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INTRODUCTION
In recent years everyone has been interested in what happens
in Indonesia. On the political front, the election of a Chinese
Indonesian as the Deputy Governor of Jakarta continues to
draw both comment and disbelief. The forthcoming presidential
elections have been drawing unprecedented public and
international interest; the third direct election for a President in
Indonesia’s multi-party democracy. Despite the fragmentation and
the frequent corruption scandals in the ruling Partai Demokrat
or Democratic Party (Indonesia), no one expects the 2014
presidential elections to be socially violent or ideologically charged.
With the overthrow of an elected government in Egypt and
the violent politics of Pakistan, Indonesia is fast obtaining the
distinction of being the only Islamic country with a stable and
well-functioning democracy; one that also believes in open
markets and multi-party coalition government. Indonesia’s
political transition has been all the more impressive for having
been crafted in the middle of the country’s deepest economic
crisis after Independence in 1945. Indonesia’s economic fall in
1997–98 was easily comparable to that experienced by Russia
and several other countries in the former USSR in the aftermath
of the collapse of the Berlin Wall in 1992.
It is also breathtaking considering that within the first five
years of the onset of the Asian financial crisis, Indonesia had
also comprehensively reworked its system of sub-national
government, introducing one of the most decentralised political
systems in the world. Furthermore, what is just as impressive
is that social conflict began to decline in the first decade of the
new democracy. The disastrous Tsunami that struck in 2004
brought about comprehensive peace rather than fragmentation.
Regional unrest was met not by force but by redrawing regional
boundaries through a process called Pemekaran. What is
particularly significant about the Indonesian case is that
economic recovery and political transformation have worked
hand in hand, and over time have become mutually reinforcing.
The result of such a virtuous cycle is reflected in the fact that
Indonesia is now among the fastest developing countries. It
has managed to escape the ravages of a new global financial
crisis in 2008–09. More importantly, unlike India and China –
which undertook stimulus spending sprees in order to keep the
engine of their economies running – Indonesia navigated the
crisis by employing fiscally sustainable and sound policies. In
recent years the Indonesian economy has continued to grow
at a rate of over six per cent. Indonesia’s economy grew by 6.2
per cent in 2012, making it the fastest growing G20 economy
after China. Indonesia grew by 6.5 per cent in 2011.1 It is now
a member of the G20 group. It has become an important
destination for foreign direct investment (FDI). The total FDI
commitments in 2012 stood at US$20 billion, and the number

1
Asian Development Bank (ADB), ‘Investment and Private Consumption
to Boost Indonesia’s Growth’, 2013. available at: http://www.adb.org/news/
indonesia/investment-and-private-consumption-boost-indonesias-growth,
accessed 9 April 2013.
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for the April–September quarter in 2013 stood at US$5.93
billion.2 This is an 18.4 per cent rise from the previous year. In
April–June of 2013, the amount increased by 18.9 per cent
from the same period in 2012. It has significantly reduced both
its debt-to-GDP ratio and its dependence on foreign loans and
grants. Indonesia’s debt-to-GDP ratio has steadily declined from
83 per cent in 2001 to less than 25 per cent by the end of 2011,
the lowest among ASEAN countries, aside from Singapore,
which has no government debt.3 It has recently adopted an
ambitious economic plan: the ‘Master plan for Acceleration and
Expansion of Indonesia’s Economic Development’ (MP3EI).
MP3EI aims to raise Indonesia’s current level of per capita
income from just over US$3000 to around US$14,250–15,000
by 2025, with a total gross domestic product of USD$4.0–$4.5
trillion.4 The latest McKinsey Report on Indonesia predicts that
by 2030 it will become the seventh largest economy in the
world.5 As the current campaign to promote inward investment
to Indonesia proclaims, ‘take a look at us now’.
How does one explain the success of the Indonesian transition
in the last decade and a half? What contribution did economic
recovery make to its human and political security? What, if any,
are the economic foundations of Indonesia’s security? These
are critical questions in the context of Indonesia’s systemic
transition. Answers to them might well contain valuable lessons
for other countries in similar political and economic stages of
transition. They may also explain why the Arab Spring has largely
failed to live up to its early promise, and why Indonesia continues
to move steadily towards a consolidated multi-party democracy
with open markets and rapid integration into the regional and
global economy.

2
Bank Indonesia, ‘External Sector’, 2013. available at: http://www.bi.go.id/
sds/, accessed October 23, 2013.
3
‘Indonesia Investment Coordinating Board, Facts of Indonesia-Sound
Economy’, 2013. available at: http://www3.bkpm.go.id/contents/general/4/soundeconomy, accessed 23 October 2013.
4
State Ministry of National Development Planning Agency / Bappenas, ‘MP3EI
Report’. available at: http://www.bappenas.go.id/, accessed 23 October 2013.
5
Raoul Oberman et al., ‘The archipelago economy: Unleashing Indonesia’s
potential’, (McKinsey Global Institute, 2012) available at: http://www.mckinsey.com/
insights/asia-pacific/the_archipelago_economy, accessed September 2012.

IS THE INDONESIAN GLASS MORE FULL
THAN EMPTY?

policy platforms, making future policy predictions for the majority
of Indonesian political parties a game of chance.

An important feature of debates concerning the Indonesian
economy is the occurrence of sharp swings in both investor
and expert sentiment from considerable optimism to marked
pessimism. The optimism comes from successful political
and military transition in less than a decade, establishing not
only separation of powers but also freedom of the press and
of assembly. Indonesia’s successful reform agenda compares
favourably with that attempted far less successfully in the
countries of the former USSR and those of the Arab Spring. The
optimism derives from the circumstances in which Indonesia
responded to the severe decline in output in 1998 with
consumption-led growth until the mid-2000s, transforming into
investment-led growth towards the end of the last decade. In
2012 the ratio of fixed capital formation to GDP rose to 33.2 per
cent, the highest in at least 20 years.6

This situation of uncertainty will be compounded by the coming
Association of Southeast Nations ASEAN Economic Community
(AEC) post 2015; it has also faced serious ongoing challenges
in the difficult experience of witnessing capital flight to countries
with lower labour costs, a more friendly investment climate, and
a more skilled labour force. In addition to the churning Asian
trade and investment flows in the last decade, one begins to see
the darker possibilities of a future economic landscape.

Such optimism also came as the result of sharp increases
in the international price of many of Indonesia’s mineralbased commodities, and its success at weathering a hasty
and ill-considered program of economic and administrative
decentralisation. Add the sharp rise of a new middle class
earning over US$3000 per annum and a young population
that promises a ‘demographic dividend’ at a time when many
developed and some developing economies – e.g., China –
would be facing problems of an aging population and high
dependency ratios, and one has the principal elements of the
McKinsey claim that Indonesia is an economy to watch.
On the other hand, pessimism arises out of a number of
structural characteristics of the Indonesian economy. Despite
the creation of an anti-corruption agency (the Corruption
Eradication Commission – KPK), corruption remains systemic;
regional governments are undermined by skill deficits in the civil
service and the high cost of elections, which fuel the need for
political representatives to recoup their investment during the
elections through political favors and lucrative business deals.
The regulatory structure of the country displays confusion and
administrative overlap, with one regulation or law working against
another. Take for example the land laws, where only part of
the national forest land is registered under the National Land
Agency (Badan Pertanahan Nasional – BPN), while the rest is
governed by local authorities and agencies. Legal certainty and
the sanctity of contract are often undermined by the opacity
of land and property rights and the bias of the courts against
external companies. Certainty in property and law is also
undermined by the extreme concentration of industrial ownership
within a handful of business families, accounting for around
two-thirds of market capitalisation. The policymaking process
is still in formation, characterised by a mixture of ailing national
policymaking institutions and ad hoc troubleshooting and
advisory bodies. The problem is aggravated by the lack of public

6
Asian Development Bank (ADB) ‘Investment and Private Consumption to Boost
Indonesia’s Growth’, available at: http://www.adb.org/news/indonesia/investmentand-private-consumption-boost-indonesias-growth, accessed 9 April 2013.

The conclusion is clear: economic growth and social stability
cannot be taken for granted. Past trends of key economic
indicators cannot only be considered in terms of linear
progression and extrapolation. Indonesia’s economic and
political landscape is continuously changing and evolving. It is
a country in systemic transition, in the throes of consolidating
both its political and its economic system. It is doing so under
enormously high expectations of what its new political system
can deliver in the near future. In the meantime, persistent
fascination with the old regime abounds.
Social cohesion also cannot be taken for granted, despite the
recent decline in social conflict and violence. Over half of the
total population lives barely above the absolute poverty line.
Upward swings in international food prices, often reflecting the
intertwining of international food and fuel markets – as well as
the additional demand for food created by rising per capita
incomes in large economies such as India and China – threaten
to push millions of Indonesians below the poverty line. In
many countries this sudden downward shift in entitlement has
historically been the trigger for large-scale social conflict and
extremist politics.
Horizontal or inter-regional inequalities are another potentially
explosive ingredient in Indonesia. After a decade and a half
of extreme decentralisation, little has been done to assess
whether inter-regional or horizontal inequalities have been
rising or diminishing. Neither has Indonesia established policy
measures necessary in the event of economic inequality rising
above a predetermined politically and socially acceptable
level. Indeed, Indonesian economic policy debates hardly
ever focus on the economics of inequality, preferring instead
to observe movement in the levels of absolute poverty and
implementing social safety net mechanisms such as conditional
cash transfers, community based infrastructure grants, and the
creation of new growth centres, including Special Economic
Zones (SEZs) under the MP3EI.
Finally, the rapid pace of urbanisation and continuing migration
of labor from rural to urban areas – from the outer islands to
the industrial urban centres of Java and the larger islands of the
Indonesian archipelago – continue to dissolve traditional and
historic family ties based on mutual duty of care and collective
enforcement of Adat property rights. Combined with the global
polarisation of perceptions with respect to Islam, this may
well provide a dangerous cocktail of identity crises, economic
uncertainty and social unravelling, such as to severely undermine
Indonesia’s political cohesion and security gains.
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Countries in the midst of deep systemic transitions do not follow
easy paths from the past to the future, from authoritarianism to
democracy, from cronyism to arm’s-length competitive business
practices, from economic stagnation to economic reform and
growth. Cycles of optimism and pessimism are constant features
of commentary on the function of economies in transition.

THE ECONOMIC FOUNDATIONS OF
SECURITY: AN URGENT REFORM AGENDA
Despite remarkable progress in its systemic transition, the
economic and political hurdles Indonesia faces are still
considerable. Moreover, these challenges are interwoven and
need to be overcome simultaneously.
MANAGING THE RISE IN ECONOMIC INEQUALITY
Horizontal inequality is a topic that is currently missing from the
policy debate but which threatens social stability and therefore
growth.7 In Indonesia, horizontal inequality occurs between
regions and between ethnic and religious groups.8 From 2002
to 2010, regional income dispersion in Indonesia, measured by
the standard deviation of GSP per capita by province, grew by
15 per cent. The threat of conflict in resource-rich regions such
as Aceh and Papua was one reason for the government initially
to decentralise; regardless of this, regional income inequality
still presents a problem. Aceh, for example, is the fifth richest
province in the country, with per capita GDP that is much higher
than the national average, and with a per capita GDP of Rp. 9.8
million, roughly US$1,090.9
Often horizontal inequalities lead to conflict, less because of
the gap in prosperity between regions than because of the gap
between a single region’s relative prosperity and community
welfare. For example, Aceh might be one of the richest
provinces, but there has been no corresponding improvement in
its community wellbeing. That Aceh is the fifth richest province
and has the fourth highest poverty headcount is cause for
concern.10 It is only recently, in a post-Washington consensus
era, that these issues are beginning to gain attention. Presently,
however, there are knowledge gaps not only in regard to the
nature of horizontal inequality and its propensity to cause
conflict, but also concerning decentralisation and whether it has
had a beneficial effect across separate regions or not. These are
merely some of the issues that require further attention in order
to assess accurately Indonesia’s journey.

7
Satish Mishra, ‘Is Indonesia Vulnerable to Conflict: An Assessment’. (Jakarta:
Strategic Asia for USAID, July 2008), p. 16.
8
Frances Stewart, ‘Horizontal Inequalities: A Neglected Dimension of
Development’ (Oxford: University of Oxford, February 2002).
9
Mohammad Zulfan Tadjoeddin, Widjajanti I Suharyo, Satish Mishra,
‘Aspiration to inequality: regional disparity and centre-regional conflicts in
Indonesia’. UNI/WIDER Project Conference on Spatial Inequality in Asia. (Tokyo,
March 2003), p. 28.
10
Oleksiy Ivaschenko et al., ‘Aceh Public Expenditure Analysis: Spending for
Reconstruction and Poverty Reduction’, (Washington DC: World Bank, 2005).
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Income inequality is another factor that may impact upon
Indonesia’s growth. Recent studies have shown that the
economies of countries with income inequality, such as Jordan
and Cameroon, have more frequently plunged into recession
than economies with greater levels of income equality, which
more often achieve sustained economic growth.11 In 2010,
Indonesia occupied 81st place on the 2010 Gini Index (the
internationally accepted measure of income inequality). The
standard deviation of inter-provincial GSP per capita increased
from IDR7.13 million to IDR 8.2 million over an 8-year period.12 If
growth depends upon national inclusivity, Indonesia will need to
identify and implement ways of lessening the gap between the
rich and the poor.13
In a democratic society, excessive inequality in income generates
pressure that can lead to unsound populist economic policy.
Populist policy in Argentina, Brazil and Peru during the 1980s
was intended to assist the poor by financing social and transfer
programs; ultimately, however, these policies caused recession,
hyperinflation, and a decline in wellbeing across income groups.
POVERTY REDUCTION AND THE POVERTY ELASTICITY
OF ECONOMIC GROWTH
Indonesia will also need to address poverty. This prescription
is not as easy as it appears, since there is considerable
evidence that the poverty elasticity of economic growth might
be diminishing. Traditionally, growth was assumed to reduce
poverty, and statistical research has often confirmed this. When
Indonesia began growing, both poverty and inequality declined.14
However, the elasticity of Indonesia’s growth and poverty rates
are as yet unknown. Reducing poverty may be a matter of
increasing growth by a rate higher than in the past in order to
accommodate for changing rates of elasticity in the ratio of
the growth rate to poverty: this is an issue that will need to be
researched to ensure Indonesia’s development.
However, because both poverty and inequality in Indonesia
post-decentralisation are newly apprehended problems, they
lack research, which makes it difficult to develop policy with
any sense of security. In addition, these issues remain absent
from the current policy debate. To make future predictions,
address challenges and implement appropriate administrative
and regulatory programs, more specific information is needed to
understand the nature and the extent of inequality, the best way
of dealing with the issue in the coming decade, and the most
effective policy instruments with which to address the issue.15

11
IMF (2011).
12
CEIC (2013).
13
Michael Walton et al., ‘Institutional Pathways to Equity: Addressing Inequality
Traps’ (Washington DC: World Bank, April 2008).
14
Xavier Sala-i-Martin (1998).
15
Gacitúa-Marió Estanislao, et al. (eds), Building Equality and Opportunity
through Social Guarantees: New Approaches to Public Policy and the Realization of
Rights, (Washington DC: World Bank, 2009). Vito Tanzi and Ke-Young Chu, Income
Distribution and High-Quality Growth, (Cambridge: MIT Press, 1998); See collection
of essays in ‘Growth, Inequality and Poverty’.

ECONOMIC GROWTH, DIVERSIFICATION AND THE
DEMOGRAPHIC DIVIDEND
The acceleration of economic growth in the face of the
diminishing elasticity of poverty reduction on the one hand, and
the employment elasticity of growth on the other, remain as
major policy priorities. The ambitious growth vision signalled by
the MP3EI is an indication of this primacy. However, to achieve
this Indonesia needs to eradicate its infrastructure deficits in
energy, IT, transport networks, urban housing, and water and
sanitation. The Economic Master Plan exists primarily as a vision.
Developing a financing plan for it within the immediate future
is an urgent requirement, one that is hindered by Indonesia’s
ineffective policymaking process and problems of inter-ministerial
miscommunication and non-coordination. This task is rendered
particularly difficult under Indonesia’s preference for a rainbow
coalition – even when the president continues to garner a majority
popular vote – under which individual cabinet members openly
disagree and frequently have little political common ground.
As with the case of the McKinsey Report, much is made of
the potential for reaping a demographic dividend in Indonesia.
Indeed the productivity enhancing impact of Indonesia’s
young population is expected to be a significant contributor to
overall projected GDP growth. However, reaping this dividend
requires economic diversification; this requires human capital
development and enhanced labour market information, for which
the young need to be trained and employed in a larger range of
higher productivity jobs, especially in Indonesia’s industrial sector,
which remains both small and concentrated in Java. Yet, despite
the urgency of the problem, Indonesia has no human capital
roadmap to accompany its economic diversification strategy as
outlined in the MP3EI and its five-year development plan.
In addition to the human development issue over reliance
on the natural resource sector is another cause for concern.
Because the commodity driven boom, instead of infrastructure,
education or health, is driving consumerism, a fall in prices
could devastate growth. To avoid this, the country will have to
develop its manufacturing sector and move up the value chain.
This will take nuanced policy intervention, as currently more than
half of Indonesian exports are primary commodities. However,
as the demand for raw natural resources wanes in China – the
largest importer of Indonesian products – Indonesia will have
to do more than export raw natural resources such as palm oil,
coffee, coal and iron ore. One way it can do this is by reviving the
competitiveness of its manufacturing sector. Clothing, furniture
and automotive sectors are strategically important for Indonesia’s
development because they allow labour absorption, increase
the capacity of local skills and the use of technology.16 Taking
advantage of domestic demand and regional integration may
help Indonesia do this.

16
World Bank, ‘Export competitiveness in Indonesia’s manufacturing
sector’, 5 March 2013, available at: http://www.worldbank.org/en/news/
feature/2013/03/05/export-competitiveness-in-indonesia-manufacturing-sector,
accessed 24 October 2013.

Besides raising the share of manufacturing in its GDP, Indonesia
can add higher value products by leapfrogging the standard
development trajectory, from agriculture to manufacturing to
services. The concept of a static comparative advantage is
increasingly being challenged in developing countries in Asia.
Countries such as Korea, Thailand and Vietnam altered their
comparative advantage by adopting high tech manufacturing
and leapfrogging traditional development trajectories. Upgrading
the endowment structure will enable a process of industrial and
technological complexity and allow Indonesia to move away from
industries that are labour and resource-intensive. Without doing
this, Indonesia could be trapped in low value added industries
and its workers in low-skill, poor paying jobs. Neighbouring
economies are taking measures to enable this type of change
by investing heavily in building research institutions and
importing the technology necessary to establish the architecture
of innovation. Indonesia has yet to formulate and implement
comprehensive research and to establish the technology policy
needed for business parks and public-private partnerships in skill
formation and technological adaptation.
Human capital deficits remain a major constraint in raising
productivity through technical change. Indonesia’s ability to build
the right kind of human capital will factor into its ability to move
up the value chain. Human capital currently presents a major
obstacle to Indonesia’s development of a vibrant manufacturing
sector; 84 per cent of employers in manufacturing report
difficulties in filling management positions and 69 per cent
report problems in sourcing other skilled workers.17 Moving
forward, Indonesia will need workers capable of maintaining
skill-based versus resource-based growth, and workers with
entrepreneurial skills who build innovation networks. Part of its
success, therefore, depends on its ability to foster the right kind
of human capital.
BALANCING ECONOMIC GROWTH AND HUMAN
DEVELOPMENT NEEDS
Within the context of a highly diversified archipelago and a
democratic polity, high rates of growth are not enough to sustain
political legitimacy and lay the foundations of a consolidated and
stable political system.
The current, often bitter arguments triggered by Amartya Sen’s
latest book on India (An Uncertain Glory) illustrate how even high
growth economies have failed to convince a significant share
of the public that economic growth alone can form the basis of
public policy in a democratic society. Indonesia’s swift economic
recovery does not hide its low levels of health expenditure and
uneven social access, its poor education system and dismal
record of research and technical innovation; nor does it conceal
the high vulnerability of even the working population to poverty
brought about by poor health or natural disasters.

17
Dipak Dasgupta et al., ‘Moving Up, Looking East’, (Washington DC: World
Bank, 2010).
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There is little explicit debate on the issue. However, finding the
balance between growth and human development priorities
remains critical to formulating a vision for a democratic
Indonesia; such a vision will require support for its new
democracy’s ability to promote the interests of the majority, while
at the same time providing opportunities for its elite to benefit
from new trade and investment opportunities unleashed by
increasing integration into global markets.
An important aspect of the balance between growth and human
development is the quality of, and access to, public services.
Decentralisation was widely expected to lead to the introduction
of nationally mandated minimum service standards across
Indonesia’s regions. This has failed to materialise until very
recently. The quality of public services and public expenditure
on social sectors such as health and education varies sharply
across the country. Moreover, while the role of watchdogs and
public monitoring of public service provision is generally agreed
as necessary – for example, formal engagement of civil society
organisations in the policymaking and implementation process –
there is relatively little agreement on how these functions can be
established. One way would be to use e-governance techniques
already applied in several countries such as India. However, this
is still in its infancy in Indonesia.
LINGERING QUESTIONS OF GOVERNANCE AND SECURITY
If the abovementioned challenges to Indonesia’s development policy
were not enough, there are a number of future shocks that may
destabilise its systemic transformation. Three deserve mention here.
First, successfully managing decentralisation will be a
determining factor in Indonesia’s future economic and political
success. Through a process called Pemekaran, decentralisation
in Indonesia has increased the number of districts by nearly
30 per cent in the last six years. This alone will present many
unprecedented challenges. Creating growth centres in different
economic corridors and making infrastructure cheaper will allow
people in certain jobs to migrate to growth areas. The implication
is that after spending the last six years changing boundaries,
Indonesia has created conditions in which population numbers
could fall below the threshold. Because people will migrate
back to growth areas, the nation’s performance will depend
upon efficiently administering supply and infrastructural support
in these areas. The implications of this are not well known and
prevent us from making confident predictions.
State capture is another unprecedented threat for Indonesia
that has arisen with decentralisation. The opportunity exists
for private interests to corrupt regional and local levels of
government. Unless Indonesia finds ways of preventing
state capture, commercial interests threaten to undermine
governance. State capture is a complex form of corruption
with the potential to affect democratic institutions pervasively.
Having arisen at the regional level with the development of local
government, it has yet to attract extensive analysis. There are
many instances in which dominant corporate groups interact
with government that we know little about. Unless this issue is
given more attention, it could obstruct Indonesia’s development
and dampen otherwise optimistic forecasts of Indonesia’s
continued economic rise.

15
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Second, Indonesia’s political parties remain transactional rather
than issue or policy oriented. Its proportional voting structure
and its barriers to entry for new political forces into the national
parliament discourage executive forward thinking on policy
issues. The weakness of political parties, including the strong
public perception that they are driven primarily by ‘money
politics’ has also meant that there is little trust between elected
representatives in parliament and the civil service. This continues
to hinder an effective collaboration of the various branches of
the state: a key requirement in a functioning democracy. One
consequence of this is the huge backlog of legislation in the
national parliament and complaints of senior civil servants of
spending too much time at the beck and call of parliamentary
commissions, to the detriment of policy implementation needs.
Third, asset ownership will play into Indonesia’s future rise and
is currently missing from policy discourse. The Government of
Indonesia has plans for 774 new infrastructure projects worth
$240 billion.18 As the government moves away from dependence
on foreign aid, persisting lack of state funds and local expertise
will lead the government to look to the private sector for financial
support. Much of this sector is reliant upon foreign investment:
Chinese investors were recently awarded a $4.8 billion contract
to build a railway from Tanjund Enim coal mine, the richest
deposit in Indonesia, to a new port in the Sunda Strait. Indonesia
has not been able to fund railway construction: the Dutch were
the last to build rail lines in Indonesia, prior to WWII.19 Although
most commentators argue that the extra-national implications
of foreign investment are irrelevant, foreign ownership has
nonetheless caused considerable social tension in the past. Part
of Indonesia’s massive infrastructure drive might create tension
to which the McKinsey report is blind. There are already hints
of growing economic nationalism in the debates around energy
security, which have consequently led to significant controversy
around proposed revision of existing mining law.

18
Hans David Tampubolon and Nurfika Osman, ‘Govt readies to tout same
infrastructure projects, again’, (Jakarta Post: Jakarta, 28 August 2012) available
at: http://www.thejakartapost.com/news/2012/08/28/govt-readies-tout-sameinfrastructure-projects-again.html, accessed 24 October 2013.
19
Janeman Latul and Neil Chatterjee, ‘Special report: The missing BRIC in
Indonesia’s wall’, (Reuters: Jakarta, 12 January 2012) available at: http://mobile.
reuters.com/article/topNews/idUSTRE80I0HH20120119?i=3&irpc=934, accessed
24 October 2013.

CONCLUSION
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In sum, Indonesia’s transition to democracy as an Islamic
country, its low level of violence and its continued private
sector openness are positive signs. However, before these
achievements generate confidence, they require continued
consolidation. Ultimately, to consolidate regional and national
administration in a way that will drive economic success,
Indonesia will need to develop its governmental institutions:
these will be of greater consequence to the future story of the
country than its macroeconomic policy.
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