order government
economic policies; and secondly, Sjafruddin’s arguments that bank interest was not
ribg, including his opinion that Islam did not require its own economic system.>8
Sudarjat's thesis does not cover Sjafruddin’s economic ideas within the context of
social justice in Islam and Islamic modernist liberal thought, and also excluded his
political and religious views. Sudarjat concluded that Sjafruddin’s Islamic economic
thinking was not profound, especially compared to his more advanced monetary
economic thinking, and simply assumed to be incorrect Sjafruddin’s opinion that
there was no need to establish Islamic bank. According to Sudarjat, Sjafruddin did
not possess sufficient knowledge in the field of Islamic law. [ will offer a different
interpretation from Sudarjat’s on this very point.>?

Adnan, another writer who published a monograph on Sjafruddin’s thought,
explored how Sjafruddin's socialist ideas were integrated with his religious beliefs.
He argued that the socialism of modern Muslim intellectuals such as Sjafruddin
emerged from deeply-held religious sensibilities and values.®® Socialism was seen as
a means towards greater socio-economic justice and prosperity in the economic
arrangement of a modern state.’! Adnan characterizes Sjafruddin's brand of
religious socialism as one that took into consideration both material and spiritual
goods in economic life, and emphasized the collective and public interest without
compromising the importance of individual responsibility and initiative.®2 He locates
Sjafruddin’s Islamic socialism within a normative-ideological viewpoint. Not
discussed, however, are any of Sjafruddin’s economic policies or proposals in the

1950s or after his 1966 release from prison, nor, interestingly, Sjafruddin’ opinion of

58 Sudarjat, Pemikiran Fkonomi, 2-8.

59 Sudarjat, Pemikiran Fkonomi, 107.

60 Adnan, /s/lam Sosialis: Pemikiran Sistem Ekonomi Sosialis Religius Sjafruddin Prawiranegara
(Jogjakarta: Menara Kudus, 2004), 30.

61 Adnan, /s/am Sosialis, 133.

62 Adnan, /s/lam Sosialis, 136.
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riba. Although Adnan’s book originated from his M.A. thesis at “Walisongo” State
Institute of Islamic Studies, in Semarang, Central Java, his discussion of Sjafruddin’s
ideas is nonetheless more limited than that in Sudarjat’s B.A. thesis.

The present work will examine the contributions of Sjafruddin
Prawiranegara to the identification and reconciliation of the intersecting dynamics
of equality, liberty, and economic development in Indonesia. This will be
accomplished through an examination of his economic development ideas and
policies as reflected in his writings and speeches within the period 1946-1983.
Sjafruddin’s works reveal a plan to simultaneously and harmoniously realize a just
and prosperous society as enshrined in the Indonesian Constitution. This study also
seeks to examine the relationship between Islam and social justice, and how the
latter may be implemented in economic development. This will be accomplished by
presenting Sjafruddin’s ideas concerning how the state or government, as an
institutional structure, should bring about economic prosperity, equality, freedom of
expression, and an ethical-moral society, based on his interpretation of Islamic
teachings and the modern concept of social justice.®3 Also to be discussed are his
views on the need for laws and regulation, with an independent judiciary to provide
legal protection and guarantee market mechanisms and private property in the
means of production.t*

The present study shows, among other conclusions, that the realization of
social justice is possible through economic policies based on a rational and realistic-
pragmatic approach within the framework of a democratic system of government.
Equality, liberty, and efficiency can be achieved simultaneously and harmoniously.

This work also shows the enduring relationship in Islamic thought between Islam

63 Miller, Principles of Social Justice, 4.
64 [ refer here to Rawls’ concept of the basic structure. See John Rawls, Justice as Fairness: A
Restatement (Cambridge, MA: Harvard University Press, 2001), 10.
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and political, economic, and social issues. Sjafruddin did not separate economic
policy from religious teachings and moral principles, as reflected in his philosophies
and policies on economic development. But the interrelatedness of Islam and the
aforementioned issues did not lead to exclusive claims or to the proposal of a
separate economic system. For Sjafruddin, religious, ethical, and moral principles
should provide the foundation for economic development policy and its
implementation, directing it toward material benefit as well as spiritual purposes.
His understanding of social justice is considered modern in that it was oriented
towards effecting change in the socio-economic structure and conditions of
Indonesian society, with its ultimate goal being the realization of a just, prosperous,
and moral society. This study shows that a sincere commitment to Islam and a deep
sense of religiosity, as displayed by the figure of Sjafruddin, are able to foster
humanitarian concern for others and a commitment to peace and cooperation
among nations. Finally, this study presents Sjafruddin Prawiranegara’s concept of
social justice as a model to be studied, further developed, and implemented by
younger generations of Indonesians for the well-being of the nation. For Indonesian
Muslims, Sjafruddin is a model of deep and sincere commitment to Islam, the nation,
and humanity, accompanied by superb expertise in his field. He was also a person of
courage and integrity, firm and steadfast in his principles, but tolerant of differing
opinions and ready to discuss them thoroughly.

This thesis consists of six parts. The first part is an introduction to the
background of the study and to certain fundamental issues related to social justice.
This will serve as a frame of reference for later discussions of Sjafruddin’s
conception of social justice. The second part deals with the problems faced by
consecutive Indonesian governments in realising a just and prosperous society, and

the ideologies and policies particular to each government. The third part discusses
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the importance and development of the idea of social justice in Western thought and
Islamic tradition. Part four offers a brief biography of Sjafruddin and outlines the
general patterns of his thought as a religious socialist and Muslim liberal-modernist.
This section explores distinctive aspects of Sjafruddin’s thinking in general, as well
as his particular approaches to social justice, economics, politics, and theology. Part
five examines Sjafruddin Prawiranegara’s view on Islam, social justice and
development and consists of four chapters: Sjafruddin’s discussion of social justice
in Islam, capitalism and socialism; development as human development viewed
from an Islamic framework; social justice and Islamic economics; and his economic
ideas, proposals and policies. This section forms the core of the present study and
presents a rather comprehensive exposition of the concept of social justice by a
single Indonesian Muslim thinker. Part six concludes the discussion of Sjafruddin
Prawiranegara’s philosophy of social justice and offers some reflections on its

potential for implementation in Indonesia and certain other Muslim countries.
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PART TWO: THE PERVASIVENESS OF THE IDEA OF SOCIAL JUSTICE IN
INDONESIAN ECONOMIC THINKING

The idea of social justice is very important in Indonesian national
consciousness. Socialism, including Marxism/communism, gained popularity among
both Islamic and secular nationalist leaders as a response to the discriminatory and
exploitative policies of Dutch colonial rule.®> In general, Indonesian nationalist
leaders identified the idea of social justice with a socialism that rejected both
capitalism and liberal democracy. They also considered the struggle for
independence to be part of the larger effort to build an equitable society.®® The
ideology exerted such a strong influence within the Indonesian nationalist
movement that the founding fathers of the nation included the principle of social
justice in the state ideology, Pancasila (Sanskrit, literally: The Five Principles), along
with the primary aspiration of the nation which was the realization of a just and
prosperous society.6” This part of the thesis will discuss the patterns and problems
of economic development following the transfer of sovereignty at the end of 1949
onward, with particular attention paid to the issues surrounding the government’s
attempt to implement social justice. This discussion is intended to provide some
background to the pervasiveness of the idea of social justice among Indonesian
leaders and intellectuals, and how this concern shaped government policies
concerning economic development. As we shall see, there were many varying
perspectives on how the concept of social justice was to be applied. But I will first

briefly discuss a history of spread and development of Islam in Indonesia, and the

65 Cribb and Brown, Modern Indonesia, 6-13; Christie, /deology and Revolution, 24-72; and
Shiraishi, Age in Motion.

66 Bur Rasuanto, Keadilan Sosial: Pandangan Deontologis Rawls dan Habermas; Dua Filsafat
Politik Modern (Jakarta: PT Gramedia Pustaka Utama, 2005), 202-203.

67 Chalmers, “Introduction,” 2-3, 7 and 9.
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economic conditions and policies during the Dutch colonial period and the interlude

of Japanese military occupation and administration.

2.1. Chapter One: A History of Spread and Development of Islam in Indonesia

[slam is the religion of the majority of the population of Indonesia and has become
an indigenized tradition for the last seven centuries of Indonesian history. However,
scholars continue to debate a number of topics related to the history of Islam in
Indonesia: the time of beginning of its spread, from which area that Islam came, the
region where Islam began to arrive and thrive, and how the character of the ongoing
process of Islamization. Historians have not been able to provide a definitive
conclusion because the records of Islamization are limited and do not provide
sufficient information about a process that was very significant in the history of
Indonesia. The most difficult question to answer is: how did Islam succeed in

becoming the religion of majority of population of Indonesia?¢8

There are some points that historians seem to agree about the spread of
Islam in the Malay-Indonesian archipelago: the conversion of peoples in the regions
of Southeast Asia including Indonesia varied in terms of time and it lasted for a long
time. It is suggested that although Muslim traders had apparently been present as
early as the time of the third Caliph, ‘Uthman ibn‘Affan (644-656) in some parts of
Indonesia and other Southeast Asian regions for several centuries before Islam
became established within the local communities, conversions became significant

only in the thirteenth, and especially in the fourteenth and fifteenth centuries.®® In

68 M.C. Ricklefs, A History of Modern Indonesia since 1200, 4th ed. (Stanford, California: Stanford
University Press, 2008), 3; Taufik Abdullah and Sharon Siddique, "Introduction," in /slam and
Society in Southeast Asia, ed. Taufik Abdullah and Sharon Siddique (Singapore: Institute of
Southeast Asian Studies, 1986), 1.

69 Ricklefs, A4 History, 3, 7 and 9-10 and 13; C.A.O. van Nieuwenhuije, Aspects of Islam in Post-
Colonial Period: Five Essays (The Hague and Bandung: W. van Hoeve, 1958), 35.
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addition, it seems that Islam did not come to Indonesia from one area. In addition to
Arab Muslim traders, historians refer to the role of the Chinese, Persian and Indian
Muslims. The influence of Persian and Indian, beside Arab, Islamic cultures were
profound in Indonesian Islam.”’® Apart from the process of Islamization of most
people in the Southeast Asian archipelago, the process of indigenization of Arab,
Chinese, Persian, and Indian Muslims also took place. In Java a process of
Javanization happened among those foreigner Muslims.”! There were
intermarriages between foreign and local Muslims which brought about the
formation of Islamic populations and communities. Islamization of Indonesia was a
work done by those foreign Indonesian Muslims as well as Muslims in various areas
and at various times. The spread of Islam in Indonesia—as well as in other parts of
the Muslim world—had been marked by a process of assimilation and
accommodation that led to Islam in Indonesia to be culturally different from one
region to other regions, such as Java or Sumatra and between West Java with Central
and East Java. Similarly, in terms of time Islamization of Indonesian society differed
from one region to another.”2

Most scholars agree that Islam seemed to spread through trade centered on
the coastal regions and through da ‘wah (missionary) activities and esoteric learning
of the Sufi teachers. The spread of Islam was apparently complicated and rather
slow. It started from North Sumatra to the spice-producing areas of East Indonesia.

The areas where it was most firmly established were those that were most

70 Ricklefs, A History, 3-4 and 14; Robert Cribb and Colin Brown, Modern Indonesia : A History
since 1945 (London and New York: Longman, 1995), 4.

71 Ricklefs, A History, 8.

72 Ricklefs, A History, 8-10 and 15; W.F. Wertheim, /ndonesian Society in Transition: A Study of
Social Change, 2md. Rev. Ed. (The Hague: W. van Hoeve Publishers Ltd.,, 1969), 33; Mark W.
Woodward, "Introduction: Talking Across Paradigms, Indonesia, Islam, and Orientalism," in
Toward a New Paradigm: Recent Development in Indonesian Islamic Thought, ed. Mark W.
Woodward (Tempe, Arizona: Arizona State University, Program for Southeast Asian Studies,
1996), 20.
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important in international trade: the Sumatran shores of the Straits of Malacca, the
Malay Peninsula, the north coasts of Java, Brunei, Sulu and Maluku. In East Java,
highly regarded Sufi teachers, claiming supernatural powers, attracted courtiers of
Hindu-Buddhist Javanese kingdom of Majapahit. Besides, Islam attracted people in
the archipelago by reason of the power of its message and by its egalitarian
philosophy; and its system of commercial law was appealing to traders and to rulers
who wished to attract trade to their ports. In addition, by embracing Islam, people in
Southeast Asia thought of themselves as citizens of the Muslim world in ways that
made it easier to do their business affairs and to grant them political power.”? The
principle of equality in Islam was a factor driving the population of the towns and
the north coast of the Java Sea, who were not happy with the teaching of caste in the
Hindu religion, to embrace Islam. Islam gave the small person a sense of his
individual dignity as a member of the Islamic community. According to Hindu world-
view, he or she was merely a creature of a lower order than the members of higher
castes. Under Islam he could, as it were, feel himself/herself their equal even though
he/she still occupied a subordinate position in the social structure.”* Similar to that
of Christianity in the West, Islam also played a civilizing function and contributed
greatly to the humanizing numerous Southeast Asian customs.”> Another factor that
led to the rapid spread of Islam was penetration of the Western powers, especially
the advent of the Portuguese to the archipelago. Islam became a “fighting ideology”

to face Western colonial intrusion and Christian penetration.”¢

73 ], C. van Leur, [/ndonesian Trade and Society: Essays in Asian Social and Economic History,
trans. James S. Holmes and A. van Marle (The Hague and Bandung : W. van Hoeve Ltd., 1955).

74+ Wertheim, /ndonesian Society in Transition, 198; Cribb and Colin, A History since 1945, 4;
Ricklefs, 4 History, 7 and 9-10.
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76 Wertheim, /ndonesian Society in Transition, 198-199.



26

As has been said above, the existing Indian-influenced culture of the western
archipelago at first blended easily with Islam, which had in any case passed through
the influences of Persia and India before it arrived in the region. There was a process
of cultural assimilation at work as Islam encountered the pre-Islamic cultures.
Islamization is a process which has continued down to the present day. Therefore, it
must not be assumed that once an area is known to have had a Muslim ruler or a
Muslim population, the process of Islamization was complete. It has continued
among the population in rural and urban areas both qualitatively and quantitatively
by support of the authorities or through direct contact with foreign Muslim
traders.”” In the nineteenth and twentieth century major Islamic reformist
movement appeared in Indonesia. They have brought changes and reformation of
educational and socio-economic institutions and purification of Islamic teachings

from many superstitions and other local elements.”8

In conclusion, Islamization in Indonesia involved a process of assimilation
and accommodation and mostly it happened gradually and peacefully.”® Islam now
has spread almost evenly and advanced in the Indonesian archipelago. Although the
intensity of the acceptance of Islam in Indonesia is different from one region to
another, and different interpretations of Islam exist among various groups, as also
occur in other parts of the Muslim world as well as in other religions, Indonesians
today seem more aware of themselves and more publicly express their Islam

compared to the 1950s and earlier times.80

We have another important aspect of Islam in Indonesia in the following

paragraphs. The fact that many Muslims in Indonesia especially in Java have had

77 Ricklefs, A History, 7.

78 Abdullah and Siddique, "Introduction,” 1-2.
79 Ricklefs, A History, 13.

80 Woodward, "Introduction,” 26 and 37.
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maintained many pre-Islamic Indian and local beliefs and practices have been
discussed widely by many Indonesianists. As it is well-known, Clifford Geertz
categorized Muslims in Java (precisely Middle and East Java) into three groups. First
are the santri or orthodox practicing Muslims; second, the abangan or heterodox-
syncretic Muslims practicing or holding traditional local animist beliefs and
customs; and third, the priyayi, Muslims who are deeply influenced by aristocratic-
Indian ideas and ideals as reflected in their attitudes and behaviour patterns.8! Many
scholars and experts on Indonesia disagreed with this religious-cultural category.
While santri-abangan variants could be accepted as legitimate categories based on a
different religious orientation, priyayi (aristocrat or nobility) is a social status rather
than a religious category. Priyayi can be classified into variant of either abangan or
santri8? Their Criticisms are apparently in line with Geertz later observation as
reflected in his latter works which emphasize cleavage between santriand abangan,
and eliminate priyayi variant in analyzing the influence of religious orientation of

Javanese in their political groupings.83

Another aspect of the problem of Geertz's religious-cultural category is its
generalization. Basic distinction between santri and abangan often attributed to
differences in socio-economic class, political affiliation as reflected in the patterns of
elite competition in the Japanese era and the early days of independence, political

mobilization and conflict in rural Java. However, as revealed by Bambang Pranowo's

81 Clifford Geertz, The Religion of Java (Chicago and London: University of Chicago Press, 1960);
Frederick Mathewson Denny, An Introduction to Islam, 3rd. ed. (Upper Saddle River, New Jersey:
Pearson Prentice Hall, 2006), 333-334; Woodward, "Introduction,” 11.

82 Deliar Noer, The Modernist Muslim Movement in Indonesia, 1900-1942 (Singapore: Oxford
University Press, 1973), 19; Harsya W. Bachtiar, "The Religion of Java: A Commentary,” Madjalah
ilmu-ilmu Sastra Indonesia, Vol. 5, 1973, 65-115; Mitsuo Nakamura, 7he Crescent Arises over the
Banyan Tree: A Study of the Muhammadiyah Movement in a Central Javanese Town (Yogyakarta,
Indonesia: Gadjah Mada University Press, 1983).

83 Bahtiar Effendy, /slam dan Negara: Transformasi Gagasan dan Praktik Politik Islam di
Indonesia (Jakarta: Paramadina, 2009), 38-39.
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anthropological research for his Ph.D. thesis in a village in Central Java, Geertz's
thesis that abangans are unreal or nominal Muslims does not seem to apply. In the
village of Tegalroso, Magelang, Central Java, Pranowo's research shows, Javanese
abangan are displeased if they are called as nominal or statistical Muslims. They
believe they are true Muslims, although they do not pray regularly. Even members of
the PNI (Indonesian National Party) and PKI (Indonesian Communist Party), who
are indifferent toward religion, still consider themselves as Muslim. Further, in
historical perspective, according Pranowo, the relationship between santri and
abangan has varied from time to time. There have been times in which Islam has
served as a uniting force that includes all classes and has been able to unite and give
identity to the entire Javanese community, as during the Java war against the Dutch
(1825-1830) and in the first ten years of the SI movement (1912-1922).84 In
addition, the re-emergence of Islamic political parties in the post-Soeharto Indonesia
has not revived hostility between those people who are associated with the santri
and those who are associated with the abangan and has not reversed the religious-
political convergence between the two groups which happened during the New
Order period. Instead, mutual crossings occur between the religious-cultural
groupings in their political affiliations. Many of those who come from the santri
persuasion have joined nationalist-secular parties and many of those associated

with abangan background have joined Islamic parties even a fundamentalist one.8>

A historian, Marshal G.S. Hodgson, also criticized the description given by

Geertz in The Religion of Java as systematic error. Hodgson said: "Unfortunately, its

8¢ M. Bambang Pranowo, "Partai Politik dan Islamisasi di Pedesaan Jawa," in Pembangunan dan
Kebangkitan Islam di Asia Tenggara, ed. Saiful Muzani (Jakarta: LP3ES, 1993), 179-194.

85 For an analysis of political development in the post-Suharto Indonesia and its connection to the
interaction between abangan and santri see Bahtiar Effendy, /s/am and the State in Indonesia,
Ohio University Research in International Studies, Southeast Asia Series No. 109 (Athens: Ohio
University Press; Singapore: Institute of Southeast Asian Studies, 2003), 199-224.
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general high excellence is marred by a major systematic error [..], Geertz identifies
'Islam' only with what that school of modernists happens to approve, and ascribes
everything else to an aboriginal or a Hindu-Buddhist background, gratuitously
labeling much of the Muslims religious life in Java 'Hindu'. He identifies a long series
of phenomena, virtually universal to Islam and sometimes found even in the Qur'an
itself, as un-Islamic; and hence his interpretation of the Islamic past as well as of
some recent anti-Islamic reactions is highly misleading [..] For one who knows
Islam, his comprehensive data --despite his intention-- show very little has survived
from the Hindu past even in inner Java and raise the question why the triumph of
[slam was so complete."8¢ Therefore, the distinction between abangan and santri as
Ward Keeler states should be put in a spectrum, not an opposition or dichotomy, and

should be used cautiously.8”

Geertz's The Religion of Java was based on Snouck Hurgronje's the
Achehnese and has replaced it as the standard reference on Indonesian Islam.
Moreover, Geertz's thesis on Islam in Java has deep roots in the anti-Islamic British
and Dutch orientalism. Similar to Edward Said's observation, Woodward suggested
that in Indonesia orientalism not only misrepresented Islam, it denied its existence.
Orientalists viewed the millions of people who considered themselves to be good
and devout Muslims are not really Muslims. They applied this particularly to the
Javanese. In their portrayal, the religion of Javanese is not really Islam but "a

generally undefined variety of Hinduism and/or Buddhism articulated in classical

86 Marshal G. S. Hodgson, The Venture of Islam: Conscience and History in a World Civilization,
vol. 2 (Chicago: University of Chicago Press, 1974), 551. See also Mark R. Woodward, /s/lam in
Java: Normative Piety and Mysticism in the Sultanate of Yogyakarta, the Association for Asian
Studies (Tucson: The University of Arizona Press, 1989).

87 Woodward, "Introduction,” 31-32; Denny, An Introduction to Islam, 334.
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dance, the gamelan, the wayang, and mystical cults."88 Sir Thomas Stamford Raffles,
Lieutenant Governor General during the British interregnum of 1811-1816 started
this understanding of Javanese and other Indonesian cultures which had been
shaped primarily by the acrimoniously anti-Islamic polemics of the time. He viewed
Islam as "a corrupt, bigoted faith that had lead to the decline of 'classical' Javanese
civilization."8? It is not clear whether he was influenced by Dutch Protestant
scholars-- such as Adrian Reland who emphasized the need to study Islam in order
to defeat and destroy it-- who not only continued the medieval traditions of
denouncing the Qur'an and the Prophet Muhammad, but also added a novel element
that "contemporary Muslims had departed from the original meaning of Islam."?° In
turn, Raffles' pioneering work, History of Java, and "British colonial scholarship that
sought to use knowledge of Asian cultures to facilitate colonial administration”
inspired Dutch Indologie®? It is clear that since the beginning a strong
interrelationship between colonial and missionary scholarship had been established,
as to the conclusion that "Indonesian Islams were corrupt versions of an essentially
foreign religion" maintained despite advances in empirical understanding of Islamic
textual and popular traditions had been acquired by Dutch scholars in the

nineteenth century.??

Snouck Hurgronje and other Dutch scholars used this orientation and
understanding of Islam to limit the political potential of Islam and "to provide
'Islamic’ justifications for anti-Islamic colonial policy, including the restriction of

mosque construction in rapidly expanding urban areas."??® In addition, the Dutch

88 Woodward, "Introduction,” 16-17 and 29.
89Woodward, "Introduction,” 17-18 and 24-25
90 Woodward,"Introduction," 22-24.

91 Woodward,"Introduction," 25
92Woodward,"Introduction," 25.
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colonial government also adopted Snouck Hurgronje's idea of "associationism" as
one of the core elements of its "ethical policy" introduced in the early years of the
twentieth century. The policy not only successfully created the native elite--who had
used to have traditional Islamic educations-- alienated from, or even many of them
were hostile to, their own religion through modern, secular educations, but also
influenced the post-colonial scholarship. This alienated elite was the one Geertz
described in the early 1950s in 7he Religion of Java®* His study and Benedict
Anderson's "The Idea of Power in Javanese Culture"?5 have helped pervasively to
maintain the persistence of orientalist representation of Indonesian Islam in
contemporary scholarship. Both of them reverberate conventional propositions in
Dutch colonialism, and their interpretations of Indonesian religion and culture form
a paradigm in Indonesian studies. They tended to emphasize the "non-Islamic"
character of Javanese religion, the marginality of Islam in Indonesian culture and the
superficial nature of Javanese Islam.?¢ The influence of the Geertz's and Anderson's
"Orientalism" in such a way that scholars such as Ward Keeler and Shelly Errington
who found that the data they obtain from their study of Indonesian culture
incompatible with Geertz's and Anderson's paradigm, are "forced" to adjust their
analyses with the established paradigm.®” M.C Ricklefs even repeats Raffles' opinion
that the conversion of Javanese to Islam "did not alter the fundamentally
Hindu/Buddhist character of Javanese religious thought...".%8 This opinion is similar

to Geertz's characterization of Indonesia as an Indic state and Anderson's emphasis

94 Woodward,"Introduction," 26-29.
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on Java's tantric past.?? Theodore Pigeaud has gone so far as to claim that "the 'real’

Javanese religion is to be found in the remnants of pre-Indic mythologies."100

However, today the orientalist paradigm that consigned Islam to the
relatively minor position in Indonesian culture and history has ceased to have
explanatory power. Scholars can no longer ignore Islam as a reality for political or
religious reasons. The Islamic social and cultural flourishing in Indonesian society
over more than the last three decades makes it unrealistic to designate Islam as an
insignificant force located on the boundaries of Indonesian civilization. Postcolonial
studies of the role of Islam in the life of the Javanese royal courts by S. Soebardi and
Ann Kumar show that Islam played a central role in premodern priyayi life.101
William Roff and Karel Steenbrink expose that the orientalist paradigm combined
missionary fantasies with a colonial policy to diminish conceptually the place and
role of the religion and culture of Islam in Southeast Asian societies. By doing this

the colonial governments hoped to be able to silence the political voice of Islam.102

In the past three decades paradigm shift has occurred in the study of Islam in

n

Southeast Asian regions. According to Woodward, ".. Islam has gained new
prominence in Southeast Asian studies. Islamic studies can no longer ignore the local
Islams of Indonesian and other Southeast Asian cultures [...] There is more at work
here, however, than a mere reversal of orientalism in which the politics of the orient
drive western interpretation. The Indonesia of today appears more overtly and self-
consciously Islamic than that of the later colonial period, or even of the early 1950s

when Geertz conducted his initial field work. The question we must address is

whether or not this interest is a by-product of the wave of Islamic revivalism that

99 Woodward,"Introduction," 31-32.
100 Woodward,"Introduction," 32-33.
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has swept the world since the 1970s, or rather, the emergence of an Islamic society
from colonial control that sought, for reasons of its own, to obscure and ignore the
Islamic heritage of its subject people."193 In relation to this paradigm shift what

Hefner said is illustrative:

In adopting a Muslim perspective on Indonesian democratization, then, [ seek
to correct for the earlier marginalization of Islam in Indonesian studies. I
should emphasize, however, that [ am interested in the politics and culture of
the full Muslim community, not merely self-professed Islamists or supporters
of an Islamic state. In this book, then, "Muslim politics" refers to any and all
kinds of political actions based on a person's conviction as a Muslim, whether
or not the resulting behavior embraces the idea of an "Islamic” state.104

Geertz since then, provided a more accurate picture of Muslims in Java in a
book that compares between Indonesia or Java with Morocco. According to him,
Indonesia and Morocco have an obvious likeness, that is, their religion is Islam,
which is symbolized by the fact that they pray to the same direction toward Mecca.
But they culturally, historically and geographically different which produced
remarkably spiritual climate differences indicated by the fact that although they
both face Mecca but the one facing the east and the other facing the west. If in
Morocco the Islamic conception of life embodied in activism, moral severity, intense
individuality, which is blended with saint worship and magical power, then in
Indonesia the same concept accentuated aestheticism, inner experience, and radical
dissolution of personality. Geertz no longer portray Islam in Indonesia, particularly
in Central and East Java as unreal or superficial Islam. Indonesian Islam is real Islam
but because differences in geography, culture and history, and livelihood, Islam in

Indonesia as a social, cultural and psychological phenomena is different from Islam

103 Woodward, "Introduction," 37.
104 Rober W. Hefner, "Preface,” in Civil Islam: Muslims and Democratization in Indonesia
(Princeton and Oxford: Princeton University Press, 2000), xix.



34

in other countries such as Morocco or Middle-East countries.1%5 These factors also
bring about not only "a more moderate" Indonesian Islam compared to Islams in the
Middle-East countries but also moderate or mild secular and authoritarian

Indonesian regimes in the past (1957-1998).

Woodward reminds us that description of Indonesian cultures and local
Islams can no longer be separated from the wider Islamic world of which they are
part. In his opinion, "[t]he current question should be Aow rather than ifthe Muslim
cultures of Indonesia are Islamic. We cannot, however, avoid discussing the Indic
and indigenous contributions to Indonesian Islamic cultures for fear of Muslim
sensibilities. The term 'local Islam' consists of two elements -- it is as mistaken to

neglect the 'local’ as it is to ignore the 'Islam'."106

2.2. Chapter Two: The Economic Policies of the Dutch Colonial Government

Dutch exploitation of the human and natural resources of the territory of the
Netherlands East Indies (now known as Indonesia) began in 1602, when two Dutch
mercantile companies merged to form Vereenigde Oost-Indische Compagnie (VOC),
the United East Indies Company.197 At the beginning of the nineteenth century,
considered to be the starting point for an economic history of modern Indonesia,
Governor-General Herman Daendels (1808-1811), a representative of the
Napoleonic Empire, carried out many reforms in order to create a modern

bureaucracy and build the infrastructure of a modern state. The work was further
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developed by Sir Stamford Raffles, British Lieutenant Governor General (1811-
1816) during the British interregnum.108

From the seventeenth century until the demise of colonial rule in 1942,
Dutch economic policies in the Netherlands Indies, which consisted of "forced
deliveries”, “contingencies”, land taxes (or rents), and the cultivation system, were
primarily intended to benefit Dutch and European interests.19® This was the case
even during the government of the Liberal Era (1870-1900), which purported to put
an end to the cultivation system that historically required the exploitation of the
Indies peoples through forced labor. Liberal economic policy failed to produce the
intended benefits because, despite ostensible support for indigenous welfare,
proponents of liberal policy in the colonial government did not regulate Dutch and
European private capital and enterprises. Indeed, given this conflict of interest,
living standards actually declined and income and wages fell in real terms.110

These conditions persisted throughout the early twentieth century, even
during the period of the Ethical Policy (1901-1920s). Unlike previous economic
policies of the Liberal Era, the Ethical Policy was designed to regulate free
enterprise, unrestrained private capital, and labor markets in the Netherlands. The

Ethical Policy was touted as a turn towards Christian ethics, a recognition of the

obligation of the Dutch towards the people of the Indies, and an expression of

108 Howard Dick, “State, Nation-State and National Economy,” in 7he Emergence of a National
Economy: An Economic History of Indonesia, 1800-2000, ed. Howard Dick et al (Crows Nest,
NSW: Asian Studies Association of Australia, Allen & Unwin and University of Hawai'’i Press,
2002), 9-15.

109 De Jong, Collapse of a Colonial Society, 8; Cornelis Fasseur, The Politics of Colonial
Exploitation: Java, the Dutch, and the Cultivation System, ed. R.E. Elson, trans. R.E. Elson and Ary
Kraal (Ithaca: Southeast Asia Program, Cornell University, 1992), 145-161; Rengers, Failure, 6-
11.
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humanitarian concern for their general welfare and economic wellbeing.11! During
this period some advances in living standards were achieved, but many of the efforts
failed to combat poverty and bring real prosperity to the Indies people. These
shortcomings were neither accidental nor unexpected, since the relationship
between the peoples of the Indies and the Dutch had been always one of exploitation
and oppression. The primary function of colonies like the East-Indies was to serve
the interests of the colonizing power in terms of producing goods for its markets and
consumption.112

Due to the lack of improvement, the Ethical Policy was abandoned in the
1920s and the colonial government in fact resorted to even more repressive policies
toward nationalist movements, especially after the Partai Komunis Indonesia (PKI,
the Indonesian Communist Party) led abortive violent uprisings against colonial rule
in 1926/1927.113 These uprisings were reflective of a deep sense of resentment
against Dutch rule, created by the exploitative colonial economic policies which
resulted in socio-economic discrepancies, impoverishment, and racial
discrimination. Indonesians thus concluded that the most effective way of solving
their problems was the eradication of colonial rule. The colonial experience also
sensitized generations of Indonesian intellectuals to the ideals of social justice,
which they saw as having been denied to them as colonial subjects but which,

through independence, they could achieve for their people. The period from 1945 to
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1949 saw the culmination of this resolve as the struggle for independence reached
its final stages and the colony of the Dutch East-Indies was transformed into the

independent state of Indonesia.l14

2.3. Chapter Three: The Japanese Interval

The Japanese occupation lasted only from March 1942 to August 1945 but
had a tremendous effect on the lives of Indonesians. At first many Indonesians
welcomed the occupying Japanese forces as liberators. However, they later came to
realize that the Japanese had proven to be more oppressive than the Dutch. Japanese
economic policy was directed primarily towards wartime interests. Indonesians
experienced reduced living standards and scarcity, especially of food, clothing, and
medicines. Food production fell and quotas on forced rice delivery were not met,
despite increased administrative pressure. By November 1944 some 2.6 million
Indonesian laborers were arbitrarily subjected to forced labor under cruel
treatment and harrowing working conditions.11%

The Japanese occupation, including management of the economy, had a
lasting legacy in the post-independence period. Firstly, it reinforced a paternalistic
and centralist ethos in state management, and introduced a new neighborhood
association (fonarigumi) which under the authoritarian governments of Sukarno
and Suharto would be used to effectively control dissent and movement of

individuals. It also left behind a large indigenous bureaucracy which inherited
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lasting practices of corruption.'’® However, the Japanese occupation also made it
possible for Indonesian nationalist leaders and radical youth to prepare for
Indonesian independence.!l” In the final months of its rule, the Japanese authority
sponsored efforts towards the formation of an independent state in the former

Dutch colony.118

2.4. Chapter Four: The Variety of the Idea of Social Justice

Revolution, nationalism and socialism in Indonesia were strongly influenced
by varieties of Marxist ideology and Islamic modernism.11® However, differences of
emphasis and nuance among nationalist leaders who subscribed to Marxist theory of
imperialism were becoming increasingly visible, especially after Indonesia’s
sovereignty was recognized by the international community. This pertained
primarily to three issues: their use of a Marxist perspective on human history, the
nature of the relationship between Indonesia and Dutch colonialism, and the
strategy for gaining independence.1?? Sukarno, for example, “based his anti-colonial
views on the Marxist theory of imperialism.”121 He admitted that “imperialism had
created the lineaments of a modern economy in Indonesia;” however, contrary to

what would be predicted by Marxist orthodoxy, “he insisted [...] that this

116 Dick, “Formation,” 167; Cribb and Brown, Modern Indonesia, 14.
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modernization had made little impact on the indigenous economy.”122 The purely
exploitative nature of Dutch imperialism, he asserted, had steadily reduced all
sections of Indonesian society to poverty. The entire nation became proletariat.
“Capitalist-style colonialism did not—as Marx and Engels had anticipated—jolt’ the
native economy out of its subsistence torpor, and create new classes and greater
class differentiation.”123 In Sukarno’s view, “the Western class categories of Marxism
were inappropriate to Indonesian society, since Dutch colonialism had ‘equalized’
through impoverishment the status of the vast bulk of the population, and leveled
the distinctions between peasant, worker, petty-bourgeois and other categories.”124
Thus Sukarno, in contrast to Marx and Engels, saw capitalist-style colonialism as
having given rise to two opposing parties: the Dutch as colonial oppressor and
exploiter, and Indonesia as the oppressed and exploited. Sukarno used Marxist
theory to emphasize the importance of a sense of national unity among the
Indonesian population under Dutch rule for obtaining independence. He was
concerned that class differentiations within the population of the Netherlands
Indies, including peasant, worker, petty-bourgeois, aristocrat, and others, were
obscuring the main priority of the struggle for independence from Dutch colonial
rule. This desire of Sukarno’s would continue to be an obsession for him after
independence was achieved and he became president of the country. He brought
forth the concept of nasakom, an acronym of the Indonesian words for nationalism,
religion and communism, which aimed to unite these three elements in the struggle
against imperialism, capitalism, and neo-colonialism. But ultimately, it seemed that

his goal was contrary to the realities of Indonesian society itself.

122 Christie, /deology and Revolution, 52.
123 Christie, /deology and Revolution, 52.
124 Christie, /deology and Revolution, 160.
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Contrary to “Marx and Engel’s view that pre-colonial Asian cultures had
become in some way fossilized . . . [Sukarno believed] that pre-colonial Indonesian
civilization had had an inner dynamic and capacity for natural economic evolution—
an evolution that had been stifled, not advanced, by Western colonialism.”125
Therefore, for Sukarno, “the Indonesian nationalist movement and the subsequent
independent Indonesian state should be rooted in the values and traditional political
systems of indigenous society.”12¢ In his political and economic thinking, he
presented the concepts of gotong-royong (mutual aid) within a community and
musyawarah and mufakat (general consultation/deliberation and consensus) in
reaching community decisions. His socialist ideology, Marhaenism, was comparable
to Marx’s concept of the proletariat but broader in scope, and was claimed to be
typical of Indonesia. The concept of Marhaen included the proletariat as well as all
grassroots groups and lower classes such as small peasants, small traders, small
fishermen, stall vendors, cart drivers, and lower clerks, among others.?” In short,
according to Sukarno, Marhaen was "[...] the destitute People of Indonesia."128 In
elaborating his ideology he employed elements of socialism, Islam, and Hinduism. He
mentioned the Hindu god Krishna of the Bhagavad Gita and Gatotkaca or Purabaya,
the son of Bima, in his description of struggle against colonial rule. 12° Likewise, in
illustrating the utopian socialist society, he referred to various myths such as the
Just King (Ratu Adil), Prabu Jayabaya, Vishnu Murti, al-Mahdj, “the guided one”, or

al-Muntazar, “the expected one”, as expressions of socialism and communism which
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would manifest throughout the world, destroying capitalism and its imperialist
support system. With the power of Islam, Sukarno said, “Insha’ Allah [God willing],
God will realize a new society.”130 While admitting fundamental ideological
differences between Marxism and Islam, he argued that both were “fundamentally
anti-capitalist, and therefore anti-colonialist.”131 For Sukarno, “..true Islam is
essentially socialistic.”132 Because of this:
[A] broad-minded Moslem, a Moslem who understands the requirements of
our struggle, will certainly agree to an alliance with the Marxists, since he is
aware that usury and the collection of interest are forbidden by his religion.
He is aware that this is the Moslem way of attacking the very foundations of
capitalism, for, as we have previously explained, usury is the same as surplus
value, the inner essence of capitalism. He is aware that, like Marxism, Islam,
with its “belief in God,” with its “recognition of the Kingdom of God,” is a
protest against the evils of capitalism.133
He urged Marxists to cooperate with Muslims, since the two shared a common
opposition to a racially- and economically-oppressive colonial power.!34 Sukarno’s

socialist ideology of Marhaenism, his principles of gotong-royong and musyawarah,

and his enthusiasm to unite nationalism, Islam, and Marxism impacted Indonesian
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political and economic development during his attempt to implement them between
the years 1957 and 1965.135

A strong emphasis on the idea of social justice also appeared in the social,
political, and economic thought of Mohammad Hatta (1902-1982), the future Vice-
President (1945-1956). His historical perspective was influenced, by Marx,
Heraclitus and G.W.F. Hegel.13¢ Clive Christie discerns that Hatta’s notion of the
operation of the ‘dialectic’ “[...] formed the basis for his analysis of imperialism. Like
Sukarno, he accepted the basic Marxist position on the capitalist origins of the
phenomenon of European imperialism. However, whereas orthodox Marxism
emphasized the fundamental divide between capitalists of all races on one side, and
oppressed classes of all races on the other, Hatta’s thinking at this time had a
tendency to give greater significance to the racia/ divide between the White
civilizations of Europe and non-White civilizations of colonized Asia and Africa.”137
The concept of a fundamental confrontation between civilizations led Hatta to
believe that “the confrontation between Europe and Asia is not simply a matter of
race or economics: European civilization encapsulated the ‘idea’ of an innately
individualistic, competitive approach to economic behavior, while Asian civilization
embodied the ‘idea’ of social and economic cooperation.”138

Hatta emphasized the importance of indigenous mutual economic
cooperation and village democracy in establishing an ideal basis for a distinctly

Indonesian system of social democracy at a local level.13% But at the national level he
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realistically held that the formal structures of Western-style representative and
majority-based democracy should operate.l40 Hatta's political views reflected
prevalent conceptions of Islamic democracy. He, like all devout Muslims, naturally
saw ‘Belief in One God’—the first principle of Pancasila—as the ideological basis of
the state, and “not just as primus inter pares among other principles.”14! It was “the
necessary moral foundation for the other principles—as an all-encompassing
religious validation for what would otherwise be purely secular political tenets.”142
Hatta believed “social justice for all the people of Indonesia” could be achieved
through a governing policy based on moral principles.'#3 In the political field he
emphasized the importance of “a system of popular representation with
consultation [...] and extensive autonomy [...] reflecting the idea of ‘government by
those governed’.”1#4 In the economic sector he proposed that “the national economy
would have to be organized on a cooperative basis, and the government would have
to have duty to control or supervise the branches of production of importance to the
State and those which vitally affect the life of the people.”14> But Hatta also
underscored the protection of the development of human individuality. The state
should carry on its efforts to achieve “the happiness, wellbeing and moral worth of
man.”146

Before independence, Hatta “placed greater emphasis on the struggle against
foreign imperialism, and increasingly used pembangunan (development) to describe

the anti-imperialist struggle.”14” Sritua Arief, a prominent Indonesian economist,
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asserted that in terms of economic development thought, Hatta was the first
structuralist thinker in Indonesia and had developed dependency theory since the
1930s. In a 1933 article, in accordance with structuralist theory, Hatta explored the
exploitative dialectic of economic relationships in Indonesia during the colonial
period which formed the basis of his structuralist thought.148 For instance, after
surveying world society on the basis of economic outlook and ideology, he said:
It is clear what an unbalanced picture the world economic structure
presents. Harmony and economic balance in mutual relations are nowhere to
be seen. The elements which ought to create such harmony do not exist.
World economy cannot be saved by slogans of free trade or protectionism.
Differences in commercial policies are intersected by the clash of ideologies.
Supporters of the doctrine of free trade are few in number. Whereas the
older protectionists base their opinions on the economic interests of the
entire community, the protectionist mentality of the totalitarian states
evolves from the basic principles of their economic system which is aimed at
self-sufficiency. World economy can only be saved by planning international
economic relations.149
Hatta’s revolutionary, socialist and collectivist thought enormously
influenced the economic ideas and philosophy of the 1945 Constitution. It accorded
the state the responsibility to realize the “just and prosperous society” promised by
independence. It is not a surprise, therefore, that political mobilization before and
after independence established an ingrained commitment to economic populism.150

Another Indonesian nationalist leader with socialist ideas was Sutan Sjahrir

(1909-1966), the first Prime Minister of the Republic (1945-1947).15! Sjahrir stood

must obtain its independence for the sake of humanity and civilization. And I fear that the only
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out for two ideas which distinguished him from Sukarno and Hatta. First was his
aversion to the nostalgia of many Indonesian leaders for ancient “Indonesian”
kingdoms, either Hindu or Islam. For him, the much-touted “lasting” Eastern values
such as harmony, stability, patience, and spirituality were in fact the last stronghold
of a ruined and dying feudal-traditional culture. In contrast to many nationalist
leaders, including Hatta, Sjahrir rejected the idea that Asian civilization had intrinsic
values distinct from those of the West. Consequently, he rejected the idea—favoured
at the time—that the task of Asian intellectuals such as Rabindranath Tagore was to
promote a dialogue between the two civilizations, out of which a synthesis could be
expected to arise.!>2 Second, Sjahrir did not see the Indonesian struggle against
Dutch colonialism as a confrontation between anti-colonialism and colonialism,
between Asia and “the West”. Instead, he identified his struggle for independence as
part of a global socialist-democratic alliance, based on equal partnership, against
modern forms of tyranny, especially the fascisms which threatened Asia just as they
did Europe. Sjahrir saw it as a tragedy that the Western colonial powers had failed to
bring an end to the antagonistic and outdated system of colonialism. Sjahrir was a
great admirer of European democracy and socialism. He was a socialist-democrat in
the European political pedigree. Sjahrir greatly appreciated the spirit of the West
with “its resilience, its vitality, its rationality.”153 Paradoxically, according to Sjahrir,
colonialism was the main factor impeding Easterners from engaging with this
modern spirit.15 In his opinion, colonialism had persisted not merely on the basis of

force, but because of the idea, propagated by the West, that Western civilization was
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different from and superior to Asian civilization.!>> For that reason, colonial powers
were concerned with encouraging “the maintenance of traditional values and
political systems in colonized Asia, and [highlighting] the essential cultural
differences.”1>¢ For Sjahrir, in “a society in which colonial relationships ‘corrupt and
vitiate life’, the ‘educated native’ lost not only his political freedom, but something
much more profound—his psychological freedom”.157 According to Christie, “Sjahrir
felt that one of the most destructive aspects of colonialism was that it distorted the
world-view of the colonized ...,”158 including the Indonesian nationalist leaders such
as Sukarno and Hatta. They admired Japan and were “trapped in the essentially
outdated mind-set of the confrontation between colonialism and anti-colonialism,
between ‘the West’ and Asia.”15% But he also condemned Western colonialism for
fostering this antagonism on the part of colonized peoples toward the West. In
Sjahrir’s view, anti-colonialism was hindering the Indonesian nationalist leaders’
ability to clearly see the reality of the global situation, but it was Western
colonialism which had a large share in creating this erroneous perception.1® For
Sjahrir, the real confrontation was between democracy on the one hand and fascism,
dictatorship and totalitarianism on the other. In view of what had been happening in
Europe beginning in 1938, Sjahrir saw that “opposition to the Dutch rule can no
longer be the primary task of nationalist propaganda or of the nationalist movement

itself.”161 Instead, he contemplated cooperation between the Netherlands and
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Indonesia, “[b]ecause the situation in the world at present is a threat not only to the
Dutch realm, but to the independent future of Indonesia as well.”162

Haji Oemar Said (H. O. S.) Tjokroaminoto (1882-1934) was another
nationalist leader who espoused the idea of social justice.l63 He was chairman of
Sarekat Islam (SI), the Islamic Association (1916-1934), and wrote an essay in 1924
on Islam and Socialism in order to fend off the growing Marxist-Communist
infiltration within his own organization. Tjokroaminoto pointed out several
similarities between Islam and socialism, but stressed that the true socialism in the
Prophet Muhammad'’s teachings was higher and nobler than any other socialism.164
Nonetheless, he appreciated Marx and Engels’ contributions to the amelioration of
the lives of the poor in Western countries which resulted in political changes
there.165 Quoting several Qur’anic verses, he asserted that social justice in Islam
consisted of freedom, equality, and human brotherhood based on the belief in Allah,
the Lord of the Universe Who loves all human beings regardless of their nation,
class, or skin color.1®®¢ The realization of social justice in Islam, according to
Tjokroaminoto, should be implemented in three ways: awakening a sense of
sacrifice for the advancement of public interest; carrying out the equal distribution

of wealth; and urging people not to consider poverty as a disgrace.16”
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In contrast to Tjokroaminoto, Haji Mohammad Misbach, a former SI member,
embraced Communism. He later became a leader of SI Merah, Red SI (later Sarekat
Rafjat, the People’s Association) and of PKI in 1923. He was a muballigh (preacher),
publishing the monthly newspapers Medan Moeslimin (Arena of Muslims) in 1915
and /s/am Bergerak (Islam in Motion) in 1917. He established the bookstore Hotel
Islam as well as a modern-style religious school, held tabligh (Islamic propagation)
gatherings, and argued for the fundamental compatibility of Islam and

communism.168

2.5. Chapter Five: Economic Development Policy in the Period of Liberal Democracy
(1950-1957): Liberty and Efficiency versus Collectivist Equality and Populism

Indonesia as a nation-state was officially founded in 1945, at the end of the
Pacific War, when Sukarno and Hatta declared the former territory of the
Netherlands East Indies an independent state. International recognition came four
years later in 1949, following intermittent negotiations, armed struggle against the
Dutch, and UN mediation.1¢® The new state adopted a European-style parliamentary
system based on the constitution of 1950. But in less than a decade this system,
which guaranteed Indonesians democratic freedoms, would be replaced by an
authoritarian system. According to President Sukarno and the military, the
parliamentary system was unsuited to Indonesian national character and identity.170

The purpose of the Indonesian government’s development policies,
according to the Constitution of the Republic of Indonesia, is “to develop general
prosperity, realize social justice for all Indonesians, advance the life of the nation,

and participate in the establishment of orderly world based on freedom, lasting

168 Shiraishi, Age in Motion, 80, 127,128, 141-143, 249, 258-261.

169 Dick, “Formation,” 168-170; Cribb and Brown, Modern Indonesia, 16-17.

170 Booth, Nineteenth and Twentieth Centuries, 1; R. William Liddle, Leadership and Culture in
Indonesian Politics (New York: Council on Foreign Relations Press, 1996), 3; Robert Cribb,
“Introduction,” 1-5.
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peace and social justice.”1”! As we shall see, successive Indonesian governments
during this period proposed different approaches to achieve this ideal. The common
thread uniting them, however, was a willingness to encourage foreign and private
investment for the sake of economic growth, while at the same time bringing some
sectors of the economy under national control.172
During the period of parliamentary democracy, consecutive Indonesian
governments produced three economic plans: the Economic Urgency Program (April
1951), the Five Year Plan (May 1956), and a regional development plan that came
out of the National Conference in 1957.173 In the assessment of Herbert Feith,
Professor of Politics from Monash University in Melbourne, Australia, the earlier
cabinets of this period implemented policies of “maximization of production, fiscal
stability, and administrative rationalization”, while the later cabinets were more
concerned with “restructuring the economy in such a way that Indonesian nationals
held positions of advantage within it”.174
These different approaches during the post-independence era to achieving
the ideal of a just and prosperous society originated from two different views,
personified by President Sukarno and Vice President Hatta, the signatories of the
Proclamation of Independence. Here we will follow several analyses provided by
experts of Indonesian politics and economics concerning Indonesian leaders during
the 1950s and their ideas and orientations. Herbert Feith classified Indonesian
leaders of this time period into two groups: ‘administrators’ and ‘solidarity makers’.

The former refers to those leaders “...with the administrative, technical, legal, and

171 Amended Constitution of Republic of Indonesia of 1945 (2002), preamble.
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foreign-language skills, such as required for the running of a modern state”.17> This
group’s orientation was in contrast to that of the ‘solidarity makers’, that is, “leaders
skilled as mediators between groups at different levels of modernity and political
effectiveness, as mass organizers, and as manipulators of integrative symbols.”176
Hatta and other Indonesian political leaders such Mohammad Natsir, Sukiman
Wirjosandjojo, Sultan Hamengku Buwono IX, Wilopo, Mohammad Roem, Djuanda
Kartawidjaja, Sumitro Djojohadikusumo, I. ]J. Kasimo, Colonel T.B. Simatupang, John
Leimena, and the subject of this study, Sjafruddin Prawiranegara, belonged to the
first group (administrators). From 1949 to 1953, they were “intensely concerned
with solving administrative and economic problems, with the strengthening of law
and order, administrative regularization and consolidation, the maximization of
production, and planned economic development.”l’” Sukarno, as well as the radical
wing of the Partai Nasional Indonesia (PNI, the Indonesian National Party) and the
Partai Komunis Indonesia (PKI, the Indonesian Communist Party), was less
concerned with the aforementioned matters.178 Feith also points out that
[...] ‘administrators’ were concerned with the immediate future, meanwhile
‘solidarity makers’ tended to be concerned with images of a distant utopia.
[Meanwhile] Political leaders of the ‘solidarity maker’ group, including the
President, made numerous statements about the Indonesia of the future, to
which the Revolution was a bridge, the Indonesia of prosperity, justice,
harmony, and strength. They repeated frequently and forcefully that this was
the vision which had to be realized. But they too were little concerned about
middle-range goals, or at least did not speak of them specifically. Thus there
existed what might be called a bifurcation of attitudes toward the future.
Sukarno fashioned symbols and reiterated the messianic demands and
promises of the revolution. Hatta made administrative policy and urged
realism. The two approaches were neither fused nor bridged.”17°

Benjamin Higgins, a prominent Canadian economist, makes another

classification, dividing Indonesian leaders and politicians into an “economics-
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minded” or “developmentalist” group and a “history-minded” or “nationalist” group.
The first group consisted of “intellectuals who attach high priority to economic and
social development of the country, who feel that this development must follow
Western lines in large measure, and who are willing to cooperate with the West, at
least to the extent of seeking technical and capital assistance from the West, in order
to achieve this goal.”180 Sjafruddin, Sumitro, Djuanda, Wilopo, Sultan
Hamengkubuwono IX, Burhanuddin Harahap, Major General Abdul Haris Nasution,
and Ali Budiardjo were among the leaders who were included in this group.18!
Meanwhile the second group, “history-minded” or “nationalist” leaders, was “a
mixture of Communists and of a larger number who are nationalist [of PNI],
conservative (in Western terms), and isolationist. Its leaders attach highest priority
to ‘completion of the revolution’ in the sense of eliminating the control over
Indonesian national life exerted by foreigners through economic activity. While
favouring economic and social development, they attach great importance to
retention of the national culture, language and religion and to abolishing the
remnants of foreign influence.”182

The differences between the two groups reflected the conflicting visions of
the nation’s two most revered leaders, President Sukarno and Vice-President Hatta.
The former attached the highest priority to the continuation of the national
revolution, saying that:

For us, the common People of Indonesia, the Revolution has not yet ended,

and for that reason we march forward in order to implement the ideals of the

Proclamation...On and on go the strivings of that Revolution, on and on one

phase is followed by another. As I have said: “For a fighting nation there is no
journey’s end.”183

180 Higgins, /ndonesia’s Economic Stabilization, 103; Higgins with Higgins, /ndonesia, 88.

181 Higgins, /ndonesia’s Economic Stabilization, 103; Higgins with Higgins, /ndonesia, 86-89, 93.
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Herbert Feith and Lance Castles (Ithaca: Cornell University Press, 1970), 113.
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He continued,

[t]here are people who do not understand Revolutionary logic. Those are the

people who say in the midst of a journey, “The Revolution is over,” whereas

in fact the Revolution is not yet completed and still goes on, on, and again on.

This is Revolutionary logic: once we start a Revolution, we must continue

that Revolution until all its ideas have been implemented...[and] leading to

the formation of a New World, free from colonialism, free from exploitation,

free from color discrimination, free from spying on each other with atom

bombs and thermonuclear weapons in their hands.”184

Sukarno asserted that Indonesia’s independence required the removal of
“even the slightest trace of colonialism” in the economic sphere.185 He seemed less
concerned with the practical aspects of a well-planned economic development based
on real economic considerations.!8¢ What mattered to him was the continuation of
the struggle to end the colonial grip on Indonesia’s economy, as well as resistance to
imperialist attempts to weaken national unity and purpose, including the liberation
of Dutch New Guinea or Irian Barat (Irian Jaya or Papua). For Sukarno, a “just and
prosperous society” would be attained through socialist principles in the form of
“progressive state control of the economy in general, particularly in the main of
areas of production and distribution.”!87 Indonesia must remove foreign capital and
foreign experts immediately if it were to gain complete political and economic
independence. Sukarno saw the presence of the former as a form of colonialism and
imperialism.

Hatta differed fundamentally from Sukarno over the appropriate solution to
the deterioration of Indonesia’s political and economic conditions in the 1950s.

Above all, he did not believe that the revolutionary mindset which had emerged in

1945 should be encouraged or intensified. In his opinion, the revolution had ended
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with the termination of armed struggle through which Indonesia obtained

international recognition. According to Hatta:
A revolution is a sudden explosion of society which brings with it an
“Umwertung aller Werte”. A revolution shakes the floor and the foundations;
it loosens all hinges and boards. Therefore a revolution should not last too
long, not more than a few weeks or a few months. It should then be checked;
the time will then have arrived for a consolidation which will realize the
results produced by the revolution. What is left unfinished is not the

revolution itself, but the efforts to carry its ideals into effect over a period of
time after the foundations have been laid.188

The rebellions, factionalism, political anarchy, adventurisms, corruption, and
economic malaise that afflicted the country were, in his opinion, effects of the
revolution not having been checked in due time. Hatta believed that putting an end
to revolutionary politics was necessary to establish economic and political
consolidation, in order to achieve social democracy and democratic responsibility.18?

In actuality Hatta had espoused, as had Sukarno and all other leaders, anti-
colonialist, revolutionary, socialist and collectivist thought. However, due to the
harsh terms of the 1949 Round Table Agreement, Hatta, as vice-president, could
only adopt a gradualist approach to economic development. In addition, he realized
that Indonesia still suffered from a lack of human resources, and that the republic
needed foreign enterprise and capital as well as technicians in order to restore what
had been destroyed during the revolution and to construct the new nation.1°® This
attitude was also shared by Sjafruddin Prawiranegara, Djuanda Kartawidjaja and
Sumitro Djojohadikusumo, among others.

Sutan Sjahrir advocated another way of thinking about how to achieve social
justice and prosperity. It seemed that Sjahrir had already anticipated the problems
the new nation would face and the possibility of authoritarian and totalitarian

tendencies on the part of certain Indonesian nationalist leaders. In retrospect,

188 Hatta, “Past and Future,” 15.
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Sjahrir had recognized that the tendencies were, in part, a reflection of Indonesia’s
feudal-patrimonial society.1°! In 1948, Sjahrir felt that a socialist society could not be
established in Indonesia within his lifetime. He predicted that the future
development of Indonesia during the next two or three decades would be that of a
mixed economy between state and private enterprise. According to Sjahrir’s
observation, Indonesia did not yet possess a middle class from which the necessary
managerial and technical personnel were to be recruited. He argued that the
benefits of some measure of capitalist development would outweigh its potential
harm, significantly eliminating the burden of the Indonesian feudal heritage and
developing, in its stead, a more individualist attitude amongst the Indonesian
people. Moreover, capitalist enterprise would help Indonesia’s economic life by
providing the government with the necessary administrative personnel to manage
and serve national interests efficiently, especially in the emerging government-
managed economic sectors.192

The brand of socialism which Sjahrir wanted to introduce was one that was
“decentralized and administered locally as much as possible.”193 For Sjahrir, top
priority should be given to democracy and not to nationalism.!* Sjahrir and the
other PSI leaders therefore emphasized the importance of “political education of the
people in order to make them politically mature, critical, and independent in their
analysis and judgment of political issues” and thus to further raise their democratic

potential.1%> The combination of a decentralized political and economic structure
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and a politically mature public would prevent strains of totalitarianism and
authoritarianism from emerging in the future.196

These economic and social views of Hatta, Sjahrir, and other leaders from the
modernist wings of Masyumi, PSI, and the moderate wing of PNI, with their
reasonable and pragmatist tendencies, greatly influenced policies of the early
governments of the parliamentary period. The prevailing mode of thought during
this period was based on the premise that achieving social justice and prosperity
required the implementation of the principles of freedom, equality, and efficiency. As
mentioned above, Hatta argued that the revolutionary politics which led to
independence must make way for economic and political stability in order to
achieve a society with democratic rights and responsibilities. The establishment of
parliamentary democracy was a step in that direction. This was accompanied by a
strong collectivist approach to various government economic programs that focused
on nationalization schemes and funding domestic industries, as well as the
encouragement of foreign capital in order to stimulate economic growth. These
measures were meant to establish an efficient economic order while simultaneously
turning the balance of power away from the vestiges of Dutch economic control
towards greater indigenous participation. The prevailing approach of the cabinets of
the 1950s was thus to set up a viable economic system given the realities of the
time.197

But the three development plans and various related government policies
were not fully and consistently implemented. The “administrator” or “economics-
minded- developmentalist” group, which prioritized economic rationality, economic
and social development and was prepared to collaborate with the West, was often

challenged by the “solidarity maker” or ‘history-minded’ group, which emphasized
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emotional nationalism and was more concerned with removing foreign control over
the national economy.1°8 Different orientations were seen, for example, with regard
to the issue of power distribution between the central and the regional
governments. The conflict between these two groups resulted in ineffective
development in the regions and an increase in the gap between Java and outside
areas, among other effects.1?° This situation posed a challenge to Indonesia, whose
leaders, under the pretext of dismantling the Dutch-imposed system of federalism,
concentrated on integrating the economy and consolidating a centralized state as
the Dutch colonial government had done before.2 For many Indonesians living
outside Java, this problem still has yet to be resolved satisfactorily.

The position of the first group became increasingly weaker because of the
insistent Dutch refusal to open negotiations on the status of West New Guinea (Irian
Barat/Irian Jaya/Papua).?201 The pragmatic-liberal (administrator or economic-
minded developmentalist) group’s defense of cooperation with the West, including
protection of Western economic interests, became less tenable given the
obstructionist attitude of the Dutch concerning the sovereignty of West New Guinea.
In the eyes of the radical nationalist the policy was simply lacking in nationalist

spirit. In addition, the established economic structure, colonial in origin, by which
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the Dutch government maintained its domination?°?2 and which clashed with the
interests of certain political, social and economic groups,?%3 further hampered
economic stabilization and development.204

Finally, the democratic parliamentary political system—or the abuse
thereof—was an important political factor in preventing the cabinets from
maintaining consistent and sustainable economic policies. The system allowed for a
change of cabinet in a short time. Over a period of approximately eight years, eight
successive cabinets tried to transform the dualistic or uneven economic structure
and to carry out redistribution of wealth controlled by foreign powers. Each cabinet
emphasized a different set of principles than previous ones.2%5 The two opposing
political groups used the no-confidence vote against each other in the parliamentary

system in order to dislodge the serving cabinet. In other words, political parties and

202 The government, under the Financial-Economic (Finec) Agreement, had to make several
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their leaders failed to act in a responsible way to create a working parliamentary
democracy.?% This conflict also spread to the military, prompting one faction to
demand the dissolution of parliament.207

Consequently, economic policies of the post-independence Indonesian
government that aimed to solve economic problems and to free the Indonesian
economy from the legacy of colonialism did not run as well as expected. There was
widespread and deep disappointment among many Indonesians, especially those
outside of Java, as the promises of prosperity and social justice failed to materialize.
President Sukarno tried to resolve the troubles of the country by implementing in
February 1957 his concept of Demokrasi Terpimpin, a “Guided Democracy”.208
However, this move instead exacerbated political instability in the midst of growing
tension between Jakarta and regions outside Java. The unresolved political disputes
were an impetus for regional military commanders to launch the PRRI (the
Government of the Revolutionary Republic of Indonesia) in Sumatra and for
uprisings of Permesta (Perjuangan Semesta, Universal Struggle) in Sulawesi a month
later. In addition, the political stalemate in the Constitutional Assembly over the
issue of the basis of the state was additional ammunition for the Army with which to
disparage the credibility of the liberal-democratic system. All of these developments
led to Sukarno’s implementation of martial law, upon army advice, which effectively
placed the military in charge of the country.2%° Eventually the president promulgated
the Decree of July 5, 1959, which declared “the return” to the 1945 Constitution and
dismantled the Constituent Assembly. One year later the elected parliament was

dissolved and replaced by a handpicked parliament.210
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In conclusion, the pragmatist-moderate economic development policy
espoused in the early period of parliamentary liberal democracy, intended to realize
a just and prosperous society, was eventually replaced by a more populist- and
statist-oriented policy. The effort to achieve social justice and prosperity by
promoting freedom, equality, and efficiency had failed. The “administrator-
developmentalist” group was defeated by the increasingly powerful “solidarity
maker” or radical nationalist group which opposed economic and political
liberalism, distrusted foreign capital and believed in the complete capacity of the

state to realize populist development aspirations.

2.6. Chapter Six: The Guided Democracy and Guided Economy of Sukarno (1957-
1966): The Predominance of Collectivist and Populist Equality

The establishment of Demokrasi Terpimpin (Guided Democracy) signified
the beginning of authoritarian regimes in the history of Indonesia. It came after a
prolonged period of failed attempts of the parliamentary democracy, in the decade
following the transfer of sovereignty in 1950, to promote prosperity and
redistribution of wealth.211 The more dominant mode of thought in this period held
that social justice and prosperity would be achieved by emphasising a centralized
state policy and equal distribution of wealth, a policy that ignored economic
rationality and efficiency and discredited freedom. Sukarno’s Guided Democracy
was in essence the implementation of his socialist ideology of Marhaenism, with its
emphasis on anti-colonialism and Western imperialism, his concepts of gotong-
royong and musyawarah, and his enthusiasm to unite nationalism, Islam, and
Marxism as he had expressed before Independence.

Sukarno’s Guided Democracy was accompanied by a Guided Economy

(Ekonomi Terpimpin), in which the Indonesian economic structure was transformed
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into a socialist or collectivist model that was, according to Sukarno, distinctly
Indonesian: Sosialisme 4 la Indonesia. Underpinning the new system was Sukarno’s
personal charismatic leadership, supported by the radical wing of PNI, and PK]I, as
well as the army. The two parties, especially PKI, were used by Sukarno to check the
power of the Army.212 Sukarno made it a point to rid Indonesia of any traces of
Western influence—especially that of capitalism, which he saw as another form of
exploitation. Soon foreign investment was shut down.?13

The inauguration of Sukarno’s Guided Democracy spelled the end of previous
governments’ attempts at economic pragmatism, with their emphases—varying
with each successive cabinet—on increasing production by maintaining the influx of
foreign capital while nationalizing certain vital industries. The era of Guided
Democracy did not separate economics from ideology, and promised a self-sufficient
state-controlled economy through the establishment of heavy industries and
cooperatives, with some involvement of the private sector.214 These nationalistic
tendencies existed before but were tempered by the pragmatic and level-headed
approach of trained economists such as Sumitro, Sjafruddin Prawiranegara, and
Jusuf Wibisono.21> Sukarno, on the other hand, put great emphasis on Article 33 of
the 1945 Constitution, which placed the responsibility for enacting social justice on
the state.?1¢ He interpreted this article as giving the state a direct and extensive role
in the economy, decreasing the role of the private sector. But the severe lack of
capital and expertise—two problems that plagued even the more realistic plans of
previous governments—meant that Sukarno’s Guided Economy failed to prepare

clear steps to achieve the goals of social justice. Its emphasis on collectivist equality
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came at the cost of a viable and efficient economic system and political freedom.
Economic policies were formulated under the practically untenable ‘spirit of
revolution’ (semangat revolusi). Furthermore, under the same ‘spirit’, the
government initiated an irresponsible military confrontation against the newly-
independent country of Malaysia that consumed a large portion of the government
budget and led to an increased deterioration of the economy, culminating in severe
political crisis.?1”

With most of the liberal developmentalist-pragmatist group imprisoned,
exiled, or isolated from the public sphere, there were almost no dissenting voices
against Sukarno’s authoritarian Guided Democracy from inside Indonesia. An
exception was that expressed by Mohammad Hatta, Sukarno’s longtime friend but
now his only opponent, who carried such influential moral authority that not even
Sukarno dared to put him in prison. In his article entitled “Our Democracy”, Hatta
criticized the Guided Democracy for making the realization of justice, prosperity and
democracy even less of a reality. He rightly noted that Sukarno had violated the
Constitution several times.?!8 Instead of achieving the aim of the revolution, to
establish a just and prosperous society and democracy, Hatta predicted that
Sukarno’s Guided Democracy dictatorship would end in chaos and anarchy, and the
system would collapse “like a house of cards.”21° Hatta’s prediction proved true. Not
only did Guided Democracy fail to establish economic and political stability which
could create a climate conducive to the achievement of social justice and prosperity,
but in 1965 the system was dismantled and Sukarno himself was eventually

impeached as president.
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Mohammad Natsir may be among the earliest to offer a comprehensive
response to President Sukarno's Guided Democracy, before he finally left Jakarta in
December 1957 to Padang, West Sumatra in order to take refuge from intimidation
and threats from leftist groups. In an address given while General Chairman of the
Masyumi Party, on the occasion of its eleventh anniversary, November 7, 1956, and
just two weeks after Sukarno’s first calls for a “guided democracy”, Natsir defended
democracy, along with responsible political parties, as the solution to the nation’s
problems. Emphasizing Masyumi’s role as a stabilizing factor ensuring Indonesia’s
safe progress since 1950 and the efforts of various political parties to solve national
problems, he admitted that the spiritual and material wellbeing of the nation had not
yet been achieved. Instead, the situation was characterized by “incompetence and
confusion in every sphere [along with] gross waste of human power, money and
time”; widespread intrigue; and the privileging of self-interest. He warned his
audience that the final outcome of this state of affairs would be general
dissatisfaction, the loss of a sense of social responsibility, and discontent, which had
led some sections of the population to hope blindly for the coming of a Ratu Adil (a
just ruler or king), a messianic leader who would right all wrongs. He chastised
Sukarno for being one of those who proposed the destruction of the existing
democratic system in order to make way for a kind of supreme authority or
dictatorship, thought to bring an immediate and total solution to all difficulties.?20

Natsir challenged that idea on the basis that dictatorship, as a system, was
simply inconsistent with the precepts set down in the teachings of Islam. The
ideology of dictatorship should therefore be firmly rejected by the Muslim
community. The second reason was that geographically speaking, Indonesia,

consisting of thousands of islands with diverse ethnic groups, cultures and
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languages, was incapable of being ruled by a dictatorship. He argued that the
difficulties Indonesia was facing stemmed from a lack of idealism, a materialistic
orientation, the blurring of the lines between right and wrong, and a lack of realism
in terms of assessment of problems and distribution of duties. Natsir reminded
politicians and political parties that it was very easy for a democracy, without
discipline and caution, to break down into lawlessness. He urged the elite leaders to
safeguard and honour the responsibility and privilege they bear under a democratic
system to avoid anarchy and dictatorship and to restore confidence in democracy.221
Another critic of the turn towards dictatorship was Sumitro Djojohadikusumo,
former Minister of Finance and Trade and Industry, who wrote from exile a tract
denouncing Sukarno’s arbitrary rule, neglect of economic development, empty
sloganeering, and propaganda.?2?

The eventual collapse of Sukarno’s Guided Democracy regime was a result of
its inability to sustain the contradictory elements within its own system. The effort
to eliminate the army leadership (under Abdul Haris Nasution and Ahmad Yani) was
the catalyst of the crisis, in which six senior generals and one junior officer were
murdered. But the plot, executed by a small group of leftist army officers in
collaboration with certain elements of PKI, ultimately failed. Subsequently the
army—supported by Muslim organizations and university student—orchestrated a
massive and violent eradication of Communists and their supporters, totalling
hundreds of thousands of victims in many villages and towns, especially in Central
Java, East Java and Bali, that brought the country to the brink of a civil war. The

army, suspecting the president of complicity in the plot, finally managed to force him

221 Natsir, “Restoring Confidence,” 91-94.

222 Sumitro Djojohadikusumo, “The Failing of Sukarno,” in /ndonesian Political Thinking, 1945-
1965, ed. Herbert Feith and Lance Castles (Ithaca: Cornell University Press, 1970), 141-146. The
group of Indonesian exiles living in Malaya, Singapore, Hong Kong and European countries, led by
Djojohadikusumo, published a mimeographed booklet in December 1959 entitled Searchlight on
Indonesia.
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to hand over executive power to General Suharto. The Guided Democracy system
had created political instability and economic disaster, as well as social strife. The
increasing influence of the Communist Party aroused fear and anxiety on the part of
the military, religious communities, and conservative elites. Ultimately, the army
won, the Communists and leftists were eradicated and political parties and civilian
groups which had supported Sukarno’s Guided Democracy/Economy were

discredited.223

2.7. Chapter Seven: Social Justice and the New Order Economic Development Policy
(1966-1998): The Victory of Rationality, Efficiency, and Stability and the

Subordination of Freedom and Equality

In March 1967, President Sukarno was impeached by the Provisional
People’s Consultative Assembly (MPRS). His dismissal marked the end of the ‘Old
Order’ of Guided Democracy and the emergence of the ‘New Order’ of army-
dominated government.??* The big political issues, especially the place of the
Indonesian Communist Party in Indonesian politics, seemed to be settled, but only
through tremendous economic and human cost. The New Order government
emphasized stability and development and limited the scope of political
participation of civilian groups and political parties. Its fundamental mission was
economic development.22> In pursuit of this mission, the government returned to the
pragmatic open-door approach of the early years of independence, while
abandoning some of its more collectivist and nationalistic tendencies which placed

great responsibility for social justice and prosperity on the state, an approach that

223 Dick, “Formation,” 189-190; Ricklefs, A History, 318-321; Glassburner, “Indonesian Economic
Policy,” 428-432.

224 Harold Crouch, “The Army, the Parties and Elections,” /ndonesia 42 (November 1971): 177.
225 Thee Kian Wie, “The Soeharto Era and After: Stability, Development and Crisis, 1966-2000 in
The Emergence of a National Economy: An Economic History of Indonesia, 1800-2000, ed.
Howard Dick et al (Crows Nest, NSW: Asian Studies Association of Australia, Allen & Unwin and
University of Hawai'i Press, 2002), 194.
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Sukarno carried to an extreme during the era of Guided Democracy.?2¢ Accordingly,
the rise of Suharto’s New Order was heralded “as the victory of rationality over
ideology and of economics over politics”.22” However, as we shall see in the
following account, this high priority given to economic viability and growth came at
the price of political freedom and equitable distribution of the wealth gained
through economic development.

The new government under General Suharto adopted a “development
strategy” that emphasised economic growth, income distribution and national
security. The policy was designed by Western-trained economic technocrats under
the tutelage of Professor Sumitro Djojohadikusumo, Minister of Finance in the 1950s
and a critic of Sukarno’s Guided Democracy/Economy. In a reversal of its
predecessor’s policies, the new government reintegrated Indonesia into the global
economy. The policy was reflected by the massive influx of foreign support,
especially from the Western countries and Japan.228 The army-dominated
government also devised a highly centralized system, achieving a level of national
unity and stability that enabled the government to engineer economic growth.22?
New foreign investors and Indonesian businessmen were invited to develop
Indonesia’s natural resources and to resume industrialization efforts.23% The policies

worked to restore Indonesia’s economic growth. Economic recovery was made

226 Chalmers, “Introduction,” 22.

227 Robison and Hadiz, “Indonesia: Crisis, Oligarchy, and Reform,” 115.

228 Benedict R.O’G Anderson, “Old State, New Society: Indonesia’s New Order in Comparative
Historical Perspectives,” Journal of Asian Studies 42 (March 1983): 488-489; John Bresnan,
Managing Indonesia: The Modern Political Economy (New York: Columbia University Press,
1993), 68-71; Anne Booth and Peter McCawley, “The Indonesian Economy Since the mid-Sixties,”
in The Indonesian Economy During the Soeharto Era, ed. Anne Booth and Peter McCawley (Kuala
Lumpur: Oxford University Press, 1981), 7.
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230 Wie, “Soeharto Era,” 206.
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possible by using the revenue accumulated by the government during the oil booms
in the 1970s.231

Despite the economic progress, unequal distribution was clearly evident in
the increasing social and economic disparities. The main beneficiaries of Suharto’s
economic policies were powerful military officers, bureaucrats, and wealthy
business cronies (predominantly Chinese-Indonesians). The livelihoods of the
masses, laborers, and farmers were compromised as their work contributed to a
rising standard of living without their fairly reaping the result of their labour.
Corruption was widespread. Indonesia had become a safe place for crony capitalism
and corruption in the region.232

In addition, the political stability and economic growth of the New Order
were in fact the fruit of military-authoritarian rule. Indonesian society had to endure
suppression and violence for the New Order economic policies, and people had to
accept a very limited level of democracy to retain economic benefits.233 The policy
reflected, among other things, another impact of the Japanese military occupation on
Indonesian political culture. Most of the Army’s top officers who took over state
power under Suharto’s leadership had been trained by the Japanese military, which
passed on its doctrine of the armed forces’ active involvement with government to

closely direct and control society.234

231 Hal Hill, The Indonesian Economy, 16; Liddle, Leadership and Culture, 5-6.

232 Bresnan, Managing Indonesia, 286-287 and 290-291; Andrew Maclntyre, “Investment,
Property, and Corruption in Indonesia,” in Corruption: The Boom and Bust of Fast Asia (Manila:
Ateneo De Manila University Press, 2001), 40; Kingsbury, Politics of Indonesia, 15.
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1999), 126-130; Wirahadikusumah, “Rise and Development,” 19-20 and 24-27.

234 Kingsbury, Politics of Indonesia, 34. The official doctrine used to justify the army/military’s
role in civil and government affairs was formulated as the doctrine of Dwifungsi (dual function).
The concept was outlined by General Abdul Haris Nasution, Chief of Staff of the army in 1958, and
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During this period the issue of social justice continued to be a concern for
many sections of the public, considering that the great accumulation of wealth as a
result of economic development was not matched by a likewise concerted effort to
redistribute it fairly.23> Having stabilized and expanded the economy, the
government was met with widespread expectations that the early ideals for social
justice championed by the nation’s founding figures would be achieved. Critics of the
government invoked the stipulations of the Constitution and Pancasila as the basis
for grassroots development policies aimed at promoting national strength through
government-led initiatives.23¢ They appealed to the egalitarian principles of the
leaders of the independence movement, who placed great emphasis on the building
of an indigenous entrepreneurship, the advancement of small-scale businesses, and
the cooperative movement.237 In general, these critics believed that the long-awaited
economic sovereignty of Indonesia was still out of their hands, remaining under the
control of foreign capital and stipulations for aid as well as of social elites, who
benefitted disproportionately from the New Order’s single-minded pursuit of
economic growth. The following account shall further show the variety of the
concern for social justice among Indonesian economic thinkers.

[an Chalmers classifies the streams of economic development thought in the
New Order period into three: pragmatic-economic liberalism, statist-nationalism,
and economic populism.?38 The first stream of thought was espoused by Western-
trained economic technocrats. They “tended to favor economic deregulation and

market-oriented policies [and]... pragmatic planners quite prepared to advocate

235 Chalmers, “Introduction,” 20.
236 Chalmers, “Introduction,” 29.
237 Chalmers, “Introduction,” 29.
238 Chalmers, “Introduction,” 27-29.
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state controls to achieve particular development goals.”?3° They were not, however,
dogmatic economic liberals.?40 A particular thinker worthy of note is Sumitro
Djojohadikusumo, Minister of Trade and Industry (1950), Minister of Finance
(1952-1953 and 1955-1956), Minister of Trade (1968-1973) and Minister of
Research and Technology (1973-1978). He was considered the doyen of Indonesian
economists. Most of the economists who established the early New Order economic
policy, including Mohammad Sadli, Emil Salim, Ali Wardhana, and others, as well as
its principle architect Widjojo Nitisastro, were his students. Nevertheless,
Indonesian economist Sjahrir (b. 1945)241, who once opposed the New Order
regime’s policies, was also his student. During the New Order period Sumitro’s
students and protégés played very important roles both as planners of the regime’s
economic policies and as their critics. In the mid-1980s “Sumitro suggested that the
economy had become over-regulated [...].”242 In addition, he criticized the emphasis
on “equity” by populist-oriented economists and on the concept of “value-added”
advocated by statist-nationalists.?43 A change of direction in his economic thinking
had taken place. During the early 1950s he devised the Economic Urgency Program,
including a state-led industrial development plan,?44 and in the early years of the
New Order he advocated economic development policies in which “the state would

have a major role stimulating new economic initiatives.”?4> Sumitro’s new stand

239 Jan Chalmers and Vedi R. Hadiz, “The Pragmatic Technocrats,” in The Politics of Economics
Development in Indonesia: Contending Perspectives, ed. lan Chalmers and Vedi R. Hadiz
(London: Routledge, 1997), 40.

240 Chalmers and Hadiz, “Pragmatic Technocrats,” 40.

241 Dr. Sjahrir should not be confused with Sutan Sjahrir, the first Prime Minister and leader of
PSI (1909-1966).
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(London: Routledge, 1997), 94.

243 Chalmers and Hadiz, “Liberal Critique,” 95.
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appeared to resemble Sjafruddin’s opinion, which the former had opposed in the
1950s.

Sumitro was a member of Sutan Sjahrir’s PSI with its socialist-Marxist
ideology. Here we see the link between Sumitro’s ideological evolution and external
changes in economic structure and political circumstances. Sumitro was a member
of the cabinets in the early 1950s which adopted a pragmatic approach to economic
development. However, in actuality he was less pragmatic and realistic than
Sjafruddin and more socialistic and nationalistic. His economic policies during the
1950s were criticized by Sjafruddin because of their profoundly “nationalistic” and
discriminatory aspects.?4#¢ The impetus for this shift seemed to have been the
collapse of oil prices during the 1980s. From then on, Sumitro vigorously advocated
a gradual shift towards economic liberalism.247

Comparable to Sjafruddin with respect to his realistic views reflected in his
formulation of religious socialism,?48 Sumitro, consciously or not, based his adoption
of economic liberalism on his party’s ideological realism. This was characterized by
a revisionist-eclectic approach to Marxism of adapting socialism to Indonesian
conditions and characteristics, as espoused by Sutan Sjahrir (1908-1966), the chief
figurehead of PSI, and most of its other leaders. They felt that the Marxian doctrine
of class struggle was irrelevant to the social conditions existing in Indonesia.24°

This exposition of PSI's aforementioned ideological interpretation of
Indonesian economy and society helps us to understand how Sumitro and his New

Order economist-technocrat students, almost all of whom were PSI sympathizers, so

246 (Glassburner, “Economic Policy-Making,” 85. Among the vey nationalistic and discrimantory
aspects of the plan were developing small, national (i.e., indigenous) industry to produce import
substitutes, giving capital assistance to indigenous enterprise, and restricting certain markets to
indigenous sellers. From those schemes Chinese Indonesians were excluded.

247 Chalmers and Hadiz, “Liberal Critique,” 94-95; Andrew Rosser, The Politics of Economic
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248 Kahin, Nationalism and Revolution, 309-310.
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easily applied this ideology to real conditions in Indonesia, including their advocacy
of liberal capitalist economic development.

Another representative of this stream of pragmatist-liberal thought was
Widjojo Nitisastro, the main architect of the New Order’s economic policy.250
Nitisastro was head of Suharto’s team of Presidential Economic Advisers in 1966,
and later served as Minister of State for National Development Planning/Head of
Bappenas/The National Planning Body (1971-1983) as well as Coordinating
Minister of Economics and Industry (1973-1983).251 Nitisastro stressed “a long-term
development plan and [devoting] greater attention to policy implementation.”252 But
he also argued for a principal and dominant position for state enterprises in the
economy, and a more dynamic role for social forces in economic affairs.253 This
pragmatic-economic liberalist stream of development thought emphasized
economic freedom and efficiency—but not political freedom and equality—as a
means by which to realize the national ideal of a just and prosperous society.

The second stream of economic development thought was a statist-
nationalist one. This mode of thought emphasized the role of the state in creating,
strengthening, and supervising a self-reliant national economy.25¢ Baharuddin Jusuf

Habibie was one of the proponents of this statist-nationalist stream of thought.25> He

250 Widjojo Nitisastro presented his exposition of general economic problems since 1955 in a
symposium held in September 1955 at the University of Indonesia, but his ideas had been
ignored during the Guided Democracy period. See Wilopo and Widjojo Nitisastro, 7he Socio-
Economic Basis of the Indonesian State: On the Interpretation of Paragraph 1, Article 38 of the
Provisional Constitution of the Republic of Indonesia, trans. Alexander Brotherton (Ithaca, NY:
Modern Indonesia Project, Southeast Asia Program, Department of Far Eastern Studies, Cornell
University, 1959).

251 Chalmers and Hadiz, eds., Politics of Economic Development, xiv, 40 and 41.

252 Chalmers and Hadiz, “Pragmatic Technocrats,” 41.

253 Chalmers and Hadiz, “Pragmatic Technocrats,” 41 and 45. See also Wilopo and Nitisastro,
Socio-Economic Basis, 20.

254 Jan Chalmers, “The Continued Appeal to Statist-Nationalism,” in The Politics of Economics
Development in Indonesia: Contending Perspectives, ed. lan Chalmers and Vedi R. Hadiz
(London: Routledge, 1997), 163-164 and 167; Rosser, Politics, 3.

255 He was President of Indonesia (May 1998-September 1999), Minister of State for Research
and Technology (1978-1998), and chairman of the country’s main technology research body,



71

believed that an “increase of scientific and technological skills” was the key to
transforming Indonesia into “an industrially and technologically advanced nation”256
which could achieve real independence “characterized by capacity for economic self-
reliance, by success in maintaining cultural identity, and by the power to maintain
political integrity.”?57 He emphasized the need to protect “national technological
capacities until the nation reaches the stage when it can compete internationally.”258
In his view, one particular stage a nation had to undergo during “the transformation
[...] into a technologically and industrially advanced nation” was that of “large-scale
basic research” to develop new theories necessary for continued advancement.25?
Contrary to most other proponents of economic nationalism, Habibie was confident
that Indonesia, despite its economic weaknesses, would be able to compete with
stronger economies and suggested that economic internationalization could advance
development.260

Another figure of this school was Ginanjar Kartasasmita, who held several

economic posts in the New Order cabinets (1983-1998).261 Kartasasmita stressed

BPPT, in addition to chairing various state corporations involved in high-technology industries.
He was instrumental in developing Indonesia’s fledging aircraft industry. Although he had not
been known as a Muslim activist, in 1990 he became chairman of ICMI, the Association of
Indonesian Muslim Intellectuals. On March 12, 1998 he was elected vice-president, and two
months later, on May 21, he succeeded Suharto as president after the latter resigned. Habibie
successfully led the country in its transition toward democracy.

256 Chalmers, “Continued Appeal,” 166.
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Industry, ed. A. Makmur Makka (Jakarta: Cipta Kreatif, 1994), 15-16 and 26-30.
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Development Planning and Head of the National Development Planning Body (BAPPENAS). From
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the necessity of economic self-reliance for the country’s survival. According to
him,”... [t|he economic foundation of a self-reliant country is its capacity to satisfy its
requirements for goods and services domestically.”262 In principle, a country should
be self-reliant with respect to vital needs such as food and clothing. He therefore
urged support for a national movement to buy domestic produce.?63 However, at
variance with Habibie, Kartasasmita believed that internationalization might
hamper efforts to develop a self-reliant economy unless three programs were
employed: protecting domestic industries, upgrading domestic industries, and
fostering a patriotic consciousness to choose domestic rather than foreign
products.264

Statist-nationalist thought emphasized efficiency, equality, limiting economic
freedom for the interest of the nation’s collectivism, and putting aside political
freedom. However, the call for freedom and populist equality continued to be raised
during the New Order period. Sarbini Sumawinata?¢> and Soedjatmoko,?¢¢ both of
whom were also former members of PSI, strongly maintained their commitment to
freedom and equality. Soedjatmoko was less concerned with growth and more with

a nation’s capacity to grow.2¢7 In his view, development should expand and multiply

262 Ginanjar Kartasasmita, “To Build National Economic Resilience,” in 7he Politics of Economic
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opportunities on the personal level for the entire population.2¢8 He emphasized the
importance of the decentralization of power and accountability,?6® and urged
policymakers to accompany the top-down strategy with a bottom-up strategy
“which ensures voluntary participation, initiative and growth at the grass roots
level.”270 He believed that success in dealing with poverty and social justice would
ensure freedom on an individual, social, and national level.271

The call for freedom and equality was also raised by a former student
activist-turned-economist with a populist approach, Arief Budiman. As a student
activist he participated in the 1966 movement that was instrumental in
overthrowing the Guided Democracy regime of President Sukarno. He was well-
known for consistently upholding democratic principles and socialistic ideas.?72
Consequently, he was one of the critics of the New Order with its capitalist model of
development which, according to him, was based on the assumption that human
beings were greedy and materialistic.2’3 For Budiman, a socialist system seemed to
provide a better guarantee for the preservation of equitable distribution.274

Also present were prominent economists, intellectuals and NGO activists
from Islamic organizational backgrounds such as Mohammad Dawam Rahardjo,
Sritua Arief, and Adi Sasono. Their parents were members of the Masyumi Party and
they themselves belonged to a modernist Muslim student organization, HMI
(Association of Islamic University Students) and in the 1960s had joined the student

movement that toppled President Sukarno. They were reformists rather than
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revolutionaries, as they focused their efforts on offering practical solutions to
economic problems. They used structuralist and dependency theory merely as tools
of analysis to more clearly explain the economic conditions in Indonesia. Their
writings display a strong commitment to Islamic teachings of human equality and
justice.2’> Sasono and Arief frequently referred to Hatta’s populist and collectivist
ideas?76; meanwhile Rahardjo echoed Hatta’s economic thinking, especially his idea
of cooperatives, and also appreciated that of Sjafruddin.2’” According to them, their
use of neo-Marxist dependency analysis was justified by similarities in social,
economic and political conditions between Indonesia and the countries of Latin
America.?’8

Rahardjo interpreted current expressions of “economic domination” as being
structurally different from those of the colonial period. In the past, an advanced
nation would directly control another. In contrast, “today’s structural domination is
indirect, in the sense of asymmetrical ties between the metropolitan centers and
their satellites, between the centers and peripheries at both global and national
levels.” Such a relationship, for Rahardjo, “is not a mutually beneficial form of
interdependence, but is exploitative in nature. The hegemonic power expands and
penetrates the economically backward region, while this backward region ‘develops’
by becoming dependent on the advanced center, becoming relatively more

backward. Its economy may even decline.”27?

275 For Sasono’s views of Islam and socio-economic justice see Adi Sasono, “Islam dan Religius
Sosialisme,” in Aspirasi Umat Islam Indonesia, ed. Bosco Carvallo and Dasrizal (Jakarta:
Leppenas, 1983), 107-117. For Rahardjo’s view on Islamic economy see Rahardjo, Perspektif
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it briefly. See Arief, Teori, 383 and 435.
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Rahardjo elucidated why such a relationship is called structural. In his
analysis, “the elements of domination and dependence are woven together in a
complex system, both within and between sectors.”?80 Political, economic and
cultural factors “are interrelated to form a domination-dependency relationship in
the social system.”?81 He maintained that “[..] the structures of the colonial
economic system remained and there was a continuation of the dualistic economic
system, with a growing modern sector and a traditional sector still in a condition of
subsistence.?82 He called the New Order regime a “repressive developmentalist
regime”283 that “[...] has as its distinctive features a bureaucracy directed by a
military-controlled government, economic development organized by technocrats,
and restrictions on the freedom and activities of the institutions of a conventional
democracy—although they are still tolerated. In such a situation, mass poverty and a
distorted distribution of income exist alongside capitalistic economic growth and
extravagant lifestyles.”284

Meanwhile, Sasono asserted that the revolution for independence was not
followed by a social revolution. Even the contemporary Indonesian economy was a
continuation of that of the Dutch colonial period. Consequently, he suggested, New

Order economic policy had succeeded merely in prolonging Indonesia’s position of

modern economics, regionalism and international labor division, ideological assumptions of
economic development models, social participation model in development, critiques of Marxism
and Marxism as a critique of capitalist development, among others. The article is also entitled
“Development and the Structure of Domination” as appears in Hadiz, “Populist Critique,” 130-
135.
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dependency in the international economy. Foreign aid had only served the interests
of the creditor countries. He also argued that the impoverishment of the Indonesian
people was not a result of the existing economic system malfunctioning, but was in
fact a necessary consequence of the system itself. Echoing the prescriptions of
dependency theory, he suggested that realising the goal of social equity required
fundamental structural change.28>

Arief’'s development thinking was mainly influenced by the structuralist
paradigmas developed by his teacher, Joan Robinson.?8¢ He pointed out that
Indonesia’s economic development had produced rapid growth for a small number
of people, poverty for many, but dependency for all. The rapid growth enjoyed by
the minority was a dependent form of development, and the poverty suffered by the
majority was a product of that dependence. Dependence had been accompanied by a
process of unequal exchange, transplanting a foreign system of production and its
associated social relations while marginalizing many people from the indigenous
system of production within which they had existed, functioned and found their
livelihood. This process of marginalization was not accompanied by their absorption
into the new system of modern industry, for this new system of production was not
pro-worker.287

Arief offered an alternative development strategy which prioritized

increasing effective domestic demand and not foreign. Arief was aware that foreign

285 Adi Sasono, “Tesis Ketergantungan dan Kasus Indonesia,” Prisma9.12 (December 1980), 73.
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exports, valued at world prices, being equal to the flow of imports.” However, Robinson
described how the neoclassical doctrine of free trade in practice benefited England but
disadvantaged Portugal in the nineteenth century. She concluded that the free trade doctrine
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markets,” such as Great Britain in the past and the United States in the present day. Robinson,
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287 Arief, Teori, 414.



77

economic relations were too important to disregard. Hence he affirmed that his
alternative strategy was not anti-foreign economic relations, but instead was
opposed to foreign relations which bound the Indonesian people in dependence. He
emphasized the need to bring about social structural change to lay the foundation
for an alternative development process. Without such fundamental change, in Arief’s
analysis, the Indonesian economy would remain essentially an appendage to the
expansion of international capital, a process fuelled by multinational corporations
and controlled by the metropolitan centers.288

Suharto’s rule finally came to an end on May 21, 1998. He resigned due to the
continuing economic crisis, which came to a head with fierce protests and
widespread demonstrations. In accordance with the Constitution, Vice President
Baharuddin Jusuf Habibie succeeded him as president. Indonesia was experiencing
its worst financial and economic crisis since the Sukarno era, as entire countries in
East and Southeast Asia were engulfed by the collapse.28°

Hill, Sadli, and Bresnan point to several factors which contributed to the
economic crisis, which included structural economic, political, and social
weaknesses that were long-term and short-term, domestic and international. In
addition to those shortcomings, the situation was worsened by Indonesia’s pre-
existing external debt and unregulated capital mobility, careless macroeconomic
management, entrenched corruption, and mismanagement of the crisis by the
incumbent authoritarian government. Eventually the regime suffered loss of
legitimacy and confidence after detrimental IMF policies aggravated the crisis and

occasioned more political instability.290
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Indonesia’s economy had experienced a steeper decline than any other East
or Southeast Asian country. Indonesian observers argued that the authoritarian
political system was the reason Indonesia failed to react effectively to the crisis.
According to McBeth, a democracy could have responded better to the challenge.2!
The democratic advantage was clearly seen in the cases of Thailand and South
Korean, where a transition to a more open and democratic popular-based regime
was the key to building confidence in the government and a more successful

rehabilitation process.292

2.8. Chapter Eight: Indonesian Economic Development in the Post-New Order
Period: Social Justice, Neo-Liberalism, and the Continuing Debate

Indonesia has seen much change since the fall of the New Order regime. The
country has been on its way towards a more liberal political and economic policy.
President Habibie’s government instituted reforms in 1999 when it passed two
decentralization laws through parliament, although these still preserve the central
government’s exclusive control over the main sources of revenue of the regions and
over the bulk of government enterprises.??3 In 1999 Indonesia held its first general
free election since 1955, and in 2004 it held the first-ever direct presidential
election. Also in 2004 elections were held for members of the House of
Representatives and the newly-formed Regional Representative Council (the
equivalent to the United States Senate). The elections were conducted under a

representative-democratic system combined with direct popular vote, which further

291 John McBeth, “Political Update,” in Post Soeharto Indonesia: Renewal or Chaos?, ed. Geoff
Forrester (The Netherlands: KILTV and Institute of Southeast Asian Studies, 1999), 21-22.

292 Sadli, “Indonesian Crisis,” 19; R. William Liddle, “Indonesia’s Unexpected Failure of
Leadership,” in The Politics of Post-Suharto Indonesia, ed. Adam Schwartz and Jonathan Paris
(New York: Council on Foreign Relations Press, 1999), 38.

293 Nordholt, “Decentralisation,” 37-38. During his short tenure as president, Habibie decided to
offer East Timor an option for independence. The decision angered many nationalists as well as
the military, and would cost him his chance at presidential re-election in October 1999. However,
the United Nations welcomed the decision and held a referendum resulting in the independence
of East Timor in January 1999. Kingsbury, Politics of Indonesia, 299-300.
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guaranteed the people’s sovereignty based on the Amended Constitution of 1945.
The first and second direct presidential elections (2004 and 2009) resulted in the
election of President Yudhoyono.2?* In addition, political parties and parliaments
have functioned effectively to control government policies, to undertake legislative
functions, and to become instruments of political disagreement, and the Indonesian
press enjoys genuine freedom.2%

The Indonesian economy in the post-New Order period has achieved a
degree of macroeconomic stability.2°¢ Economic development policies of post-New
Order Indonesian governments have been developed under International Monetary
Fund (IMF) advice and pressure from its Neoliberal agenda. Richard Robison and
Kevin Hewison identify some core elements of the neo-liberal project as “[...
emphasizing] the market, fiscal discipline, trade, investment and financial
liberalization, deregulation, decentralization, privatization and a reduced role for
the state.”?°7 Such measures, coupled with regulatory reform and the rule of law in a
range of related economic, social and political policies, have been beneficial to
macroeconomic improvement and have facilitated economic stability.2%8

However, these more liberal political and economic policies that Indonesia
has undergone since 1998 have not necessarily reduced the long-term problems of
poverty, corruption and inefficiency, and social and economic inequality. The main

beneficiaries of political democracy and Neoliberal economic policies are the same
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old players: “the New Order’s politic-business oligarchies” and crony capitalists.?%°
This development could be discerned from Robison and Hewison’s observation that
[...] itis now evident that the new Indonesian democracy has not been able to
assert its authority over a state apparatus (and its corps of officials) that had
evolved under Suharto into a crude mechanism for allocating power and
resources. Moreover, the power and influence of politicians, tycoons, and
officials have not been subordinated to a rule of law and the authority of the
courts, and thus money politics and the authority of political bosses have
instead appropriated the institutions of democratic governance.3%0
They further detect that many elements of the authoritarian New Order are able to
dominate the democratic system and reap the benefits of Indonesia’s recent
democracy by using their abundance resource.”301
Although economic growth has been stable and in general the economy is in
quite good shape, according to Ross H. McLeod there has been disappointment and
pessimism about the future.392 He observes that although some progress has
occurred in instituting good corporate governance, this has not taken place as
expected.393 Corruption is still an acute problem and there has even been a
flourishing of such behaviour at the level of local government. But the vigorous
campaign by the Corruption Eradication Commission (KPK) to prosecute corrupt
officials shows at least an increased determination to act against corruption.304
Poverty reduction still poses the biggest challenge for Indonesia and this issue has
overshadowed current government achievements. Although in the current global
economic recession the slowdown was much less pronounced in Indonesia than

anywhere else in Southeast Asia, Indonesia still trails behind its neighbours in terms

of health care, education, and other basic services, while weak government
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institutions discourage investors and undermine services to the poor.3% The
unemployment rate in Indonesia was last reported at 6.56 percent in August of
2011.3% [ndonesia discontinued IMF programs on December 31, 2003 and chose not
to receive further funding on the basis that the government was successful in
minimizing risks which reassured the market and fostered international confidence
in the country. Since then, the Indonesian government has had only periodic
meetings with the IMF for policy discussions, and had paid off all its debt to the IMF
by 2007.307

The IMF-directed economic policies in the era of Reformation or the post-
New Order regime period have been challenged and criticized, especially by
proponents of economic populism and statist-nationalism and even by a prominent
proponent of New Order pragmatic-economic liberalism. What follows are a few
examples of reactions and criticism. Mohammad Sadli3?8 expressed his concern that
the IMF prescriptions for economic and fiscal policy of the post-New Order regime
government “may contain a hidden agenda which reflects the values or interests of
its major shareholders.”%° In an article examining the causes of the 1997-1998
crises in Indonesia, he clearly links this hidden agenda to interests of U.S.

multinational companies and protection of domestic markets against forceful
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the direction of economic policy in the early days of the New Order regime in 1967. Although he

was well-known as a pro-business minister and urged for market mechanisms to play a role, he

held the view that the success of economic expansion would depend not only upon market forces

but also upon the nature of state intervention. Chalmers and Hadiz, “Notes on the Authors,” xv;
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competition from labor intensive industries in large developing countries.310
According to him, although from an economic and technocratic standpoint IMF
supervision over the Indonesian government’s economic policies has been a blessing
in disguise, the IMF’s insistence “on completely opening up international trade-- that
is removal of remaining tariff and non-tariff barriers-- may decimate fledging
domestic companies.”3!! Sadli admitted that economic efficiency is essential;
however, social and political equity are equally important. For him, the government
should always treat national aspirations as an inseparable part of its economic
policy. He therefore urged low-income developing countries to act slowly in
liberalizing capital markets.312

The second response is from M. Dawam Rahardjo, a prominent public
intellectual and critic of Indonesia’s economic policy and a proponent, in the late
1970s through the 1980s, of the dependency thesis criticizing the economic
development policy of the New Order regime. But since the early 1990s, following
international political and economic developments such as the demise of Communist
states and the end of the Cold War, China and Vietnam'’s transitions toward market
economies, globalization and technological advancement, and the economic success
and prosperity of Asian Tigers, he gradually shifted his framework of analysis to a
moderate position on the left-right spectrum.313 He recently argued that a new
social-democratic front, incorporating aspects of Anthony Gidden’s “Third Way”

approach and modified to fit the Indonesian context, offers a viable alternative to the
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Neoliberal policies that have been the dominant influence on the government’s
economic thinking for the past decade.3'* In an attempt to move beyond the
dichotomy between ideologues of the Market and those of the State, he held that
working within the framework of Gidden’s proposal would allow for a more effective
engagement with the demands for economic justice and equality that have long been
ignored under the New Order’s oliga