
 

 

 University of Groningen

State-business relations in post-1998 Indonesia
Hartono, I.

IMPORTANT NOTE: You are advised to consult the publisher's version (publisher's PDF) if you wish to cite from
it. Please check the document version below.

Document Version
Publisher's PDF, also known as Version of record

Publication date:
2011

Link to publication in University of Groningen/UMCG research database

Citation for published version (APA):
Hartono, I. (2011). State-business relations in post-1998 Indonesia: The role of Kadin. [Thesis fully internal
(DIV), University of Groningen]. University of Groningen, SOM research school.

Copyright
Other than for strictly personal use, it is not permitted to download or to forward/distribute the text or part of it without the consent of the
author(s) and/or copyright holder(s), unless the work is under an open content license (like Creative Commons).

The publication may also be distributed here under the terms of Article 25fa of the Dutch Copyright Act, indicated by the “Taverne” license.
More information can be found on the University of Groningen website: https://www.rug.nl/library/open-access/self-archiving-pure/taverne-
amendment.

Take-down policy
If you believe that this document breaches copyright please contact us providing details, and we will remove access to the work immediately
and investigate your claim.

Downloaded from the University of Groningen/UMCG research database (Pure): http://www.rug.nl/research/portal. For technical reasons the
number of authors shown on this cover page is limited to 10 maximum.

Download date: 24-05-2023

https://research.rug.nl/en/publications/543696ee-bb1c-4169-bc37-8dea527902c4


 
 

 

 

 

 

 

Adelbertus Irawan Justiniarto Hartono 
 

 

 

 

State-Business Relations in Post-1998 Indonesia: 

The Role of Kadin 

 

 

 

 

 

 

 

 

 

Theses in Economics and Business 



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
Published by the University of Groningen, Groningen, The Netherlands 
 
Printed by Ipskamp Drukkers B.V. 
 
ISBN: 978-90-367-4809-4 
ISBN: 978-90-367-4811-7 (e-book) 
Copyright©Hartono2011 
 
Allrights reserved. No part of this publication may be reprinted or utilized in any 
form or by any electronic, mechanical or other means, now known or hereafter 
invented, including photocopying and recording, or in any information storage 
or retrieval system, without written permission from the copyright owner.



 

 
 

 

 
 

 

 

 

 

State-Business Relations in Post-1998 

Indonesia: The Role of Kadin 

 

 

Proefschrift 
 
 
 

ter verkrijging van het doctoraat in de 
Economie en Bedrijfskunde 

aan de Rijksuniversiteit Groningen 
op gezag van de 

Rector Magnificus, dr. E. Sterken, 
in het openbaar te verdedigen op 

donderdag 10 maart 2011 
om 16:15 uur 

 
 
 

door 
 

Adelbertus Irawan Justiniarto 
 
 

geboren op 30 juli 1959 
te Surabaya, Indonesië 

 
 
 
 
 
 
 
 
 



 

 
 
 
 
Promotores: Prof. dr. C.L.M. Hermes 
 Prof. dr. B.S. Hadiwinata 
 
Beoordelingscommissie: Prof. dr. R. Robison 
 Prof. dr. W. Hout 
 Prof. dr. L. Karsten 
 

  



Acknowledgements 

This research project has been completed in the framework of a so-called 
‘sandwich’ construction. Part of the work has been carried out in Indonesia and 
part of it in The Netherlands. The research was conducted from 1999 until 2009. 
During these years many people have helped me to complete this thesis in 
different, yet equally important ways. Unfortunately, it will be impossible for 
me to mention all of them on these pages.  

First of all, I would like to thank Dr. Laseur, Dr. Triweko, Dr. Witono, 
and Drs. Madeleine Gardeur for their confidence to initiate this research, which 
has enhanced my personal academic qualities, as well as strengthened the co-
operation between the University of Groningen and the Catholic University of 
Parahyangan. I also address my highest appreciation to NEC/Nuffic Neso 
(especially Mrs. Monique Soesman), the Netherlands Embassy in Jakarta, the 
Indonesian Embassy in Den Haag, and the Netherlands Ministry for Economic 
Affairs in Den Haag. 

I want to thank many people at the Catholic University of Parahyangan: 
the rectors (in particular current rector Dr. Cecilia Lauw) and vice rectors, the 
deans and vice deans of the Faculty of Social and Political Sciences (in 
particular current dean Dr. Ulber Silalahi), the chairmen and vice chairmen of 
the International Relations Department. I thank them for their unlimited support, 
which enabled me to complete this research, do my duties within the university, 
and at the same time maintain my family life.  

I am very much indebted to the Centre for Development Studies of the 
University of Groningen and the Faculty of Economics and Business, who have 
been continuously supporting this research. I am also indebted to Mr. Arthur de 
Boer, who has helped me a lot in dealing with complex administrative matters, 
and Ms. Ingrid Hadders who has supported me in improving the quality of the 
language used in the thesis.  

I would like to express my deepest appreciation for my supervisors 
professors Caspar Schweigman (who used to be my promotor and who from 
from the very beginning of the program has consistently supported me in many 
different ways), Prof. Niels Hermes (my first promotor), Prof. Bob Sugeng 
Hadiwinata (my second promotor), and (during the start of the project) Dr. 
Edward Nurima. I thank them for their academic contributions and their 
patience, as well as for their infinite kindness. My gratitude is also directed to 
Prof. Richard Robison, Prof. Wil Hout, and Prof. Luchien Karsten, who have 
given me valuable feedback as members of the reading committee. I also thank 
Dr. Yulius Purwadi, the present chairman of the International Relations 
Department of the Faculty of Social and Political Sciences (Catholic University 
of Parahyangan) for his valuable support in the completion of this program.  



 ii 

 I thank many people at Kadin (the Indonesian Chamber of Commerce and 
Industry), especially the late Mrs. Irza Sianturi and Prof. Suryo Sediono, who 
have kindly opened the door for me to do the research; Dr. Tulus Tambunan 
from LP3E-Kadin, who has given me his valuable views and the opportunity to 
contact many important people within (and related to) Kadin; Arfan Sofan, 
Datubara, Suprayitno, Hariadi Saptadji, Hasanuddin Rachman, Djimanto and 
others. Equally important in this respect were the late Bahder Johan, and 
especially Harmon Barmawi Thaib who has constantly supplied me with 
detailed information on Kadin. He also introduced me to people in Kadin whose 
information, views, and opinions were crucial. Finally, he enabled me to attend 
Kadin conferences. 

I am grateful to the people at CSIS (Centre for Strategic and International 
Studies), especially the late Dr. Hadi Soesastro (executive chairman of CSIS) 
who have received me as a ‘fellow researcher’ in the institution which allowed 
me to make a ‘preliminary survey’ on the matter. Also Dr. Rizal Sukma, and Dr. 
Pande Raja Silalahi who have enriched the research with their important 
comments and views.  
 I was lucky to meet Tom Keijzer, Mrs. Onrust, and Richard Koopman 
who all provided me with a comfortable place to stay in Groningen. I thank 
Erick Jan, who has colored my stay with his nice companionship. I want to 
thank all the kind people of the beautiful city of Groningen.  

I am very grateful to have met so many people from PPI (Persatuan 

Pelajar Indonesia) in Groningen. I was also privileged to share my office at the 
University of Groningen with many colleagues from different countries, who 
have enriched and colored my life with their nice companionship. 

A very special thanks go to Judith, my dear wife, with whom I can always 
share my burdens and who has ‘lighted’ my life with her charm, patience, and 
boundless optimism. And finally, I thank Felicia, our only and very charming 
daughter, my entire family (especially my mother Prof. Dr. Sunaryati Hartono, 
S.H., and my late father dr. Hartono Sosroseputro), and also the family of my 
wife, who have continuously supported me, directly and indirectly, in the 
completion of the thesis. 



Table of Contents 

Acknowledgements i 

Chapter 1 Introduction 1 

1.1 Indonesia During the Soeharto Period Before 1998 1 
1.2 Defining State-Business Relations 4 
1.3 Research Objective and Main Research Questions 6 
1.4 Research Methodology 7 
1.5 Contents of the Thesis 9 

Chapter 2 State-Business Relations: A Theoretical  
Perspective 13 

2.1 Introduction 13 
2.2 A Brief Survey of Policymaking Models 14 
2.3 Understanding Corporatism 17 
2.4 Legitimacy, Credibility and Institutionalization of Business Associations 29 
2.5 State-Business Relations and Corporatism: The Case of Kadin 36 

Chapter 3 Reformasi in Indonesia: From Centralization  
to Partitioning of Authority 39 

3.1 Introduction 39 
3.2 Centralized Authority from 1959-1965: Soekarno’s Guided Democracy 40 
3.3 Centralized Authority from 1966-1998: New Order 42 
3.4 Indonesia after 1998 Indonesia: Some Institutional and Political Changes 48 
3.5 A Regrettable Phenomenon 58 
3.6 Conclusions 62 

Chapter 4 Business Representation in Indonesia: 
The Role of Kadin 65 

4.1 Introduction 65 
4.2 A Short History of Kadin until 1987 66 
4.3 Formal Recognition of Kadin: The Law of 1987 69 
4.4 The Structure of Kadin 72 
4.5 Kadin and the Institutionalization of Business Representation 76 
4.6 Kadin and Internal Conflicts of Interest 78 
4.7 Conclusions 84 

Chapter 5 Kadin and the Indonesian Anti-Monopoly  
Law of 1999 87 

5.1 Introduction 87 
5.2 Business and Competition during the Soeharto Regime 88 
5.3 Kadin’s Anti-Monopoly Recommendations Before 1998 99 
5.4 Towards the Anti-Monopoly Law of 1999 103 
5.5 The Implementation of the Anti-Monopoly Law of 1999: Some Experiences 111 



 ii 

5.6 Recent Observations on the Anti-Monopoly Law of 1999 115 
5.7. Anti-Monopoly Law of 1999 and its Implementation: the Role of Kadin 116 
5.8 Summary and Conclusions 117 

Chapter 6 Kadin and Presidential Decree No. 18/2000  
on the Procurement of Projects 121 

6.1 Introduction 121 
6.2 Towards Presidential Decree No. 18/2000 on the Procurement of Projects 123 
6.3 Kadin and the Problematic Implementation of Presidential Decree No. 18/2000 125 
6.4 Tension between Kadin and Bappenas 132 
6.5 Summary and Conclusions 135 

Chapter 7 Kadin and the Manpower Law of 2003 141 

7.1 Introduction 141 
7.2 Labor Laws before the Reformasi 143 
7.3 Labor Policies in the Post-Soeharto Period: The Early Days 144 
7.4 Ministerial Decree No. 150/2000 146 
7.5 Labor Opposition against Revising Ministerial Decree No. 150/2000 150 
7.6 Labor Laws are Changed Again: Ministerial Decrees 78/2001 and 111/2001 151 
7.7 The Business-Labor Conflict Continues 154 
7.8 Towards the Manpower Law of 2003 157 
7.9 Drafting the Manpower Law of 2003 160 
7.10 Conclusions 164 

Chapter 8: Summary and Concluding Remarks 175 

8.1 Introduction 175 
8.2 A brief summary of the main findings 176 
8.3 Conclusions: From Strong State Corporatism to Societal Corporatism 182 
8.4 Epilogue: Kadin and Indonesian Policymaking After 2003 184 

References 189 

Appendices 207 

English summary 219 

Nederlandse samenvatting 220 



Chapter 1 Introduction 

This study deals with economic policymaking in Indonesia, especially during 
the period 1999-2003, and focuses on the relations between the government and 
the business sector. To what extent did these relations exist, who were the main 
actors, and did these relations have an impact on the processes of economic 
policymaking? The study focuses on the role of Kadin, the Indonesian Chamber 
of Commerce and Industry. As an umbrella business association, encompassing 
many business associations at the sectoral level, Kadin was established to 
represent private businesses and defend their interests. Being the most important 
business association, it has been in a position to play a role in the process of 
policymaking in Indonesia. In practice, this role depends to a large extent on the 
political regime and the way the regime handles state-business relations. A 
change in the political regime may also change the role of business associations. 
In Indonesia, a major change of the political regime took place when in 1998 
President Soeharto stepped down and his New Order regime collapsed. This 
democratic transition in 1998 changed the policymaking process in Indonesia 
from a closed to an open system. The role of Kadin in policymaking may 
therefore have changed after the collapse of the New Order. This thesis will 
explore to what extent the role of Kadin with respect to influencing economic 
policymaking changed after the democratic transition. 

In this introductory chapter, first some background information on several 
political economic features of the pre- and post-1998 situation in Indonesia will 
be given. This will be followed by a discussion of the research questions to be 
addressed in this study and of the research methodology we use. The chapter 
concludes with a brief overview of the contents of the thesis.  

1.1 Indonesia During the Soeharto Period Before 1998 

When General Soeharto took power in 1966 and started his New Order, he did 
not uphold many features of the old regime by Soekarno. Certainly, Soeharto 
claimed that Soekarno’s five principles, Pancasila (the belief in the one and 
only God; a just and civilized society; national unity; democracy based on 
consultation and consensus; and social justice), continued to be the guiding 
principles of his regime (he even called them the Five Commandments). In the 
1980s, Soeharto imposed Pancasila as the unique state ideology (Asas Tunggal) 
which was to be acknowledged by every mass organization. It was compulsory 
for all mass organizations to declare Pancasila to be the foundation of the 
organization. In practice, however, Pancasila was almost meaningless, 
especially democracy and social justice were absent. 

Soeharto’s regime was intertwined with the military apparatus. Loyal 
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generals were appointed in his government, and military officers became 
involved in all levels of society, including private businesses. The free multi-
party system was abolished and replaced by a system that was dominated by 
one political party: Golkar. As the party that unified military officers, civil 
servants and mass organizations, Golkar became an effective vehicle to secure 
loyalty to Soeharto’s regime. Golkar, chaired by the President, was seen as the 
motor of the development of Indonesia. The majority in Parliament was a 
member of Golkar; Parliament became an instrument to endorse, if not applaud, 
government policies rather than discuss them critically. During the Soeharto era, 
tensions between religious and ethnic groups hardly came to the surface, not 
least because the mass media were not allowed to report on them: after all, 
Indonesia was supposed to be one nation. 

In his cabinet, Soeharto nominated not only high army officers, but also 
experienced economists, educated in Western countries. The political stability 
and the opening of doors to foreign investors and multinational businesses 
created confidence in the Western world and resulted in an enormous influx of 
foreign capital. Indonesia experienced a spectacular economic growth. This 
growth was mainly due to the development of a large industrial and business 
sector consisting of e.g. banks, insurance companies, and enterprises in agro-
business, construction, oil and gas exploitation, mining, forestry, food and 
pharmaceuticals, telecommunications, etc. A typical phenomenon was the 
creation and growth of large groups of connected enterprises, i.e. the 
conglomerates. These consisted of private diversified enterprises owned by 
ethnic Chinese or by members of the Soeharto family, state enterprises, and 
joint ventures with foreign companies. Although the thousands of small and 
medium enterprises outnumbered the number of conglomerates and state-owned 
enterprises, the economic power and the influence of the latter were dominant in 
many respects.1 Soeharto’s regime was centralized and authoritarian. Governors 
and regional authorities in the outer districts carried out directives from Jakarta. 
Loyalty was often ensured by granting concessions to exploit the rich natural 
resources of Indonesia, which include petroleum, gas, coal, bauxite, tin, nickel, 
palm trees, timber, etc. The government managed to invest part of the revenues 
from these natural resources in the development of an advanced manufacturing 
industry and in human capital. The Indonesian economic development was 
spectacular. It is often referred to as the ‘Indonesian miracle’, and Soeharto is 
often called ‘Father of Development’. 

During the Asian financial crisis in 1997, which started with the 
depreciation of the Thai bath, the Indonesian miracle came to a sudden end. The 
rupiah lost its value, the non-transparent banking system showed many 
weaknesses, all levels of economic life were infected by large scale corruption, 

                                                 
1 The issue of the dominance of large conglomerates over small businesses will be dealt with 
in the three case studies discussed in Chapters 5-7 of this thesis. 
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and there was a tremendous lack of transparency with respect to the interactions 
between the government and the business sector. At the same time, students’ 
protests and calls for reformasi (reform) were widespread. The students blamed 
the paternalistic autocratic regime of the New Order and KKN practices 
(korupsi, kolusi dan nepotisme; corruption, collusion and nepotism) for the 
crisis. 

When in 1997 the financial markets in Asia collapsed, and the fall of the 
rupiah made it almost impossible for Indonesia to repay its enormous external 
debts, the IMF moved in. Indonesia had to adopt rigorous measures, such as a 
strict budget discipline, privatization of state-owned enterprises, the closing 
down of banks, etc. The crisis had led to difficult circumstances, as many 
enterprises went bankrupt, the unemployment rate increased, new investments 
stopped. 

When Soeharto stepped down as President in 1998, his successor Habibie 
took several initiatives to reform public and political life. He made a start at 
introducing democracy: he granted freedom to the media, allowed the 
establishment of labor unions and religious organizations, and ended restrictions 
on political parties. For the first time since 1955, he called for free elections for 
the National Assembly, or Parliament. Politically, Habibie’s most remarkable 
and far-reaching initiative was his decision to allow the people of East Timor 
(which had been annexed as a province of Indonesia in 1975) to organize a 
referendum about independence. The referendum took place under the auspices 
of the UN. The people of East Timor voted massively for independence, which 
was granted by Indonesia. 

After the elections in 1999, the National Assembly chose Abdurrachman 
Wahid as the President of Indonesia. He tried to end the political role of the 
armed forces and started a policy of decentralization. However, not all of his 
proposed changes were accepted. In 2001, the National Assembly decided to 
impeach the President and elected Megawati Soekarnoputri as his successor. 

President Megawati continued to work on building a democratic society, 
in which the armed forces had an appropriate place, and a good balance was 
struck between the central power of Jakarta and the regional authorities in the 
provinces of the archipelago. She and her successor Yudhoyono have put much 
emphasis on strengthening the judicial power, restoring the confidence of 
foreign investors in the economy, decentralization, economic development, and 
on finding a new balance between the large enterprises and small and medium 
businesses. 
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1.2 Defining State-Business Relations  

Sylvia Maxfield and Ben Ross Schneider2 argue that the term ‘business’ may 
have different meanings, depending on the context in which the term is used.3 
The term may refer to economic actors producing goods and generating income; 
to a group of firms, possibly belonging to certain industrial sectors; to 
individual firms, for example large international industries or conglomerates; to 
an association of firms, such as chambers of commerce, unions of medium and 
small-scale industries, etc.; or to a network of informal business relations. In 
this study, the focus will be on business as an association of firms, because our 
analysis focuses on Kadin, the Indonesian Chamber of Commerce and Industry, 
i.e. an association of businesses. 

In a similar vein, the concept of the ‘state’ can be used in various ways. 
The state can be defined as an autonomous actor, an arena of political conflicts, 
a legal entity, an organization of society, etc.4 Again this depends on the context 
which of these definitions of the term state is meant. In the context of Indonesia 
and the changes that this country has gone through over the last two decades, 
the term state will have different meanings in the following chapters. In 
particular, the definition of the Indonesian state will shift from an autonomous 
(authoritarian) actor to the direction of an arena of political conflicts.5 
Several theories have been developed to describe the interactions between the 
state and business. In this theoretical landscape, a distinction has been made 
between several categories of interactions, depending on one’s view of the 
mutual influence between business and state.6 Among the different categories of 
theories, two stand out because they have received most attention in the 
research on state-business relations. The first category consists of the so-called 
rent seeking and public choice theories. According to these rent seeking 
theories, business dominates the state. Business acts as a pressure group and 
intends to influence or even control the state as much as possible. The second 
category of theories represents the view that both the state and business have a 
role to play in state-business relations. They may be (not necessarily equal) 
partners in a two-directional interaction. In this setting, exchange and 

bargaining are the key features of the interaction, both in the process of 

                                                 
2 Maxfield and Schneider, 1997. 
3 See also Maxfield et al., 2002. 
4 See e.g. Volker et al., 2002. 
5 In an authoritarian state, political power is usually centralized and in the hands of one top 
executive, who tries to control the economy to further his/her own power and interests. This 
may hamper the development of a competitive market economy. 
6 Schneider et al., 2002. 
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policymaking and of policy implementation.7  
A principal theory belonging to this second category is corporatism, 

which emphasizes the fact that policymaking takes place in an arena where 
powerful groups interact with an autonomous state. The state allows business 
institutions and/or associations to participate in policymaking. In some cases, 
business associations may even be granted a quasi-public status. There are 
several types of corporatism, depending on the relative strength of the state vis-
à-vis business. One accepted definition of corporatism states the following: 

 
Corporatism refers to a particular set of policies and institutional 
arrangements for structuring interests representation. Where such 
arrangements predominate, the state often charters or even creates interest 
groups, attempts to regulate their number, and give them the appearance 
of a quasi-representational monopoly along with special prerogatives ... 
Governments may thus deliberately seek to employ a Corporatism 
strategy as one means of political management which they can control 
demand making by groups in society.8 
 
As will be discussed in later chapters, corporatism is particularly helpful 

in analyzing state-business relations in Indonesia when discussing the Soeharto 
regime as well as the post-Soeharto period. During the Soeharto regime 
corporatism was an instrument to defend the interests of the regime in power. 
The state9 was the dominant party in the state-business relations, and these 
relations were characterized by the policies and institutional arrangements as 
described by Stepan. During the years of transition after 1997-1998 not only the 
nature of the regime changed, the nature of the state-business relations changed 
as well, moving from corporatist and government-controlled to free and more 
open. This changed the nature of the corporatist model of Indonesian politics. 

                                                 
7 Next to the two categories discussed in the main text, Schneider et al. (2002) also 
distinguish theories that stress the fact that the business’ domination is automatic rather than 
the result of intended efforts. According to this view, the state will always execute pro-
business policies to support its aims to enhance the country’s economic development. 
Moreover, they acknowledge theories stressing that a business institution may be conceived 
as a ‘private government’. This may imply that in some specified areas the institution 
substitutes the state and can formulate and apply its own rules. Such a business institution is 
self-regulating (Rouge, 1979, 1980; Streek et al., 2002). The business institution succeeds to 
mobilize and control its members in such a way that to a large extent it becomes independent 
from the state. In the situation of an authoritarian regime (top-down), this may happen if the 
regime allows business autonomy, because it is in the personal interest of the political 
leader(s) of the country. It may also happen in a pluralist society (bottom-up), if a 
government gives certain powers to business, because it is perceived to play an important role 
in the economic development of the nation. 
8 Stepan, 1978, p.46. 
9 See e.g. Yoshihara, 1988; Muhaimin, 1990; Mortimer, 1973; Crouch, 1984; Robison, 1990. 
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The theory of corporatism will be discussed more extensively in Chapter 2. 

1.3 Research Objective and Main Research Questions 

The main purpose of this present study is to contribute to a better understanding 
of the complex processes of policymaking on economic and industrial issues in 
Indonesia in the recent past. In particular, we focus on the influence Kadin has 
had on policymaking processes. Policymaking is determined by the interaction 
between two different groups of actors: state actors and extra-state actors – such 
as Indonesian businessmen, international financial institutions, NGOs, labor 
unions, etc. Changes on one or both sides will also change the relationships 
between the two groups of actors. Moreover, relations between different state 
actors and extra-state actors themselves may change. These changes among and 
between the different actors also affect the policymaking process.  

In order to understand the mechanisms of policymaking and possibly 
their impact on economic and industrial performance in Indonesia, we focus on 
assessing the role of Kadin. Kadin was established to represent the interests of 
the business sector at large (i.e. including small, medium and large businesses, 
Indonesian and Chinese businessmen, etc.). It was therefore in a position to 
become a potentially important participant in discussions and the bargaining 
process regarding economic policies. It is challenging to understand to what 
extent – during and after the Soeharto regime – Kadin managed to represent 
business interests and what influence it actually had on the economic policy 
choices of the state. If we get a better understanding of Kadin’s role in these 
changes, this will improve our knowledge of how interactions between state 
actors and extra-state actors changed in the late 1990s and early 2000s. 

In the literature, the general view is that the role of Kadin during the 
Soeharto regime was limited and that it was an instrument for the state to 
control business.10 This view has been challenged by authors like Andrew 
MacIntyre.11 At the same time, however, the role of Kadin has not yet been 
studied that well. It is therefore not clear what scope Kadin got to defend 
business interests and whose interests exactly they were defending. As will be 
discussed later in this thesis, one important characteristic of how Kadin was 
organized is the fact that it represented very different business interests: the 
interests of Chinese versus Indonesian businessmen, private versus (semi)public 
business interests, foreign versus local business interests, etc. As will be argued 
in later chapters, Kadin had a difficult time speaking with one voice, which had 
consequences for their ability to influence policymaking by the state. Thus, it 
was not surprising that the business sector in general was dissatisfied with 

                                                 
10 MacIntyre (1991) provides a comprehensive overview of the literature discussing the role 
of extra-state actors during the Soeharto regime. 
11 MacIntyre, 1991. 
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Kadin’s role as the representative of business interests. Businessmen who did 
have the contacts within the authorities and access to state actors tried to 
influence policymaking directly, rather than rely on Kadin. 

The political and economic reforms after 1998 did raise the hopes of the 
business sector of gaining more influence on policymaking, perhaps also 
through Kadin. Now that society as a whole and the political landscape in 
particular had become more open, Kadin’s role vis-à-vis the state also changed. 
Yet, as we will see in this thesis, its role in the process of policymaking did not 
necessarily become easier. The political and economic reforms led to the 
creation of several (instead of one) actors influencing policymaking. Within the 
state the People’s Consultative Assembly and its Committees of Experts, 
ministries, and political parties became important. Moreover, the reforms led to 
the rise of various new extra-state actors such as new business associations, 
labor unions and other large organizations, regional pressure groups, the media, 
etc. Kadin’s views and recommendations regarding economic policies thus had 
to compete with the views and recommendations of all these other actors. 
 The above discussion leads to the following formulation of the main 
research question of this thesis: 
 

Did the political and economic changes of 1997-1998 lead to a change in 

Kadin’s role in influencing economic policymaking by the state? If so, 

what were these changes, how did their role change, and why did it 

change? 

 

1.4 Research Methodology 

The first step of this research project consisted of a in-depth study of the main 
theories on state-business relations and of their relevance in the Indonesian 
context. The review of the literature on state-business relations showed that the 
political theoretical model of corporatism appeared to be most appropriate in 
explaining economic and political processes of decision making in Indonesia, in 
particular during the Soeharto era and to a certain extent also post-Soeharto. 
The theory of corporatism was particularly popularized by the work of Philippe 
Schmitter.12 In the literature, different types of corporatist models have been 
developed. These models are referred to as strong, moderate and weak forms of 
corporatism. The different forms of corporatism will be discussed in Chapter 2 
of this thesis. 

In particular, we will elaborate on a number of key concepts developed 
within corporatism, because these concepts appear to be useful when discussing 
the corporatist model in the Indonesian context. These concepts describe the 

                                                 
12 See Schmitter, 1974. 



 8 

characteristics of actors in state-business relations and help to explain how these 
actors play a role in policymaking. In this thesis, these concepts are used to 
describe the characteristics of Kadin as a business association. These concepts 
are the legitimacy and credibility of Kadin vis-à-vis society in general, various 
state and extra-state actors, members of the business community, and the degree 
of institutionalization of state-business relations. Legitimacy refers to the formal 
legal basis of the business association as formulated in laws, acts or decrees. 
Credibility refers to the extent to which the business association represents its 
members and can raise a balanced and founded voice. The degree of 
institutionalization refers to the extent to which the business association 
manages to develop and make use of formal channels, procedures and 
mechanisms in order to communicate with the state and represent the interests 
of its members in processes of policymaking. 

The legitimacy and credibility of Kadin and the degree of 
institutionalization of state-business relations are important aspects for the 
following reasons. A business association that aims at defending business 
interests and participating in processes of policymaking needs to raise its voice. 
In order to have any influence, this voice has to be heard and reckoned with. 
Without any legal authority this voice will not be heard, let alone be reckoned 
with. Legitimacy may therefore be a necessary (yet not sufficient) condition. 
The same holds for credibility, and the degree of institutionalization. If the 
business association is not credible in the eyes of the business society, the state 
and society as a whole – for instance because the interests of large enterprises 
dominate, or because there are too many frictions between factions in the 
organization – it may weaken the power of its voice. The same may be the case 
if the degree of institutionalization is low. The three concepts refer to conditions 
that have to be met in order to ensure that the business association can have a 
successful and powerful voice. In this research project, we conduct three case 
studies in which we discuss to what extent these conditions were actually 
satisfied. 

In this thesis we also argue that, in the end, legitimacy and 
institutionalization were not the main factors to determine the efficiency of the 
role of Kadin in processes of policymaking. Instead, credibility appears to have 
been the most important factor. As we will show, Kadin’s credibility vis-à-vis 
society at large, the state and the business society did depend on a lot of factors: 
in particular the way Kadin handled internal frictions caused by competing 
interests of members of the business association, e.g. differences between large 
companies/conglomerates and small and medium enterprises (SMEs), 
differences between Chinese and Indonesian businessmen, and differences 
between private businesses and state-owned enterprises. 

The concepts of legitimacy, credibility and institutionalization are used as 
a framework to analyze the role of Kadin. The results of this study are based on 
primary and secondary data we collected. Primary data were obtained from 
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interviews with officials at Kadin and various experts on the political economic 
context of economic policymaking in Indonesia. Secondary data was taken from 
publications by Kadin, such as annual reports and the Kadin Bulletins, as well 
as from a great number of articles published in the Indonesian media. Some of 
the important secondary sources are Kompas, Antara, Berita Buana, Media 

Indonesia and Tempo. These journals and newspapers were important sources, 
containing interviews with the chairman and other officials of Kadin, as well as 
interviews with important businessmen representing various business 
associations. 

The primary and secondary information is used to make an analysis of the 
role of Kadin in the process of policymaking during the first period after 1997-
1998. The analysis of Kadin’s role is based on an in-depth discussion of three 
case studies of economic policies after 1998, in which Kadin did play a role as 
the representative of the business sector. How did Kadin operate in an effort to 
influence the outcomes of the policymaking process and to what extent was 
their acting different from the way they acted during the Soeharto regime? Did 
they succeed in influencing policy decisions and outcomes, and if so, to what 
extent did the outcomes comply with business interests? And if Kadin was not 
successful, what were the reasons for this?  

The analysis of the three cases aims at shedding light on questions such as 
these. Below, the contents of the three case studies will be outlined briefly. All 
three case studies show the complex nature of economic policymaking 
processes in Indonesia after the political and economic turmoil of 1997-1998. 
The case studies and the corresponding data cover the period 1998-2003.  

1.5 Contents of the Thesis 

Chapter 2 provides a review of the political theories we use as a basis for the 
analysis of the policymaking processes in Indonesia and the role Kadin has 
played in these processes. First, it discusses policymaking models in general. 
This will provide the background for the analysis of the policymaking process 
and the role of business associations in the context of the model that is central in 
the analysis of this thesis, i.e. the corporatist model. Special attention is paid to 
three concepts that are crucial to the corporatist model, i.e. legitimacy, 
credibility, and the degree of institutionalization of business associations. These 
concepts can be used to describe the nature of the relations between the state 
and business and, as has been discussed above, they turn out to be useful for our 
analysis of Kadin’s role in the Indonesian policymaking process. 

Chapter 3 starts with a short historical overview of the most important 
political and socio-economic developments in Indonesia after independence 
until the late 1990s, i.e. the regime of Soekarno until 1965 and Soeharto’s New 
Order from 1966-1998. In the discussing of the New Order, special attention is 
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paid to the discussion of how the Soeharto regime managed to control economic 
and social life. The discussion especially looks at the role of the military in 
society, the role of the army-backed Golkar party, and the ‘Golkarization’, i.e. 
forcing local officials to sign loyalty statements and mobilize votes for Golkar. 
The discussion of the New Order era ends with the fall of the Soeharto regime 
in 1998. 

Chapter 3 continues with a discussion of the most important institutional 
and political changes after the reformasi. We will first discuss institutional 
reforms that have had a great impact on political and social life in general terms, 
such as amendments to the constitution, the establishment of many political 
parties in parliament, and the empowerment of regional authorities. In later 
chapters, we will discuss to what extent these reforms have directly affected the 
processes of policymaking in Indonesia. The chapter also discusses the role of 
Islam in Indonesian society, the Pancasila ideology, and the ideas of an 
integralist state as reflected in Indonesia’s constitution. These features played a 
role, albeit perhaps more indirectly, in the case studies of policymaking as 
described in Chapters 5 to 7, mainly because they seem to have influenced, at 
least to some extent, the attitude of the business sector. 

Chapter 4 describes the development and organization of Kadin as the 
main business association. The chapter starts with a short discussion of the 
history of business representation in Indonesia since the independence and of 
Kadin since its foundation in the late 1960s. Kadin’s position during the 
Soeharto regime is discussed. In particular, the chapter describes the 
development of formal and informal relationships with state actors responsible 
for policymaking, and Kadin’s limited room for manoeuvre in representing 
business interests when communicating with these actors. In line with one 
particular version of the corporatist model of state-business relations, i.e. so-
called natural corporatism (to be discussed in more detail in Chapter 2), Kadin 
was supposed to serve the interests of the state. Kadin’s efforts to obtain formal 
recognition by Soeharto’s government will be dealt with in the first part of 
Chapter 4. 

Chapter 4 continues with a description of the structure of Kadin. An 
important feature of the organizational structure of Kadin is that there are many 
(mostly sectoral) business associations among its members. These business 
associations represent large, medium and/or small businesses in many different 
industrial sectors. Moreover, private companies are represented, next to state-
owned companies and co-operatives. Kadin and the member business 
associations are organized at a national as well as a regional level. 

The final part of Chapter 4 elaborates on the structure of Kadin, and in 
particular on the fact that, since many different types of companies and 
industries are represented, this may lead to conflicts of interest. We argue that 
the various business associations represented by Kadin have different interests, 
which makes it likely that they may at times have different views on economic 
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policies. This makes it difficult for Kadin to talk with one voice and to speak on 
behalf of all members. In this context special attention is given to conflicting 
interests between indigenous and Chinese businessmen and between large, 
medium and small enterprises. As will be argued at the end of the chapter, this 
so-called fragmentation of Indonesian business society interests has made it 
difficult for Kadin to operate as an effective business representative. We argue 
that this has affected the credibility of the organization, in particular its 
credibility within the business society. 

The discussion of the three case studies in Chapters 5, 6 and 7 is preceded 
by a short review of the structure of the business sector in Indonesia during the 
Soeharto regime (Section 5.2). It recapitulates several features that have played 
an important role in triggering the fall of the Soeharto regime and that were also 
the cause of the introduction of several economic policy reforms immediately 
after the reformasi, three of which are discussed in our case studies. The most 
important of these features are the existence and dominance of large 
conglomerates, the role of state-owned enterprises, and the flourishing of 
several practices of unfair competition, such as monopolistic behavior, 
collusion, cartels, and exclusive licensing.  

The three case studies in Chapters 5 to 7 all deal with processes of 
policymaking after the reformasi of 1997-1998. To be more precise, they deal 
with the introduction of new laws in the field of economy and business. 

Chapter 5 discusses the role of Kadin with respect to the Indonesian Anti-
Monopoly Law of 1999. After Soeharto stepped down, organizations in society 
and Parliament parties demanded – as part of the fight against KKN (korupsi, 
kolusi dan nepotisme) – an immediate introduction of legislation against 
monopolistic market behavior, which was characteristic of the big 
conglomerates. The main focus of Chapter 5 is on the process of drafting, 
amending and implementing the Anti-Monopoly Law of 1999 and the role of 
Kadin (and other important actors) in this process. The analysis of the case 
study shows the divergence of opinion between Parliament, which was strongly 
opposed to monopolistic practices by big companies, and Kadin which seemed 
to operate under the pressure of such companies. The case study also reveals 
that Kadin has played an important role with respect to both the content and 
implementation of the law. 

Chapter 6 focuses on the new legislation concerning the process of 
auctioning the government’s procurement of projects to private actors. These 
projects may refer to the provision of school materials for the Ministry of 
Education, the construction of highways, railways, bridges for the Ministry of 
General Affairs, etc. For the business sector, having access to government 
projects can be very profitable, which is why we are interested in analyzing the 
developments related to the new legislation of procurement of government 
projects. This new legislation is stipulated in Presidential Decree 18/2000. 

The chapter starts with a description of the mechanisms of getting access 
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to auctions for the procurement of government projects. Central to the analysis 
is the role of Kadin in drafting and implementing the decree. The analysis 
reveals that Bappenas, the National Planning Board, which was very much 
involved in the procurement of projects, turned out to be an important opponent 
of Kadin in the process of drafting and implementing the decree. Bappenas and 
Kadin had very different views on the role of Kadin. The rivalry between the 
two institutions reduced Kadin’s credibility as a representative of the business 
sector, in the eyes of the members of the business sector as well as the 
government. Moreover, some interventions by Kadin during the process of 
drafting and implementing were highly criticized, at least by several industry-
specific business associations, which adds to the general picture that Kadin was 
not very successful in representing business interests in the case of Presidential 
Decree 18/2000. 

Chapter 7 discusses a case study in which the focus is on the relationship 
between the business sector and labor representatives. More specifically, the 
case study discusses the role of Kadin in drafting and implementing the new 
labor legislation during 2000-2003, leading to the Manpower Law of 2003. In 
the new labor legislation, many sensitive issues played a part, such as the 
financial rights of employees, minimum wages, payments after termination of 
employment, long service pay, etc. The publication of various ministerial 
decrees before the final publication of the Manpower Law in 2003 caused a lot 
of tension between business associations and labor unions, and led to massive – 
and sometimes even violent – labor protests. Agreement between employers and 
labor unions could only be achieved after a long period of friction, during which 
ministerial decrees had to be modified regularly because of pressure from either 
business or labor representatives. Kadin was one of the main participants in 
discussions and negotiations with respect to adjusting and drafting the 
government decisions.  

Ultimately, agreement on the Manpower Law of 2003 could only be 
achieved after the introduction of structured tripartite negotiations between the 
government, business, and labor. In these negotiations Kadin again played an 
active role. The case study on labor legislation shows that, at least on this issue, 
Kadin was more successful in representing business interests than it had been in 
the other two cases discussed in the thesis. One of the main reasons for this may 
be that business interests regarding labor legislation are rather similar for 
different types of business. At the same time, however, the case study shows 
that after the reformasi Kadin was faced with other institutions representing 
various interests (i.e. labor), which made it more difficult to have an impact on 
government policies and their implementation. 

In Chapter 8, the main findings of the case studies are summarized, 
particularly focusing on the role of Kadin in the process of policymaking after 
1997-1998. Moreover, this chapter discusses avenues for future research on 
state-business relations in Indonesia. 



Chapter 2 State-Business Relations: A Theoretical 

Perspective 

 

2.1 Introduction 

As described in Chapter 1, for decades Kadin served as the only business 
association that was formally accepted by the government, at least during the 
New Order era of 1968-1998. After 1998, however, the political reality changed 
quite dramatically which, according to the analysis in this thesis, may also have 
changed the nature of the state-business relations and of Kadin and its relation 
with the state in particular. 

As will be discussed in this chapter, the political theoretical model of 
corporatism appears to be very relevant in describing and explaining changing 
interactions between business and the Indonesian state – both before and after 
the political, social, and economic changes of 1997-1998. This model has been 
popularized in political science by authors like Philippe Schmitter13  and 
Gerhard Lehmbruch.14 Corporatism is especially relevant, since it focuses on 
factors such as the power relations between state and business, the degree of 
autonomy of business associations in their relationship with the state, and the 
outcomes of state-business interaction with respect to policy decisions. These 
factors are found to be relevant in the context of analyzing the policymaking 
process in Indonesia and Kadin’s influence on this process, especially during 
the New Order, but also after the reforms in the late 1990s. 

Concepts that are central in the corporatist theory are legitimacy, 
credibility, and institutionalization of business associations. These concepts will 
be discussed in this chapter. They are useful when describing the nature of the 
interaction between these associations and the state and help to understand the 
changing nature of state-business relations in Indonesia. In particular, the 
concept of credibility appears to be useful as it furthers our understanding of the 
(in) ability of Kadin with respect to managing the interests of various sub-
categories of business (e.g. small versus large businesses, Indonesian versus 
Chinese businesses, etc.), and how in the past few decades Kadin translated the 
different interests of its members into policy recommendations to the state. As 
described in Chapter 1, the representation of various interests and the related 
policy recommendations by Kadin is the focus of this thesis.  

                                                 
13 Schmitter, 1974, 1975. 
14 Lehmbruch and Schmitter, 1981. 
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The remainder of this chapter is organized as follows. Section 2.2 
discusses policymaking models in general, particularly focusing on closed 
versus open policymaking models. The discussion in this section will provide 
the background for the analysis of the policymaking process, and the role of 
business associations in the context of the corporatist model.  Section 2.3 
describes the nature of corporatism, focusing on different versions of 
corporatism and the practice of corporatism in Europe, Latin America and Asia. 
The section also shows why the corporatist model applies very well to the case 
of Indonesia until the end of the 1990s.  

Section 2.4 discusses the concepts that are central in the corporatist 
model: legitimacy, credibility, and institutionalization. These three concepts – 
and in particular the concept of credibility – will be used to discuss the changing 
role of Kadin as a business association, representing business interests in its 
relationship with the state, both before and after the reformasi of the late 1990s. 
The final section summarizes the main issues discussed in this chapter, showing 
how the concepts and theories discussed here help to analyze the changing role 
of Kadin as a representative of Indonesian business interests, and in particular 
how it changed its role in influencing state policy decisions that were relevant to 
the business community. 

2.2 A Brief Survey of Policymaking Models 

Before discussing state-business relations and the possible influence of these 
relations on policymaking, this section provides a general description of 
policymaking models. Such a description can be used as a background against 
which state-business relations can be evaluated. In the literature, several types 
of policymaking models may be distinguished: closed versus open 
policymaking models, elite versus group-oriented policymaking models, and 
system versus structural models. We will briefly discuss the closed versus open 
policymaking models as these models are most relevant in the context of the 
various corporatist models discussed in this chapter.15 
 
Closed Versus Open Policymaking Models 
According to the closed policymaking model, policymaking is centralistic, the 
state being the central and dominant actor. There are only a small number of 
actors involved in the policymaking process. A closed policymaking model 
cannot easily be combined with a democratic system, in which participation of 
many different groups of society is the rule. Instead, closed policymaking 
models are usually associated with authoritarian regimes. A closed 
policymaking model does not allow genuine participation of society in the 
policymaking process. 

                                                 
15 A brief description of the other two types of policymaking models can be found in appendix 2of this thesis. 
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The dominant role of the state in a closed model resembles a statist 
ideology. Such an ideology argues that the state is the leading institution and the 
key agent in society, and therefore deserves a crucial role in public 
policymaking.16 In its extreme form, statism – as noted by Max Weber and Otto 
Hintze17 – portrays the state as a determining agent with the monopoly to use 
force in order to be able to guarantee order and harmony of social relations.18 A 
more moderate interpretation of statism is put forward by Theda Skocpol. She 
argues that the state can be seen as an arena of struggles between competing 
interests in society. According to Skocpol, although the state remains the most 
important agency in the policymaking process, the state allows other agencies to 
participate in public policymaking processes.19 Other academics argue that, 
since the conflict of interests is embedded in society, a closed policymaking 
process will face problems in policy implementation, because certain policies 
may not be acceptable to certain groups in society. Because the interests of 
these groups are not taken into consideration in the policymaking process, they 
may resist policies that do not match their interests.20 Depending on the political 
strength of these groups, to the state their resistance can be a matter of concern. 

In contrast to the closed model, policymaking in the open model is not 
centralistic. Moreover, it involves many different actors. While authoritarian 
regimes often adopt a closed policymaking model, democratic regimes are 
usually associated with the open policymaking model. In such regimes, the state 
serves as an arena for competing interests, and different actors representing 
different interests tend to be involved in public policy debates, especially 
through their representatives in parliament and state bureaucracies. Thus, an 
open policymaking model is inclusive as it allows many different actors to 
participate in policy debates. 

An important interpretation of the open model, called the public choice 
approach, emphasizes the importance of the public when discussing 
policymaking processes. In this approach, the public – which may consist of 
many different groups with different interests – behaves rationally in its 
attempts to satisfy its interests, thereby trading off the gains and losses related to 
its involvement in policymaking. The public choice approach applies principles 
of neo-classical economics to political behavior.21 It stresses the role of voters, 
political parties, politicians and bureaucrats, who all participate in 
policymaking. It assumes that voters constantly demand government policies to 

                                                 
16 Howlett and Ramesh, 1995, pp.28-29. 
17 Weber, 1978 and Hintze, 1975. 
18 Howlett and Ramesh, 1995. 
19 Skocpol, in: Evans, Rueschemeyer, and Skocpol, 1985. 
20 Rajawali, 1986. 
21 Public choice theory was pioneered by e.g. Arrow, 1963; Buchanan, 1962; Niskanen, 1971; 
and others. For comprehensive overviews of this theory, see e.g. Howlett and Ramesh, 1995, 
op. cit.; and Shughart and Razzolini, 2001. 
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satisfy their interests. Politicians, political parties and bureaucrats are prepared 
to make and implement policies in order to satisfy their constituencies, establish 
their prestige, and increase their popularity in order to secure a place in public 
office in the next elections. The open policymaking model version of the public 
choice approach treats voters (i.e. the public) as pivotal actors in decision 
making. 

The public choice approach to open policymaking has been reviewed 
critically in the literature on political science. Ard Schilder argues that open 
policymaking processes may lead to government failure with respect to policies 
implemented and their outcome. Government policies may be less effective 
because of three crucial factors: extreme self-interest of the bureaucracy, rent-
seeking behavior of certain groups, and opportunism of politicians.22 In the 
public choice approach the bureaucracy is assumed to carry out policies 
neutrally. However, in practice the bureaucracy may have a different interest. 
Government failure may occur if the bureaucracy produces policies that have an 
adverse effect on social welfare. Rent-seeking behavior of particular groups 
may also produce government failure, especially when these groups try to gain 
privileges from the government at the expense of other groups. Finally, political 
opportunism may lead to government failure. Political opportunism of 
politicians may often take place in the period before elections. Politicians may 
opt for policies that are negative for welfare of society as a whole, but that are 
advantageous for certain groups. Niels Hermes and Ard Schilder define political 
opportunism as the short-term manipulation of economic or political variables 
to secure re-election. Voters base their judgment of government policies on the 
economic performance that are the result of these policies. Economic 
performance is reflected by changes in macroeconomic indicators. Yet, voters 
may lack information on the precise outcomes of policies, as reflected by 
changes in macroeconomic indicators. Due to this lack of information, the 
government may manipulate macroeconomic information in an attempt to 
secure re-election.23 

Another interpretation of the open policymaking model is based on the 
transaction cost theory, which states that policymaking can be defined in terms 
of transactions between different parties. This view is taken by Hermes and 
Schilder, and Van Leerdam.24 These authors contend that during the 
policymaking process different individuals and groups with different goals and 
interests interact and exchange resources. Yet, the interaction and exchange of 
resources involves transaction costs that may determine whether and to what 
extent individuals and groups participate in the policymaking process. These 
transaction costs may be the result of the lack of information related to adverse 

                                                 
22 Schilder, 1997. 
23 Hermes and Schilder in: Boorsma, Aarts, and Steenge (eds.), 1997, pp.39-60. 
24 Hermes and Schilder, 1997, op. cit.; Leerdam, Van, 1999. 
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selection and moral hazard problems, political opportunism, etc.25 Therefore, 
according to the transaction cost approach, effective policymaking is a matter of 
how transaction costs can be reduced by improving the transparency of 
information and/or increasing the efficiency of bureaucracy.26 

The closed and open models as described above are theoretical abstracts; 
they are the two extremes of a continuum of possible policymaking models. In 
practice, these extreme cases may not exist. Rather, policymaking will be a mix 
of both closed and open models. 

2.3 Understanding Corporatism27 

Political Theoretical Models: Corporatism and Its Competitors 
Corporatism as a model of interaction between state and society was developed 
in the 1960s when political scientists discovered that the ‘traditional’ political 
models, i.e. the pluralist and the Marxist model, could no longer adequately 
describe the processes of policymaking after the Second World War. These 
actual processes were characterized by interest groups that were involved in the 
policymaking process together with the state. This situation did not match either 
of the two traditional models.  

The pluralist model is based on the primacy of interest groups in the 
political process.28 In pluralism interest groups are unlimited and free-forming. 
Moreover, they are characterized by overlapping membership and a lack of 
representational monopoly. Overlapping membership is said to be the key 
mechanism for reconciling conflicts and promoting co-operation among groups. 
In addition, the same interest may be sought after by more than one group. 
Pluralism does not imply that all groups are equally influential or that they have 
equal access to the government. In fact, groups vary in terms of their financial 
or organizational (personal, legitimacy, members’ loyalty, or internal unity) 
resources and their access to the state. The state is considered to be the place 
where competing groups meet to work out their differences. Yet, the state is 
also considered to be a neutral party, setting out the rules in case of group 
conflicts and ensuring that groups do not violate them with impunity. As such, it 
plays a relatively minor role. Pluralism exists in an open policymaking setting, 
in which the demands of (not necessarily formally organized) groups are 
influential in shaping policymaking by the state.29 Yet, in most cases the 
interests of groups are not turned into policy through direct involvement. 
Instead, the influence of groups’ interests may be indirect, through competition 

                                                 
25 Dixit, 1996. 
26 North, 1994; and Chang and Rowthorn, 1995. 
27 This section draws on Wiarda, 1996. 
28 Howlett and Ramesh, 1995, op. cit. 
29 The concept of an open policymaking model is explained in more detail in Section 2.2.1. 
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between groups. In the end this competition may shape policymaking by the 
state. The political system of the United States is the best example of a pluralist 
model. 

In the Marxist model the state is the dominant player and it is seen as 
totalitarian. Interest groups may be created, but they are fully controlled by the 
state. This also means that these groups do not effectively form their own 
independent views on policymaking. It is the state that decides on policies and 
policy implementation. The state may decide to create interest groups to use 
them as channels through which policies are made known to the public and/or 
as channels for implementing policies. The former communist countries in 
Eastern Europe are examples of this Marxist model. 
The corporatist model is somewhere in between the pluralist and Marxist model. 
In corporatism, the focus is on the primacy of the state. Schmitter, one of the 
most important political scientists who have written substantially on this issue, 
has provided a definition of corporatism. According to Schmitter corporatism is: 

 
[A] system of interest representation in which the constituting units are 
organized into a limited number of singular, compulsory, non-
competitive, hierarchically ordered and functionally differentiated 
categories, recognized or licensed (if not created) by the state and granted 
a deliberate representational monopoly within their respective categories 
in exchange for observing certain controls on their selection of leaders 
and articulation of demands and supports.30 
 

The state thus holds a dominant position in the policy decision making process. 
Yet, in a corporatist system public policy is shaped by interaction between the 
state and interest groups. Unlike in pluralism, interest groups in corporatism are 
recognized and regulated by the state – through government rules such as laws, 
Presidential decrees, ministerial decisions, etc. In corporatism, interest groups in 
fact become part of the state. 

The state aims at structuring interest representation by a limited number 
of (or even a single) interest group(s) for each societal or functional interests. 
These interests may be based on ethnicity, tribes, families or clans, religion, 
military power, or various economic interests reflected in trade unions, business 
associations, farmers’ unions, etc. For all these different interests the state aims 
at having several (or a single) representing interest group(s), for example 
catholic organization(s), trade union(s), business association(s), etc. 

Apart from the corporatist model, another political theoretical model of 
state-business relationships emerged during the 1960s. This is the model of 
collective action, originating from the public choice literature and popularized 

                                                 
30 Schmitter, 1974, pp.93-94. 
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in the work of Mancur Olson.31 The theory of collective action tries to explain 
the rise of interest groups, such as business groups, and the way these groups try 
to pressure (referred to as ‘collective action’) the state into implementing certain 
policies. The success of interest groups depends on the homogeneity of interests 
and/or the size of the interest group. The larger the group and the more 
heterogeneous the interests, the more likely it is that members of the interest 
group will become free-riders, i.e. free-riding on the activities (such as 
lobbying) of others members. Yet, the larger the number of individuals showing 
free-riding behavior, the lower the probability that collective action actually 
puts pressure on the state. In case of small and homogeneous interest groups, 
individuals observe a more direct link between the costs and benefits of 
individual contributions to collective action. Moreover, in smaller groups social 
pressure is likely to reduce incentives for free-riding behavior. 

Olson’s theory inspired a lot of literature on the economics of rent-
seeking. This literature explains how state intervention creates rents, such as in 
the case of the introduction of import licenses. This in turn induces groups to 
organize themselves into interest groups in order to try to obtain these rents.32,33 
Several studies have used Olson’s theory to explain the interaction between 
state and business in different country settings. For example, Manzetti34 applies 
Olson’s notion of distributional coalitions (e.g. interest groups that are 
successful in pressing the state to take measures favoring their private interests 
at the cost of the interests of society as a whole) in his discussion of the political 
economy of Argentina. Frieden35 and Shafer36 use the theory of collective action 
to discuss how economic sectors within countries have shaped economic 
development. Sandler37 provides an overview of several applications of Olson’s 
theory in the political economy literature. 

Notwithstanding the importance of the theory of collective action in 
explaining the interaction between state and business, one problem of the 
model, at least for the analysis in this thesis, is that the state remains passive in 
its interaction with business.38 The business sector takes action and determines 
the interaction with the state and state officials. In this respect, the collective 
action model has some similarities with the above discussed pluralist model. In 
the pluralist model, the state is merely a place where competing groups meet to 
work out their differences; it is considered to be a neutral party that plays a 
relatively minor role in society. In our case study of state-business relations in 

                                                 
31 Olson, 1965, 1982. 
32 Krueger, 1974. 
33 Bhagwati, 1982. 
34 Manzetti, 1993. 
35 Frieden, 1991. 
36 Schafer, 1994. 
37 Sandler, 1992. 
38 Schneider, 2004. 
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Indonesia, we will show that the state definitely played a dominant and active 
role. This explains why in the analysis we focus on using the political 
theoretical model of corporatism, rather than the model of collective action.  
 
Different Versions of Corporatism 
Generally speaking, three main types or versions of corporatism can be 
distinguished, based on the extent to which the state has a dominating role. In 
the first version of corporatism, state dominance is very strong and sometimes 
comes close to being authoritarian. This version of corporatism is called 
historical or natural corporatism and is mainly found in societies where group 
solidarity and communitarism are strong. In such societies, interest groups are 
‘naturally’ organized along ethnic, family or clan, community, regional lines, 
etc.  

The second version of corporatism is called state corporatism, which is 
related but not entirely similar to natural corporatism. In case of state 
corporatism, the state is authoritarian and is usually based on military power. 
Since the state is so dominant and society appears to be self-structured to a great 
extent, the state may be able to organize interest representation into a single or a 
few interest group(s) for each societal or functional interest. The relationship 
between the state and the interest groups can be described as top-down. This 
means that the state basically decides on policies, taking into account the 
interests of groups, but once decisions have been made groups have no choice 
but to agree. Moreover, interest groups also play a role in communicating 
policies to the groups they represent and help to implement these policies. 

Next to natural and state corporatism, neo-corporatism constitutes a third 
version of the corporatist model. Neo-corporatism is more closely connected to 
state corporatism than to natural corporatism. However, whereas in case of state 
corporatism, the state is still relatively strong and dominant, in the neo-
corporatist version of the model the state focuses on harmonious decision 
making, directly incorporating interest groups in the decision-making process. 
These groups are formally consulted before the state takes decisions on policies. 
In practice, such a harmonious decision making model means that the views of 
interest groups are explicitly taken into account. Decision making takes place 
through consultation, coordination and direct negotiations with these groups. 
Neo-corporatism is thus characterized by a quasi-open policymaking system, 
where interest groups are involved in the policymaking process, conducting a 
role designed by the state, and where co-operation rather than competition is the 
main mode of interaction between groups and the state. It is clearly different 
from the pluralist conflict model of competition between the many interest 
groups, who are all fighting to get their interests represented in formal policies. 
It is also clearly different from historical/natural and state corporatism, since the 
relationship between the state and interest groups is not top-down. Instead, in 
policymaking processes the state and interest groups are more like partners. 
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Interest groups also play a role in communicating policies to the groups they 
represent and they help to implement these policies. 

Summarizing the above, corporatism is characterized by (1) a strong and 
dominating state; (2) restricted interest representation by groups that are 
recognized and regulated by the state, in most cases based on clear societal 
and/or functional interests; and (3) interest groups that are part of the state and 
co-operate with the state in the policymaking process. 
 

Corporatism and Economic Development 
Wiarda argues that different versions of corporatism are related to different 
levels of economic development.39 In particular, he stresses that there is an 
evolutionary path of corporatism as a country develops economically, going 
from historical and state corporatism to neo-corporatism. Neo-corporatism is 
generally found in Europe, whereas many developing countries, at least until the 
1980s, were still experiencing historical or state corporatism. Democratization 
processes in these countries in the late 1980s and 1990s have slowly moved 
them towards neo-corporatism. Thus, the more developed a country is, the more 
interest groups participate in the policymaking process. The argument being that 
as the economy develops, especially interest groups representing labor and 
business begin to play a important role. Therefore, when deciding on policies 
these groups are explicitly consulted by the state so as to come up with 
decisions that are supported and carried out by these groups, which will further 
stimulate economic development. Several Western, most importantly European, 
countries have in fact gone through a development process from historic 
corporatism before the 18th century to state corporatism in the 1920s and 1930s, 
to neo-corporatism after the Second World War. Several developing countries 
seem to be at the early stages of this development process, as will be discussed 
below. 
 

Corporatism in Europe 
As mentioned, neo-corporatism is found mainly in Europe. Yet, neo-
corporatism exists in many different forms, depending on the economic and 
institutional context of countries. Wiarda distinguishes three types of neo-
corporatism: strong, moderate and weak corporatism.40 

Strong corporatism exists when there is one so-called peak agency for 
each major societal group (e.g. labor, business). These peak agencies are often 
recognized (by law) by the state. With respect to the business sector, a peak 
business institution is often created to govern the other less influential business 
institutions. In case of strong corporatism, the state often requires compulsory 
membership for a particular business association. Members may be individuals 

                                                 
39 Wiarda, 1996, op. cit., p.71 and Chapter 5. 
40 Wiarda, 1996, op. cit., pp.73-76. 
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as well as groups. As such, the peak business institution serves as a single 
representation of the business sector. Its relationship with the government is 
hierarchical, in which the government takes the lead. Within the business 
association, members interact through the spirit of communalism.41 In some 
cases, strong corporatism denotes a close link between the business association 
and political parties. In these cases, members of the business association are 
also members of political parties. Through this mechanism, business interests 
are passed – both formally and informally – to the state policy discussion. In 
case of a single party regime, this is what usually happens in the policymaking 
process.42 Therefore, in strong corporatism, business elites may have direct 
access to both the legislative and the executive body, and especially the ministry 
of trade and industries. While a legitimate policy normally requires active 
participation from all stakeholders, the presence of a business association with 
compulsory membership – which is the case with strong corporatism – provides 
the setting in which policymaking by the government will be legitimate. Austria 
and Sweden are examples of countries that closely reflect the strong version of 
neo-corporatism. 

In case of moderate (intermediate/medium) corporatism, business 
interests are often represented by a small number of influential business 
associations that attempt to coordinate the representation of the business sector. 
Unlike strong corporatism, where a peak business association serves as the 
single representation of the business sector, moderate corporatism allows a 
multiple representation of business interests. Membership of a peak business 
association is not compulsory, and one can expect a certain degree of 
fragmentation of interests within the business sector, i.e. different parts or 
segments of the business sector at the national level may have different 
interests, all of which want attention when state policies are shaped. Yet, 
fragmentation does not mean that the business sector is disconnected from the 
policymaking process. In case of moderate corporatism, the state only 
recognizes a limited number of larger business associations, which in turn play 
a coordinating role for smaller business organizations. So, although with 
moderate corporatism business associations are characterized by some degree of 
self-governance, especially within the smaller associations, they still may be 
formally or informally connected with political parties through the relationship 
of the larger associations with the state.  

                                                 
41 Communalism is an abstract entity of a community that prioritizes togetherness over direct 
cost-benefit considerations. Communalism does not necessarily need to be formulated 
formally in a community. The performance of communalism in a community does not depend 
on whether or not it has been formally formulated. 
42 This does not necessarily mean that there is only a single political party in the country, but 
that policy can be formed without the need to make coalition with other political parties. In 
this context, the dominant political party holds an absolute majority, i.e. more than 51 per 
cent of the total number of votes. 
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Still, in moderate corporatism policymaking tends to be more 
complicated and involves more actors than in strong corporatism. The absence 
of a single business representation that is recognized by the state will lead to the 
emergence of multiple ‘representatives’ of business, who also have to interact 
with other actors such as the bureaucracy, political parties, and labor unions. 
While the policymaking process in case of moderate corporatism may be much 
more complicated, it does provide opportunities for different groups to 
participate. The influence of a particular business association on government 
policies tends to be determined by the extent to which the state considers it to be 
a credible partner. The determinants for being a credible partner will be 
discussed below. To conclude, policymaking in moderate corporatism appears 
to be less centralized, which makes state-business relations less predictable. 
Examples of moderate neo-corporatist states are Germany and Denmark. 

Weak corporatism is characterized by the presence of several small and 
less influential business associations representing the interests of their own 
members. In case of weak corporatism, in general business institutions are not 
closely connected to political parties. Also, communalism among existing 
business organizations is absent, and competing business interests are 
represented by different organizations or associations. As a result, policymaking 
is often much more complicated than in moderate or strong corporatism. Often, 
weak corporatism occurs in a multi-party system, and policymaking in this 
setting relies on the ability of individual business institutions to articulate and 
represent their interests in the communication and interaction with the 
government. To this end, business institutions may take action collectively by 
forming a centralized business association, which represents various interests. 
Yet, recognition by the state of such a centralized association does not come 
automatically as it does with strong corporatism. First, business associations 
must gain credibility and legitimacy with the state as well as their stakeholders, 
i.e. individual businesses. Although weak corporatism reduces the possibilities 
to successfully influence policymaking due to strong competition among 
different interest groups, the simple fact that in this model policymaking can – 
at least theoretically – be influenced, may induce many business associations to 
make an attempt to approach the government with their specific interests. Italy 
and France are two examples of countries with weak corporatism. 
 

Corporatism in Latin America and Asia 
Outside Europe, at least until the 1980s many countries were characterized by 
natural or state corporatism. In Latin America, for example, Chile, Brazil and 
Argentina in the 1960s and 1970s were clear examples of state corporatism.43 In 
Asia, corporatism in many countries has characteristics of the historic version, 
especially before the 1990s. Many Asian cultures are characterized by strong 

                                                 
43 Schmitter, 1971, 1972. 
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communalism. This has certain implications for the functioning of corporatism 
in these countries. To begin with, the orientation towards the group (instead of 
the individual like in pluralism) is conducive to corporatism. Moreover, and 
related to this, Asian culture focuses on solidarity rather than on conflict, again 
making corporatism as a political model more acceptable. Apart from 
communalism, Asian culture is also characterized by the acceptance of 
hierarchical structures. Again, this helps corporatism to be established as a 
political model. 

In the 1960s and 1970s, like in Latin America, in many Asian countries 
such as South Korea and Taiwan political decision making had developed into 
some form of state corporatism. The state in these countries was dominant and 
tried to control emerging interests and their representation. In particular, the 
emergence of business and labor interests was regulated by the state. Only a 
limited number of interest groups were officially recognized by the state. The 
relationship between the state and interest groups was highly hierarchical, top-
down, and the state behaved rather authoritarian, sometimes pressing groups to 
accept certain decisions and coercing them to co-operate in carrying out these 
decisions. At the same time, however, the state did consult interest groups with 
respect to economic policies. For instance, in South-Korea the state established 
so-called deliberation councils in which representatives of the state, business, 
labor and the financial sector met and discussed important economic issues. 
These councils facilitated the exchange of information between the state and 
interest groups. The state was informed of specific needs and demands from 
business and labor, and at the same time it allowed the state to win 
representatives for policy measures taken and to ask them to communicate the 
contents of these measures to their supporters.44 

Some Latin American (e.g. Chile and Brazil) and especially several Asian 
countries (e.g. South Korea, Taiwan, Singapore, and Hong Kong) seem to have 
been able to reach high levels of economic growth of (sometimes substantially) 
more than 5 per cent annually for a longer period of time. Whether these growth 
rates were high due to or in spite of state corporatism remains to be seen.45 Yet, 
it has been stated that the high rates of annual growth allowed the state to 

                                                 
44 Hermes, 1997. 
45 Neo-liberalists like Krueger (1990, 1993) stress the problems related to strong state 
interference. They emphasize that liberal trade policies were responsible for the high growth 
rates in Asia. Others, however, especially some experts on Asian economies like Amsden 
(1989) and Wade (1990), claim that the role of the state has been crucial to the high growth 
rates. This last group of authors is also referred to as the structuralists. Although they do not 
explicitly refer to policy models such as corporatism, the discussion between neo-liberalists 
and structuralists is certainly relevant for our discussion of corporatism and economic success 
in Asia, since these authors explicitly discuss economic development and the role of the state. 
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remain in control for a long period, because they could show that they were 
successful respect to their policies.46 

At the same time, however, economic development and modernization 
breeds interests from business, labor, farmers, etc. This may put the state under 
pressure to incorporate these interests, to let interest groups take play a more 
explicit part in the decision making process, and to move from controlling to co-
operating with these groups. In other words, economic development may 
change the political model from state corporatism towards the European neo-
corporatist model or even the American pluralist model. Such a process may go 
hand in hand with a shift from authoritarianism towards democratization. 

During the late 1980s and 1990s several Latin American as well as some 
Asian countries actually experienced such a process of democratization and 
reduced dominance of the state over interest groups. Instead, traces of neo-
corporatism in these countries have come to the surface. Notwithstanding these 
developments, state corporatism is not easily removed, as is shown in studies by 
for example Peter Kingstone on Brazil,47 Javier Corrales and Imelda Cisneros 
on Venezuela,48 and Ben Ross Schneider on several Latin American countries.49 
In some cases, the shift from state corporatism to neo-corporatism has been 
more successful, as is described in a study by Paola Perez-Aleman on Chile.50 

As a final remark, one may ask why the state in a state corporatist system 
wants to consult business associations about policy decisions. Why should the 
state want these business associations – where in principle the state has the 
power to carry out any policy – to be involved in the policymaking process? 
One answer to this question may be that every state (democratic or 
authoritarian) may want to ensure the legitimacy of its policies by asking 
different societal groups to justify its policies. Therefore, even an authoritarian 
state may involve a business association in business-related policymaking. A 
state corporatist regime may even demand the involvement of business 
associations in policymaking. At the same time, however, given that the state 
will allow participation only to justify state-initiated policies, the involvement 
of a business association is confined to providing support to the state rather than 
to serving as an independent source of policymaking. 
 

Corporatism in Indonesia 
In the literature, Indonesia under Soeharto has been mentioned as an example of 
Asian state corporatism.51 The state during the Soeharto era was rather 

                                                 
46 Wiarda, 1996, op. cit., p.85. 
47 Kingstone, 1998, pp.73-95. 
48 Corrales and Cisneros, 1999, pp.2099-2122. 
49 Schneider, 2004; and Schneider, 1998, pp.95-118. 
50 Perez-Aleman, 2003, pp.193-213. 
51 Wiarda, 1996, op. cit., p.85. See also Maclntyre, 1991 (chapter 2) for a comprehensive 
overview of the early literature (before 1985) on Indonesia’s political model. 
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authoritarian, and interest groups were heavily controlled by the state.52 These 
groups were allowed to participate in the decision making process. Yet, this 
right was reserved for those groups that were officially recognized by the state. 
Several authors have analyzed policymaking during Soeharto’s New Order, 
using different models and approaches. Several of these models bear at least 
some commonalities with the corporatist model described above. 

Some authors on Indonesian policymaking after the independence refer to 
the patrimonial model. In this model, the head of state plays a role that is similar 
to that of a traditional ruler of early times. He distributes material rewards and 
opportunities to leading members of the elite, who in turn rival for patronage 
and largesse of the ruler. The state is not responsive to extra-state pressure 
groups – these are simply repressed. Benedict Anderson’s analysis of 
Indonesian politics after the independence fits into this model.53 He argues that 
the policies of the Soeharto regime were mainly instruments to defend the 
state’s interests. Moreover, these policies were strongly influenced by the 
interests of the military forces and by foreign capital. The Indonesian extra-state 
actors, such as labor unions, business associations, etc., did not play an 
important role. A similar view is held by Harold Crouch who argues that the 
New Order resembles patrimonial polities of the Javanese antiquity. Policies are 
not governed by arguments to invest in development, but rather by the 
distribution of privileges and opportunities.54 If the state responds to business’ 
interests, it is on a patrimonial basis; individual senior officials distribute 
concessions to privileged individual firms. 

Other authors focus on the role played by the bureaucratic elite in shaping 
Indonesian policies. Karl Jackson uses the bureaucratic polity model of Fred 
Riggs to describe Indonesia’s political model, emphasizing that policymaking 
after the independence was almost entirely in the hands of senior members of 
the state apparatus, both military and civilians.55 The space left for participation 
of other actors, such as labor unions and/or business associations, was limited to 
policy implementation, mainly in terms of minor local level adjustments. John 
Girling et al. also share the view of the monopoly of senior state officials on 
policymaking, little scope being left for Indonesian extra-state actors.56 

The structuralism approach by Richard Robison combines ingredients of 
the patrimonial model and the bureaucratic polity model into his notion of the 
‘neo-patrimonial nature of the bureaucratic state’.57 According to Robison, since 
a strong bourgeoisie failed to emerge during the New Order, the state was able 
to monopolize policymaking and make patrimonial links the norm, with foreign 

                                                 
52 See also Section 3.3 of Chapter 3 of this thesis. 
53 Anderson, 1983. 
54 Crouch, 1984. 
55 Jackson, 1978.  
56 Girling et al., cited in Maclntyre, 1991. 
57 Robison, 1978, pp.17-39. 
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capital functioning as an overriding extra-state force. Robison rejects the idea 
that a local business class had a direct influence on policy formation. The rulers 
aiming at long-term economic growth were pre-occupied by the dynamic 
interaction between the local and international economy and by international 
pressure. Although Robison acknowledged the rise of a business middle class in 
Indonesia, he argues that it was unable to influence policymaking. Relations 
between state and society were based on patrimonial and corporatist patterns. 

Dwight King refers to ‘bureaucratic authoritarianism’ in his analysis of 
the political model during the Soeharto regime.58 Borrowing from experiences 
in Latin America, King stresses that after the collapse of democratic regimes 
and the installation of military regimes, there is often a shift to political 
repression, excluding mass organizations and other extra-state groups from the 
policymaking process. Usually the new regime commits itself to economic 
development and appoints technocrats to lead the process of reforms. Often 
corporatism will be used as an instrument to defend the interests of the regime 
in power. According to King, Soeharto’s New Order satisfies several 
characteristics of a corporatist state. Quite a few groups in society may have 
wanted to formulate demands, but the state limited or suppressed societal 
demands by means of a corporatist network. The network included privileged 
enterprises and organizations. The corporatist network functioned to limit rather 
than satisfy societal demands. 

Donald Emmerson uses the term bureaucratic pluralism to describe 
policymaking during Soeharto’s New Order.59 According to Emmerson, the 
state was indeed almost immune to societal interests, and there was hardly any 
pluralist input from extra-state organizations. But still there was pluralism. 
Policymaking took place on the basis of pluralist debates and competition 
within the government, often about substantial policy issues. 

The work of William Liddle60 shows some similarities with that of 
Emmerson. Liddle develops a model of restricted pluralism and argues that 
Indonesian politics showed some form of pluralism. He stresses that, perhaps 
not on important political matters, the extra-state actors, like the press, 
intellectuals, individuals, MPs, producer and consumer organizations, were 
involved in policymaking. Unlike Emmerson, he believes that substantial policy 
debates took place.  

Wibisono also argues that extra-state actors had at least some influence 
on policymaking.61 He differentiates between direct and indirect influence, the 
latter referring to the influence of extra-state actors. According to Wibisono, 
during the Soeharto regime, societal interests were recognized by decision 
makers at least to some extent, and in view of these interests adjustment of 
                                                 
58 King, 1983, cited in Anderson and Kahin (eds), pp.104-116. 
59 Emmerson, 1983, pp.1220-1241. 
60 Liddle, cited in MacIntyre, 1990. 
61 Wibisono, cited in MacIntyre, 1990 
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policies would sometimes be made.62 Although there was certainly not an 
egalitarian balance between the influence of state actors and extra-state actors, 
Wibisono argues that there were other ways of dealing with extra-state interests 
than through clientelism. The views of Liddle and Wibisono are supported by 
Andrew McIntyre,63 who argues that, at least from the early 1980s, there was an 
increasing, albeit still rather limited, role for extra-state actors (and in particular 
business associations) in policymaking during Soeharto’s New Order.  

The above described political economy approaches towards policymaking 
during the Soeharto regime all stress the dominant role of the state. The views 
and models vary in the extent to which extra-state actors may have influenced 
policy decisions. Yet, several of the models hint at the existence of relationships 
between the state and interest groups, as in the corporatist model. With respect 
to business interest, Kadin was the interest group that was sanctioned by the 
state and was therefore allowed to participate in policymaking. Dikdik Rahbini 
argues that the intervening character of the state, the existing patron/client 
relationship, and the concentration of resources in the hands of a few business 
actors marginalized business collective action.64 This marginalization prevented 
the business sector from playing a major role in policymaking during the 
Soeharto regime. 

The high growth levels of Indonesia’s economy under Soeharto allowed 
his regime to keep its dominant position for a long time. However, in the (late) 
1980s Indonesia – like many developing countries – started to liberalize 
economically as well as politically, and even though during this period the 
Soeharto regime remained strong, there were some indications of increased 
business influence on policymaking. In a case study analysis, Andrew 
Maclntyre shows that several smaller business associations were in fact 
successful in influencing policy decisions of the state during the second half of 
the 1980s.65 

Moreover, after the financial and economic crisis of 1997-1998 the 
Indonesian political landscape underwent more changes. This time, pressure 
from interest groups as well as from outside (IMF and World Bank) led to a true 
democratic transition in 1998. The political system, characterized by an 
authoritarian, military dominated government, was transformed into a more 
open political system and an open policymaking model; and the ruling party, 
Golkar,66 had to accept potential competition from existing and new political 
parties. 

                                                 
62 See also Section 3.3 (Chapter 3) of this thesis. 
63 MacIntyre, 1990. 
64 Dikdik J. Rachbini, 1996. 
65 Maclntyre, 1991, op. cit. 
66 Golkar, an acronym for Golongan Karya (Working Group) was the military-backed ruling 
party during the New Order with more than 60 per cent of the seats in Indonesian parliament. 
Golkar had served as the main instrument for the corporatist interest intermediation during 
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The political changes after 1998 have changed the characteristics of the state-
business relations in Indonesia – this is the issue this thesis wants to address. 
After 1998 Indonesia’s political model changed from state corporatism towards 
neo-corporatism. In this context, the role of Kadin as a representative of 
business has also changed. This change in state-business relations, however, has 
moved in different directions. On the one hand, the new political model allows 
interest groups, such as Kadin, to have a more direct influence on policymaking. 
On the other hand, Kadin has faced more competition from other interest groups 
from both outside and inside the business sector. These issues will be addressed 
in the analysis of the three case studies in this thesis. What should be clear from 
the above discussion is that the corporatist model versions can be applied rather 
well to the case of Indonesia. 

2.4 Legitimacy, Credibility and Institutionalization of Business 

Associations 

The previous section discussed what role business associations may play in 
different corporatist systems. The next question is how a business association 
establishes its role in a particular corporatist system. According to the literature 
on corporatism, three factors seem to determine the establishment of this role: 
legitimacy, credibility, and institutionalization.67 These concepts are useful tools 
for operationalizing the nature of the interaction of these associations with the 
state. In particular, they help to describe the changing nature of state-business 
relations in Indonesia since the late 1990s. This is why these three concepts will 
be used as tools to analyze why and how the political, economic and social 
changes of 1997-1998 led to a change in the role of Kadin as the main business 
association in Indonesia. How did Kadin operate in the process of policymaking 
in the post-New Order era and how did it interact with the state and other 
interest groups? The way Kadin operated depended on its legitimacy, 
credibility, and the degree of its institutionalization. 

Legitimacy refers primarily to the legal basis and type of membership of 
Kadin. Kadin’s credibility refers to the extent in which Kadin is accepted by the 
state and other members of society as a representing association of business 
interests. This in turn relies on the degree of unity or fragmentation of the 
business interests of the different business groups that are represented by Kadin, 
as well as by its attitude towards other business associations and interest groups 
outside the business community. Institutionalization refers to internal rules, 
procedures and processes within Kadin, making the association acceptable to 
the state as well as to the general public as a representative of business interests. 

                                                                                                                                                        
the New Order by bringing business and other professional associations into its circle. See 
also Chapters 1 and 3 for a discussion of the role of Golkar in Indonesian politics. 
67 Wiarda, 1996, op. cit., pp.73-76. 
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Moreover, it refers to the formal as well as the informal procedures or 
mechanisms it uses to communicate with the state about policymaking. 
Institutionalization therefore focuses on how a business association establishes 
formal and informal links with the state. In the remainder of this section, these 
three concepts will be discussed in more detail.  
 
Legitimacy 
A business association is considered to be legitimate if its operations are either 
recognized formally by the state or informally by society. Formal legitimacy by 
the state may be understood as the business association’s right, given by the 
state, to engage in the formal political process. Its operations have a formal, or 
legal, basis. This legal basis can be a law implemented by the state, a 
Presidential decree, or a ministerial decree. Informal legitimacy by society 
refers to the fact that according to the members of society who have chosen to 
become members of the association, the association reflects the interests of its 
members. 

Formal and informal legitimacy of business associations is closely related 
to the issue of how membership of these associations is organized. Basically, 
membership of a business association may either be voluntary or compulsory. In 
pluralist societies such as in the United States, representation of interests is not 
controlled and regulated by the state. In such societies, the number of business 
associations is not limited and their membership is voluntary. Business 
associations can recruit potential members without state intervention. 
Businesses and/or individuals can choose freely which associations they want to 
join. Their decision to join certain associations is based on their belief that these 
associations will be most efficient in representing their interests. In a pluralist 
society, business associations with voluntary membership are constantly 
challenged and pressured into representing their members’ interests. The failure 
to do so will lead to a loss of confidence by its members, i.e. their informal 
legitimacy will diminish. 

In corporatist societies membership may be compulsory. This is 
especially true for state corporatism and strong neo-corporatism; for example, in 
many Latin American countries, at least until the early 1980s membership of 
business associations was made compulsory by the state.68 Moreover, the 
number of associations may be limited by state intervention. Thus, the state 
wants to control the participation of the business community in the 
policymaking process. In many cases, the state allows only one association as 
the representative of business interests, and this association is then formally 
legitimized by law or decree. Again, this is usually the case in state corporatist 
or strong neo-corporatist societies. This single association must accept all 
business institutions and/or individuals as members. Members do not evaluate 

                                                 
68 Wiarda, 1996, op. cit. p.78. See also Schneider, 2004, op. cit. 
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their membership because they believe that the association will efficiently 
represent their interests; instead, they join the association because it is the only 
way to have their interests represented. The driving force for compulsory 
membership is negative rather than positive: the main consideration to become a 
member is the costs or consequences of not being a member, rather than the 
benefits of being a member. As a result, this business association has a very 
broad membership, consisting of many different types of businesses, each with 
their own interests. Because of this and due to the fact that the state is actually 
in command of the business association, participation of most members will be 
passive rather than active, since the chances of having their interests represented 
are quite low. Although this association may be formally legitimized by the 
state, which uses the association to control business interests, it may not be 
informally legitimized by its own members. In other words, especially in case of 
state or strong neo-corporatism, the legitimacy of a business association is not 
based on its ability to speak freely and autonomously on behalf of its members, 
but on the willingness of the state to let the association participate in the 
policymaking process. This participation depends on the decision of the state to 
invite the association to discuss policies that are relevant to the business 
community. Policymaking in such a setting is best described as closed. 

In case of moderate or weak corporatism, there is an increasing degree of 
openness with respect to the participation of the business community in the 
policymaking process. Weak corporatism allows for a large number of 
associations, closely resembling a pluralist model, whereas in moderate 
corporatism the number of associations is limited by the state. In such case, the 
limited number of associations is usually a mix of government-sponsored (but 
not necessarily formally legitimized) and privately established associations. 
Membership in both moderate and weak corporatism is not compulsory. Due to 
the more open character of policymaking, business associations have more 
possibilities to influence policy decisions.  

In most cases, the legitimacy of business associations is not formalized by 
the state through law or decree. Instead, informal legitimacy by society (and in 
particular by business) is important. This means that associations need to 
carefully represent the business interests of their stakeholders. The open 
policymaking model allows for such a careful representation. In moderate, but 
especially in weak corporatism, this leads to (many) different associations being 
established, each representing specific business interests. By focusing on the 
specific interests of parts of the business community, an association will be 
more effective in representing these interests towards the state and other interest 
groups in society. At the same time, however, increased competition due to the 
larger number of associations fighting for attention from the state may also 
make it more difficult for individual associations to achieve anything. 

To conclude, the legitimacy of a business association may be formal with 
respect to the state and/or informal with respect to society. Formal legitimacy is 
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most important in state and strong corporatist systems and becomes increasingly 
less important in moderate and weak corporatist systems. In contrast, informal 
legitimacy becomes increasingly important in moderate and weak corporatism. 

Since 1987 Kadin operates under law No. 1/1987 on the Chamber of 
Commerce and Industry.69 This law stipulates that Kadin is the single 
representation of the business community in Indonesia: in other words, Kadin 
has a monopoly in representing business interests. The legal basis allows Kadin 
to represent itself as the legitimate business association vis-à-vis the state and 
the general public. At the same time, this monopoly reflects the fact that at the 
time the law was implemented in 1987 (halfway the New Order era), the 
corporatist model of interest intermediation was the only game in town as far as 
the Indonesian state was concerned. In particular, the law reflects the fact that 
Kadin was established by the state to control business interests and to control 
their participation in the policymaking process. This fits perfectly into the 
model of state corporatism as discussed in Section 2.3.  

However, after 1998 the Indonesian political landscape changed 
dramatically. The model of state corporatism had been abandoned – at least to 
some extent, given the retreat of the state as the dominant player –, and 
policymaking appeared to become a more open process. This has also changed 
Kadin’s need for legitimacy, shifting from strictly formal to more informal 
legitimacy. 

 

Credibility 
The credibility of a business association can be divided into internal and 
external credibility. Internal credibility relates to the extent to which the 
association can show it is effective in representing the interests of its members 
in terms of active communication with the state about policies, and its influence 
on policy decisions made by the state. For members, incentives to join an 
association may derive from the association’s ability to perform as an efficient 
intermediary between business and state, especially with respect to influencing 
business-related policies.70, 71 Conversely, if the relationship between state and 
business is disturbed due to a lack of institutionalization, and/or due to 
clientelism, cronyism and corruption, members are discouraged to invest in the 
association. The business association will lose its attractiveness to potential 
members, and the internal credibility decreases. External credibility by the state 
is related to whether, according to the state, the association makes policy 

                                                 
69 See Chapter 4. 
70 Schneider, 1998. 
71 Internal credibility and informal legitimacy are closely linked. The main difference is that 
informal legitimacy refers to the fact that society accepts that an association represents 
particular interests, whereas internal credibility stresses the fact that its activities as part of its 
aim to represent interests are accepted. 
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recommendations that truly represent the interests of its stakeholders. If this is 
the case, the state can be fairly sure that the association actually fights for the 
interests of its members. 

Credibility (internal as well as external) of the association depends on a 
number of assets. Credibility is determined by the extent to which the 
association can show its autonomy from external influences and from the state 
in particular; whether it is independent and has a strong management; and 
whether it is self-supporting, i.e. does it have sufficient resources. These 
resources may be financial, they may refer to active membership, and to having 
access to exclusive networks and influential people. Moreover, credibility may 
be indicated by a certain degree of sustainability, i.e. the association has been 
operating successfully over a longer period of time. These assets of an 
association are crucial to successfully communicate with the state (and other 
interest groups) and represent members’ interests. 

One important aspect of associations – related to managerial assets 
resources and sustainability, and thus influencing credibility – is the extent to 
which members’ interests are fragmented. If associations become large because 
they have many members, they may have to represent different interests. This is 
particularly relevant for the small number of business associations in corporatist 
systems, especially in state and strong or moderate corporatism. In these 
systems, the state effectively allows only a limited number of associations 
(sometimes just one). As a consequence, they may have to represent many 
different business interests. 

Fragmentation in a business association may have different reasons, such 
as leadership disputes, rivalry between different types of businesses, differences 
in ethnic background of members, etc. According to Ben Ross Schneider, one of 
the most serious challenges for a business association’s credibility is 
fragmentation caused by a conflict of interest between small and big business 
members.72 Schneider provides examples from Latin America, showing that 
when the interests of small businesses prevail over those of large businesses, the 
latter may no longer be interested in being a member and withdraws (financial 
and other) resources, which may seriously hurt the existence of the association. 
In contrast, if large business members are dominant, small business members 
may stop being active members. 

The extent to which a business association is able to manage conflicts 
internally determines its credibility, both internally as well as externally. With 
respect to internal credibility, it may be important to evaluate to what extent 
members accept the association’s articles of association, leadership, structure, 
policy direction, etc. The more members accept these aspects of the association, 
the greater the chances are that the association can establish internal credibility. 

                                                 
72 Schneider, 1998, op. cit. 
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In terms of external credibility, if an association performs poorly, e.g. in terms 
of dealing badly with fragmentation, the state may decide to intervene and 
control the association, for example by appointing its leaders and/or by being 
actively involved in its policies and recommendations. In contrast, successfully 
dealing with fragmentation leads to autonomy from the state. The logic behind 
this is that the state will tend to stay away from an association’s internal affairs 
as long as the association is an effective intermediary between state and 
business in terms of communicating the interests from business to state on the 
one hand, and as long as it provides information about the consequences of 
policy decisions from state to business on the other hand. 

Based upon the above discussion of credibility and combining this with 
earlier discussions on corporatism, the following conclusions can be drawn. 
Internal credibility appears to be stronger, if the state exerts less power on the 
associations and/or if the policymaking model is more open. In case of state or 
strong corporatism, the state usually allows the establishment of only one or a 
few associations. Moreover, the associations are legitimized and, at least in state 
corporatism, controlled by the state. Consequently, the association is not 
independent from external influences. The dependent relationship vis-à-vis the 
state may also lead to clientelism, patronage, and corruption. Moreover, since 
business interests are highly concentrated into one or a few associations, the 
chances of fragmentation increase. Thus, with state or strong corporatism, 
internal credibility may be low. In contrast, in case of moderate or weak 
corporatism, internal credibility may be higher, since associations can show that 
they are much more independent from outside (state) influences. In addition, 
since more associations are allowed, the problem of fragmentation may also be 
less prominent. 

With respect to external credibility, a similar pattern may be observed. 
Especially in case of state corporatism, the dominant role of the state leads to a 
situation in which associations do not really represent interests of its members. 
Compulsory membership of the association(s) allowed by the state reduces 
members’ incentives to become actively involved. Yet, in these corporatist 
systems the objectives of the state are also different. The state does not really 
care about the credibility of the associations. Their main objective is to control 
participation of the business community in the policymaking process. 
Associations are merely there to justify state policies. Credibility becomes an 
issue the moment associations are allowed to play a more active and 
independent role in policymaking, i.e. when the policymaking model becomes 
more open. This is increasingly the case when the system moves from strong to 
moderate and eventually to weak neo-corporatism. 
 
Institutionalization 
Institutionalization in the context of policymaking refers to the availability of 
formal channels, procedures and mechanisms the association has developed 
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and/or may use to represent the interests of its members in communicating with 
the state about policymaking.73 The basic idea is that a higher level of 
institutionalization allows a business association to better represent the interests 
of its members. 

Formal channels of communication may take various forms, ranging from 
an ad hoc body or mechanism of infrequent meetings of state officials and 
representatives of business associations (and possibly other interest groups), to a 
formal body with more intensive contacts between business representatives and 
state officials. In the case of ad hoc mechanisms, the contribution of business 
associations to policymaking will be rather patchy and less comprehensive. 
However, in case of a formal mechanism, contributions are more direct and 
comprehensive. Intensive meetings and consultations between business 
representatives and state officials enable both parties to have in-depth 
discussions. In countries like Austria and the Netherlands, formal bodies have 
been established in which representatives of labor and business together with 
government officials discuss policy issues on a regular basis; in Austria this is 
the Joint Commission on Wages and Prices, while in the Netherlands the Social-
Economic Council (SER) serves a similar purpose.74 In South Korea during the 
1970s and 1980s the so-called monthly export promotion meetings were 
introduced by the state. These meetings were chaired by the President of the 
country and were attended by high government officials, bankers, managers and 
union leaders. At these meetings decisions were made concerning economic 
policy measures.75 

Yet, the existence of formal (rather than ad hoc) mechanisms does not 
mean that the contribution of business associations is effective in terms of 
policy outcomes and the extent to which they reflect the interests of their 
members. The effective contribution of business associations to policymaking 
ultimately depends on whether or not it secures legitimacy and credibility vis-à-
vis its members, the state, and the general public. The provision of a formal 
channel may at least make it possible for a business association to contribute to 
policymaking. In this sense, institutionalization may be seen as a more general 
prerequisite for an association to act as an effective representative of business 
interests. At the same time, however, a business association in a state corporatist 
regime that has regular consultations with the government may not be effective 
in contributing to policymaking decisions, due to the fact that it is strongly 
controlled by the state. 

In general terms, it can be argued that the existence of formal 
mechanisms is most prominent in state corporatism and strong neo-corporatism. 
This is also shown by the above examples of Austria, the Netherlands (both 

                                                 
73 Wiarda, 1996, op. cit. 
74 Wiarda, 1996, op. cit., pp.73-74. 
75 Hermes, 1996, p.148. 
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examples of strong neo-corporatism), and South Korea until the 1990s (an 
example of state corporatism). In these types of regimes, state-legitimized 
business associations are granted quasi-representative, formal authority in the 
policymaking process. More often than not the state determines how the 
association should establish itself in the policymaking process and what policies 
are required. Thus, the role played by the business association in the 
policymaking process becomes institutionalized. As mentioned before, 
however, such a formal mechanism, especially in a state corporatist system, 
does not automatically mean that the contribution of business associations is 
effective. In case of moderate and weak corporatism, state-business relations 
may be formalized in a more ad hoc manner. Business associations consult and 
communicate with state officials on an irregular basis, depending on whether or 
not any issues need to be discussed that are of importance to the members. 

2.5 State-Business Relations and Corporatism: The Case of 

Kadin 

This chapter discussed various models of state-business relations. It focused on 
different policymaking models, with the main emphasis on the distinction 
between open versus closed models, since this distinction appears to be most 
helpful in the research for this thesis. Moreover, the chapter discussed in some 
detail models of corporatism, distinguishing between historical, state, and neo-
corporatism. Finally, it discussed three main concepts that are important to 
understand the relationship between business associations and the state. These 
concepts are legitimacy, credibility, and institutionalization. All these models 
and concepts may, at potentially, be helpful in analyzing the changing 
relationship between the Indonesian business association Kadin and the 
Indonesian state after the democratic transition of 1998. 

As mentioned before, Indonesia under Soeharto can be described as a 
clear example of state corporatism. In this period the state was authoritarian. 
Interest groups were heavily controlled by the state. With respect to business 
interests, Kadin was formally legitimized by the state and was allowed to 
participate in policymaking. Yet, under Soeharto, Kadin was nothing more than 
a tool of the state in justifying business-related policies. Through direct 
involvement in the selection of leadership and in determining the association’s 
policy direction, the state made Kadin a quasi-representative of business 
interests. The closed policymaking model adopted by the New Order 
government made Kadin the only business representation, speaking on behalf of 
all members of the Indonesian business community. These limitations prevented 
Kadin from becoming an independent business representation, effectively 
influencing business-related policies. While Kadin was formally legitimized by 
the state, there was no real informal legitimization. The involvement of Kadin in 
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the policymaking process was institutionalized, although this did not lead to the 
effective representation of business interests. Moreover, since the state 
effectively used Kadin to control participation of the business sector in the 
policymaking process, internal and external credibility were low. Related to 
this, Kadin suffered from strong fragmentation due to the fact that it had to 
represent many different business interests, such as small and big business, 
Chinese and Indonesian business, etc. So, in terms of state-business relations 
and the policymaking process, the state was clearly dominating in these 
relations and in this process, using a closed policymaking model. 

After the financial and economic crisis of 1997-1998, the Indonesian 
political landscape underwent major changes. Pressure from interest groups as 
well as from outside triggered a democratic transition in 1998. One of the 
consequences in terms of the models and concepts discussed in this chapter was 
that the political system characterized by an authoritarian, military dominated 
government was transformed into a more open political system and an open 
policymaking model. This transformation resulted in a potentially new role for 
Kadin as a representative of business interests in discussions on business 
policies. While during the New Order Kadin was forced to be involved in the 
state policymaking process, in which its participation was no more than a rubber 
stamp for business-related policies, after the New Order Kadin had a chance to 
participate freely in policymaking process and establishing itself as an 
influential party in this process. Thus, the political transformation of 1998 
allowed Kadin to redefine its position as a prominent business institution 
representing business interests vis-à-vis the state and other interest groups of 
Indonesian society. 

However, Kadin also faced several new challenges in the post-New Order 
era. First, the removal of restrictions on societal organizations during the 
presidency of Habibie (May 1998-September 1999) led to the formation of 
various independent professional business associations and to the tendency of 
business associations being confident in openly expressing their demands. Thus, 
Kadin was faced with increased competition for the attention of the state for 
business interests and business-related policies. On several occasions (as will be 
discussed in one of the case studies), it clashed with other agencies. Moreover, 
internal fragmentation became more visible as different interests (big versus 
small businesses, local versus national businesses, Chinese versus Indonesian 
businesses) – previously all served by Kadin because there were no alternative 
associations – now came to the surface. In the context of all these changes and 
challenges, it is interesting to analyze how Kadin has positioned itself as just 
one of the business associations among other ones, and how it has dealt with 
aspects like legitimacy, credibility and institutionalization vis-à-vis the state, 
rivaling business associations, and other interest groups. 

More specifically, did Kadin manage to establish itself as an independent 
business representation and a true representative of the business community; if 
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yes, how? How did it develop its informal legitimacy? To start with, Kadin 
needed to get rid of the long-standing image of being a government tool. This 
means that, for example in the policymaking process, it needed to position itself 
as a true representative of the business community, speaking on behalf of its 
members and not by order of the state. In terms of credibility, how did Kadin 
increase its capacity in accommodating the different (sometimes opposing) 
interests of its members? Did it solve the problem of fragmentation? These 
issues are important for the sustainability and credibility of Kadin facing its 
members, the state, and the general public. With regard to institutionalization, 
was Kadin able to use existing state-business channels (formal or informal) to 
influence policymaking? Some of these questions are embedded in the research 
question formulated in Chapter 1 and will be addressed in the remainder of the 
thesis. In chapter 4, where we discuss the development and organization of 
Kadin as the main business association, we will discuss Kadin’s legitimacy, 
credibility and institutionalization vis-à-vis the state, rivaling business 
associations, and other interest groups in more general terms. The analysis of 
the three case studies (in chapters 5-7) will show that especially internal 
conflicts, and related to this the lack of credibility, were an important factor 
hampering Kadin’s effectiveness in representing business interests. 



Chapter 3 Reformasi in Indonesia:  

From Centralization to Partitioning of 

Authority  

3.1 Introduction 

This chapter focuses on the developments of Indonesia’s politics during the 
post-1998 era, after the stepping down of President Soeharto. We will see that, 
unlike in the period before 1998 when power and influence were concentrated 
in the hands of the Indonesian President (centralized authority), after 1998 there 
were several new actors involved in state policymaking (partitioned authority). 
In order to be able to understand the changes after 1998 in the processes of 
policymaking, a proper discussion of the political changes is necessary. This 
calls for a historical overview of Indonesian politics since the 1950s. Section 3.2 
discusses Indonesian politics in the 1950s and 1960s. Section 3.3 continues with 
a description of New Order, describing the role of the military, of the army-
backed dominating political party Golkar, and of the process of ‘Golkarization’ 
which involved enforcing local officials to sign statements of loyalty and 
mobilize votes for Golkar. The New Order ended with the fall of the Soeharto 
regime in 1998. 

In Section 3.4 a number of institutional and political changes after the 
reformasi are discussed. Rather than giving an exhaustive description of 
political events and institutional reforms, we will limit ourselves to a discussion 
of certain aspects. Some of these have had a huge general impact on political or 
social life; others are of special importance with respect to the case studies in 
Chapters 5-7. These three extensive case studies all focus on processes of 
policymaking, in particular concerning new laws on economics and business. 
After 1998, Indonesian parliament plays a key role in these processes, since 
parliament has the authority to initiate, draft, discuss and ratify new laws. 
Besides, many stakeholders like labor unions, business associations, mass 
organizations, non-governmental organizations and the media actively 
participate in discussions on the new laws. Kadin is one of these stakeholders. 
Because of the important role of parliament, some features in Section 3.4 are 
directly related to parliament, for instance amendments to the constitution 
delineating authorities of parliament, the end of the role of the military in 
politics and in parliament, the rise of many political parties in parliament, and 
the empowerment of regional authorities. In this section, we will also highlight 
some issues that are very characteristic for Indonesia, but their impact on our 
case studies is subject to debate – for instance, the role of the Islam, of the 
Pancasila ideology, and of the ideas of an integralist state as reflected in 
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Indonesia’s constitution. In later chapters we will come back to their possible 
influence on the business attitude of the Indonesian people. 

Section 3.5 throws light on a phenomenon, which was notorious during 
the Soeharto regime and is still a nuisance: KKN (korrupsi, kolusi, nepotisme: 
corruption, collusion, nepotism). The section anticipates discussions in the case 
studies of Chapters 5 and 6, which basically deal with legislation to fight KKN. 
The chapter closes with a short summary and conclusions in section 3.6. 

3.2 Centralized Authority from 1959-1965: Soekarno’s Guided 

Democracy  

Soon after Indonesia declared its independence on 17 August 1945, the leaders 
of the new republic rushed to draft a constitution that would ensure not only law 
and order, but that would also protect the country against recalcitrant ethnic 
groups or paramilitary forces that could exploit ethno-religious divisions and 
instigate separatism. Indeed, the new republic did have enormous ethno-
religious diversity: consisting of over 3,000 islands and more than 360 
ethnicities, Indonesia is a pluralistic society. Herbert Feith calls this new 
republic a ‘mosaic society’ for three reasons. First, there was a sharp division 
between the so-called pribumi (indigenous) population and the descendants of 
overseas immigrants (Chinese, Arabs, and Eurasians). Second, the pribumi itself 
consisted of 366 self-conscious ethnic groups spread across the archipelago. 
Third, an ever-sensitive relationship between the Muslim majority and the non-
Muslim minorities (especially the Christians), which occasionally turns into 
violent conflicts, has made the country vulnerable to religious conflicts.76  

Having realized the potential danger of ethno-religious divisions, the 
leaders of the new republic drew up the ‘Constitution of 1945’, which reflected 
the spirit of negara kesatuan (the unitary state). They invoked the saying 
ascribed to the medieval text of the Javanese sage, Mpu Tantular: Bhinneka 

Tunggal Ika – literally meaning ‘unity in diversity’ – which was adopted as the 
official motto.77 Accordingly, the system of government envisaged by 
revolutionary leaders like Soekarno, Mohammad Hatta, Mohammad Yamin, 
Sutan Sjahrir, Soepomo, Sunaryo, and others was highly centralized, and the 
idea of decentralization or de-concentration of power was not pursued until at 
least 1999, when the post-New Order government introduced a new law on 
regional autonomy.  

The strong aspiration for a centralized government can explain why the 
brief period of parliamentary democracy (1950-1959) began to founder and was 
subsequently replaced by Soekarno’s Guided Democracy (1959-1965) and 
Soeharto’s New Order (1965-1998). Endless political wrangling in cabinet and 
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77 Dahm, 1971, p.143.  
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parliament, and growing separatist threats in some parts of Java, Sumatra, 
Sulawesi and Maluku preceded the Guided Democracy. In the late 1950s 
growing ethnic discontent, military rebellion, war-lordism and political intrigue 
within cabinet and parliament became more intense, which led President 
Soekarno to issue a decree on 5 July 1959 dissolving parliament and banning 
Masyumi (the hard-line Islamic party). From then on, the system was dominated 
by Soekarno himself, who was backed by the mass-based party PKI, the 
Indonesian Communist Party.78  

This centralized system of governance did not last very long. Soekarno, 
who was threatened by the growing criticism of the military, sought more 
support from the second biggest political force in the country – the communist 
PKI – by adopting a strong anti-imperialist and anti-Western policy. While the 
national economy was suffering from a crisis due to mismanagement and a lack 
of productivity, this anti-Western policy backfired and turned the country into 
an economic disaster with hyperinflation (more than 700 per cent within one 
year), mounting budget deficits, a shortage of food, and so forth. Predictably, 
Soekarno’s popularity began to wane, especially among students and the 
middle-class population (who saw his anti-imperialist campaign as unnecessary 
propaganda). Thus, after a failed attempt by a faction within the armed forces – 
involving Presidential security guards and some elements of army and air force 
– to instigate a coup on 30 September 1965, Soekarno’s Guided Democracy was 
brought to an abrupt end and replaced by a military-backed authoritarian 
government under President Soeharto.79 

The desire for a centralist government emanates from the unitarist idea of 
government promoted by the protagonists of ‘integralism’ who were involved in 
the design of the Constitution of 1945. One of the prominent figures was 
Professor Soepomo, an expert in state law. While arguing that the main duty of 
an integralist state is not to fulfill the interests of either individuals or groups, 
but rather to protect the interests of the whole society, Soepomo spoke of the 
compatibility of integralism (adopted from the works of Spinoza, Adam 
Mueller, Hegel, and other German theorists) with the basic notion in the 
Javanese culture about the unity of life. This notion of the unity of life entails 
unity between micro cosmos and macro cosmos, between servants and lords, 
between people and rulers.80 What seems to be central in Soepomo’s 
integralistic theory of the state was support of collectivism and rejection of 
individualism.81 Despite the controversies of the concept, integralism has been 
used as conceptual justification for the centralized governments during both 
Soekarno’s Guided Democracy and Soeharto’s New Order regime. 
 
                                                 
78 See Ricklefs, 1981, p.245; Crouch, 1978, p.42; and Mortimer, 1974, p.79.  
79 Crouch, 1978, p.155.  
80 See Bourchier, 1996, p.78.  
81 Schwartz, 1994, p.8; and Simanjuntak, 1994, p.23.  
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The Dual Function of the Military 

Since in the 1950s the civilian parliament did not function well due to the 
constant competition between political parties, Soekarno created a new 
institution in 1957 – the National Committee82 – to challenge the role of 
parliament. Later, it became an important instrument in Soekarno’s Guided 
Democracy. The National Committee consisted of constituent groups 
representing various sectors of social and economic life, such as laborers, 
peasants, civil servants, scholars, young people, ethnic groups, and the military. 
The participation of the military was greatly supported; the historical speech83 
of the then Chief of Commander Nasution, who introduced the concept of dual 
function (dwi-fungsi), had a huge impact. The dual function of the military 
implied that the military forces were not only responsible for defense and 
security, but they should also be involved in political and socio-economic 
activities. In 1958, the national conference of the National Committee adopted a 
resolution that stated that the military constituent group included the army, the 
navy, the air forces, the police, veterans, village security organizations (OKD) 
and the people’s defense organizations (OKR). During the Guided Democracy, 
the military expanded their political and societal activities in many areas, by 
creating mass organizations that were linked to the military forces,84 for 
instance, the ‘forum for co-operation between military, laborers and peasants’.85 

3.3 Centralized Authority from 1966-1998: New Order 

When army general Soeharto came into power, his initial strategy was to ensure 
order and stability by imposing a series of policy measures that included a 
permanent ban on the PKI, the campaign bashing the communists (which led to 
the massacre of around 500,000 PKI members and followers, and the 
imprisonment of hundreds of thousands of party members and sympathizers on 
Buru Island86), and the adoption of the doctrine of dwi-fungsi (dual function), 
which as has been explained above allowed the military to play an important 
role beyond the domain of defense and security.87 The role of the military in 
politics was strengthened by the creation of the military Fraksi ABRI in 
parliament.88 Moreover, the organization Sekber Golkar was established, later 

                                                 
82 Dewan Nasional. 
83 The speech was delivered at the inauguration of the new military academy in Magelang on 
12 November 1958. 
84 Yulianto, 2002, pp.224-232.  
85 Badan Kerjasama, BKS. 
86 During the New Order administration a prison was located on this island, where thousands 
of political prisoners were held. 
87 Sundhaussen, 1994, pp. 276-277.  
88 Fraksi ABRI is a faction within the New Order’s People Consultative Assembly MPR, 
representing the Indonesian armed forces. Members are not elected but appointed.  
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called Golkar,89
 which functioned as Soeharto’s political wagon and was backed 

by the military. Formally, Golkar was not a political party but a ‘functional 
group’,90 involved in socio-economic activities at all levels. Controlled by 
Soeharto, Golkar was however also represented in parliament and did function 
as a political party; it even became the dominant party in parliament. Soeharto, 
who had had a long military career and who was close to the military, granted 
many political positions to the military at key positions in the government and 
in parliament. The existing mass organizations with strong links to the military 
allowed the military to infiltrate at many levels of social and economic life. 
Military staff was given key positions both in villages and at government levels. 
The ABRI masuk desa was a successful program in which the military helped to 
build bridges, construct roads, small water reservoirs etc. in remote villages. But 
the military were also highly criticized when using coercion and force to 
maintain order in for example Aceh and East Timor.  

Military officers were also involved in economic activities. High-ranking 
officers became members of the board of directors (komisaris) or managers of 
important banks and private enterprises.91 There were also many military 
officers involved in the management of state-owned enterprises.92 An important 
phenomenon was the creation of ‘foundations’ or yayasan.93 These institutes 
were originally created to execute social activities but gradually developed into 
business enterprises. All four military branches, i.e. army, navy, air force and 
the police, had their own ‘foundations’, which usually consisted of (groups of) 
businesses that were active in urban centers. Needless to say some high-ranking 
officers had a great personal interest in private and public enterprises. 

The military were also charged with the task of safeguarding the ‘results 
of economic development’. This meant that the armed forces were given the 
responsibility to ensure a smooth running of the processes of mining, industrial 
                                                 
89 Golongan Karya literally means ‘working group’; Sekber Golkar is the ‘joint secretariat’ of 
Golkar.  
90 Golongan Fungsional. 
91 For instance, president Soeharto was komisaris of the Cendana Group; Ibnu Sutowo, 
former chief director of the state-owned enterprise Pertamina, producing oil and gas, was 
komisaris of the conglomerate Nugra Santana; Edi M. Nalapraya, vice military commander of 
ABRI, and former governor of the Djakarta Region (DKI) was komisaris of the television 
company RCTI; Benny Murdhani, former Minister of Defense, was komisaris of the Batara 
Indra group. See Iswandi, 1998, pp.258-259.  
92 Like the retired general Ramly, who was the chief director of the gas and oil company 
Arun NGL Coy in Sumatra; the retired general Bustanil Arifin, who was Presiden Komisaris 
of Berdikari Sari Utama Flour Mills. See Iswandi, 1998, p.153. 
93 The army, the navy, the air force and the police had their own foundations (yayasan). In the 
army examples of foundations are: Dharma Putra, (see Robison, 1990, p.15, and Iswandi, 
1998, p.156), and Yayasan Kartika Eka Paksi (including PT Asuransi Cigna Indonesia, PT 
Cilegon Fabricators, PT Pondok Indah Padang Golf, and PT Sempati Air, see Iswandi, 
p.164). For examples of foundations for the navy, the air force and the police, see Majalah 
Infobank, November No. 155, 1992, pp.165-167. 
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production, and distribution and transport. The business enterprises had to 
financially compensate the military for this service. The service could even 
imply that the military would hinder demonstrations in factories and opposition 
by laborers and human rights activists.  

The Soeharto regime wanted to have as much control as possible over 
political and socio-economic life. In order to realize this corporatist goal (see 
Chapter 2), the regime not only made use of the military infiltrating in many 
branches of political and economic life, but it also tried to infiltrate and control 
all important mass organizations. The way the regime tried to effectuate this 
was quite peculiar. They made extensive use of the 1945 Constitution, in 
particular of the Pancasila ideology (to be discussed in more detail in Section 
3.4). Soeharto used this ideology for his own purposes. He worked out a new 
interpretation of Pancasila, which became the ideological basis of his regime: he 
emphasized that cultural differences needed to be subordinated to the common 
good, and that the common good was best served by an authoritarian state.94 He 
wanted to prevent his regime from being challenged by other political or 
religious ideologies. He introduced his version of Pancasila in schools and 
universities, created a Pancasila indoctrination program (‘guidance, 
understanding, and implementation of Pancasila’), and imposed it on mass and 
other organizations as the only accepted ideology. All mass organizations 
(political parties, interest groups, professional associations, religious 
organizations, NGOs, etc.) had to accept Pancasila as the exclusive ideology. 
This strategy impeded independent political activities because societal groups 
were not allowed to adopt an ideology of their own.95 

During the corporatist regime of Soeharto, the processes of decision 
making were of a special nature. They have been the subject of many studies. 
Authors like Jackson emphasize the pivoting role in the decision making 
processes of the highly trained bureaucratic elite.96 King, however, argues that a 
group of military officers had the ultimate power, and not a group of influential 
civilian bureaucrats.97 For King, the New Order regime was formed by a group 
of military officers (led by Soeharto) who functioned as the ruling elite 
surrounded by a technocratic and bureaucratic elite whose sole function it was 
to be consulted and to give advice to the ruling elite on policy matters. Whether 
the New Order was dominated by bureaucrats or by the military elite, the 
regime was very authoritarian. At a lower level, participation in decision 
making was limited to a number of state-sponsored corporatist organizations 
representing different segments of society: women, peasants, workers, youth 

                                                 
94 See Schwartz, 1999, p.47.  
95 Vatikiotis, 1993, p.104.  
96 Jackson, 1978, p.3. He refers to the ‘bureaucratic polity’ model as used by Fred W. Rigg in 
Thailand. 
97 King, 1982, pp.110-112. He refers to the ‘bureaucratic authoritarian’ model as used by 
Juan Linz to describe Franco’s Spain.  
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groups, religious leaders, etc.98 Organizations like SPSI (All Indonesian 
Workers’ Association), HKTI (Indonesian Peasant’s Union), KNPI (National 
Committee of Indonesian Youth), Kadin (Indonesian Chamber of Commerce), 
MUI (Islamic Scholars Assembly), and others were nurtured and co-opted by 
the New Order regime in order to ensure popular support. The regime was 
involved not only in selecting the leaders of these corporatist organizations, but 
also in setting up the organizations’ strategies and policy direction. 

The New Order government demanded unreserved loyalty from civil 
servants to Golkar. This is known as the Golkarisasi (Golkarization) strategy, 
and Soeharto pressed civil servants at all levels, as members of the ‘national 
organization of civil servants’,99 to sign a statement of ‘mono-loyalty’ to 
Golkar. Moreover, local state officials – provincial governors, district heads, 
sub-district heads, and heads of villages – were assigned quotas of votes to be 
mobilized for Golkar in the general elections. This policy had turned Golkar 
into a crucial political machinery to buttress the regime’s legitimacy; it was 
capable of securing over 60 per cent of the votes in every general election from 
1971 to 1999.100 Golkar also served as an important political instrument to 
Soeharto’s government in organizing societal organizations (youths, peasants, 
workers, teachers, civil servants, businessmen, and so on) in line with the 
corporatist mode of representation.101 

Parliament – DPR, dominated by Golkar – played only a marginal role in 
policymaking processes. As the executive power, the government was 
predominant, even in the field of law and policymaking. Although parliament 
had the formal right to propose policy drafts, such proposals always came from 
the executive, and only after the President had approved them. It was unlikely 
that a policy dossier that was proposed by the government and approved by the 
President would be rejected by parliament. 
 
The Beginning of the Reformasi 

The authoritarian regime and restrictions on political activities during the New 
Order government began to generate dissatisfaction and frustration. From the 
mid-1990s, slowly but surely these disappointments turned into public anger. 
This anger was expressed by the media. It culminated after a series of 
misconducts by the government with respect to the special treatment of 
Soeharto’s family members in businesses in sectors such as cigarette 
production, clove trading, the automobile industry, aviation, oil exploration, 
construction, etc.102 

                                                 
98 Ibid., p.112.  
99 Sentral Organisisi Karyawan Seluruh Indonesia, SOKSI. 
100 Liddle, 1985, p.83.  
101 Reeve, 1985, pp.140-143; and Vatikiotis, 1993, p.78.  
102 The involvement of Soeharto’s children in business will be discussed in Chapter 5, 
Section 5.2. 
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In the meantime, a new generation of pro-democracy and human rights 
groups began to mature. Labeling the New Order government as totalitarian and 
fascist, these groups – together with students’ organizations all over the country 
– joined forces and formed a cross-ethnic and cross-religious coalition. On 
many occasions, this coalition incited street demonstrations and protests 
demanding political openness and democratization.103 Their demand for an 
immediate end of military repression was supported by other groups in society, 
including peasants (who in some regions had been evicted), workers (who were 
suppressed), and community leaders. 

The turning point was in 1997, when Golkar again won the majority of 
votes (75 per cent) and Soeharto could serve another term until 2003. Many 
people felt that the 1997 general election was the worst election – in terms of 
violence and manipulation – in the entire history of New Order.104 There was 
some violence during the brief campaign of the three main political parties – 
Golkar, PPP105 (United Development Party), and PDI106 (Indonesian Democratic 
Party) – just a few weeks before the election in June 1997. About a year before, 
the public had been annoyed by the government’s attempt to depose the elected 
leader of PDI, Megawati Soekarnoputri. Megawati was considered a potential 
threat to Soeharto, and the New Order government was accused of 
masterminding a coup within the PDI by exploiting existing conflicts within the 
party. In a government-sponsored extraordinary party convention held in 
Medan, North Sumatra, Suryadi (a pro-government politician defeated by 
Megawati in the party convention of 1995) was elected as PDI’s new leader. It 
was not long before the angry supporters of Megawati went to the streets and 
occupied the PDI head office in Jakarta. The subsequent action to crack down 
on Megawati’s supporters was brutal and vicious. Using thugs and security 
forces, Suryadi and his followers launched a violent attack on Megawati’s 
followers which led to riots in Jakarta, leaving dozens of buildings (mainly 
government offices) burnt or damaged, five people killed, 74 people missing, 
and 149 people seriously injured. Although the public was angered by the state-
incensed attempt to incapacitate a political party, they were too afraid to 
challenge the government directly. 

This depressing picture overshadowed the 1997 election. It was not 
surprising that public anger was expressed during the election period. Several 
incidents took place in cities like Jakarta, Solo, Yogyakarta, Bali, Banjarmasin 

                                                 
103 Hadiwinata, 2003, p.72.  
104 Sukma, 1998, p.108.  
105 PPP: Partai Persatuan Pembangunan. At that moment, PPP was the only legal Islamic 
political party. See also section 3.4.  
106 PDI: Partai Demokrasi Indonesia. At that moment, PDI was the only legal secular non-
Golkar political party. See also Section 3.4. 
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and Ujung Pandang (now Makassar), leaving 310 people dead and 500 
injured.107 In the election that followed, Golkar experienced a landslide victory. 
 
The Asian Crisis and the Fall of Soeharto 

In 1998, when the Asian economic crisis hit Indonesia, Soeharto’s legitimacy 
(already shaken by accusations of election fraud and repression of the 
opposition) faced a serious blow. The fall of Indonesian currency, rupiah, to just 
20 per cent of its previous value against the US dollar had led to soaring prices 
of basic items, the collapse of the national banking system, and the devastation 
of the industrial sector. In May 1998, the government had to bow to the IMF’s 
structural adjustment program by cutting the state budget, which resulted in the 
rise of oil and electricity prices. After nationwide students-led protests and 
demonstrations, which culminated in the occupation of the parliament building, 
Soeharto was forced to announce his resignation on 21 May 1998. The 
appointment of Bacharuddin Jusuf Habibie as Soeharto’s successor marked the 
end of the New Order government. 

The Soeharto regime was very much blamed for the economic problems. 
The frustration and public anger about the dominant position of the huge 
conglomerates, mainly controlled by ethnic Chinese Indonesians and family 
members of Soeharto (see also Chapter 5, Section 5.2), about the inefficiency of 
many state-owned enterprises, and about numerous cases of corruption had 
become too much. The anger led amongst other things to the destruction and 
burning of conglomerate assets and of the properties of rich businessmen. 

Not only massive opposition and rallies against his regime but also 
internal pressure by the political elite led to Soeharto’s resignation.108 The 
chairman of parliament and four factions in parliament (one of these being 
Golkar) strongly advised Soeharto to resign. The national meeting of Islamic 
leaders on 19 May 1998 was particularly important: these leaders wanted a 
peaceful transfer of power to Habibie. They were afraid that otherwise the army 
would intervene, because the military feared Islam politik, and in particular the 
introduction of Islamic law. Vice-President Habibie had been loyal to Soeharto 
and one of the founding members of the Indonesian Association of Muslim 
Scholars (ICMI). The fact that Chief Commander General Wiranto supported 
Habibie, was also of importance.  
 

                                                 
107 It has been estimated that five police stations, two district military offices, 26 sub-district 
and village head offices, six political party offices, 110 resident houses, three churches and 
four mosques were seriously damaged during the first two weeks of the election campaign. 
See Hadiwinata, 2003, p.76.  
108 Emerson, 2001, p.526. 
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3.4 Indonesia after 1998 Indonesia: Some Institutional and 

Political Changes 

The increasing feelings of dissatisfaction and frustration made the process of 
reformasi inevitable. Due to internal and external pressure, the authoritarian 
regime of Soeharto had to be changed. In the new system, political power would 
have to be transferred from the central level to lower echelons, and many parties 
would have to participate in political decision making processes. In order to 
achieve this, many institutional changes were needed. The changes included the 
amendment of the constitution, the formation of new political parties, an 
independent parliament, the end of the military role in parliament, and the 
empowerment of regional authorities.  
 
Amendments to the Constitution 

The main changes concerned the constitution. The revision of the constitution 
took place in four rounds of amendments in 1999, 2000, 2001, and 2004. The 
most important changes will be discussed briefly, as they opened the way to 
more democratic ways of decision making, to the participation of stakeholders 
at various levels in decision making processes, and a new role for Kadin.109 

In the new constitution, many of the President’s rights and authorities 
were curtailed. First, it was no longer the President’s right to institute laws: the 
President’s approval of drafts was no longer needed. It was parliament that had 
the authority to effectuate laws. If parliament had approved a draft, it would 
automatically become a law after 30 days – with or without the President’s 
approval. Second, the President was no longer in control of the military; 
parliament (DPR) decided on the appointment and dismissal of the military 
commander and the police chief. Third, the President had no longer full control 
of the cabinet ministers. Although the President could still appoint and dismiss 
ministers, the DPR now had the right to intervene. Fourth, the judges of the 
Supreme Court were no longer appointed by the President but by parliament. 
And fifth, the President no longer had the right to dismiss parliament; moreover, 
parliament could impeach the President. 

The President could only be re-elected once, meaning that he or she can 
rule for a maximum of ten years.110 The President was no longer elected by 
parliament, but by the people in general elections. The members of parliament 
and local governments were also elected in general elections.  

Parliament (DPR111), formally called the People’s Representative 
Council, is one of the two chambers that constitute the People’s Consultative 
Assembly MPR; the other chamber is the Regional Representative Council 
                                                 
109 See also McLeod et al., 2007, pp.30-31. 
110 In theory, a president can be elected for a third time if his time as president is interrupted 
by the election of another president. 
111 Dewan Perwakilan Rakyat (parliament). 
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DPD.112 The MPR gets together just once every five years, as a joint meeting of 
both chambers, at the occasion of the installation of the new President. 

Parliament DPR is the main legislative institution controlling the 
executive power. The DPR has 550 members; the candidates represent political 
parties. The Regional Representative Council DPD plays only a secondary role. 
It can put legislation on regional matters on the agenda of the House of 
Representatives, DPR. Members of the DPD are elected on a personal title, 
formally not as a member of a political party. Each province has a number of 
seats on the council. The precise role of DPD has not yet been sorted out.113 

Various amendments concerned the role of the military forces, which lost 
certain privileges. The military were no longer represented in parliament. The 
amendments on the constitution have had a tremendous impact on the political 
scene, in particular the role of parliament, the limited role of the military, and 
the empowerment of local authorities.  
 
Political Parties 
During the New Order regime, one single political party, Golkar, dominated the 
parliament. In the 1970s the Soeharto regime had forced the existing political 
parties – other than Golkar – to merge into two parties, the PPP114 (United 
Development Party) representing Islamic parties, and the PDI (Indonesian 
Democratic Party) unifying nationalist and Christian parties.  

During the New Order, Golkar held more than 50 per cent of all seats in 
parliament, leaving the PPP and the PDI with a minority. As has been shown in 
the previous section, the Soeharto regime managed to keep the majority through 
Golkarisasi, where the appointed officials had to show that they were loyal to 
Golkar and had to secure a certain number of votes during elections. Since 
Golkar had a majority in parliament, it never had to form a coalition to pass a 
resolution in parliament. 

After 1998, this all changed. Due to internal and external pressure to 
establish a democracy in Indonesia, President Habibie allowed the formation of 
new political parties by introducing new laws on political parties. As a result, 
many political parties emerged.115 In the new situation, the main parties were 
Golkar, the PPP, and: 

                                                 
112 MPR: Majelis Permusyawaratan Rakyat (People Consultative Assembly). Since the 
Soekarno regime and during the Soeharto regime, the MPR consisted of parliament DPR and 
representatives of special groups; see article 2 (1) of the 1945 constitution. See Schwartz, 
1999, p.450. DPD: Dewan Perwakilan Daerah. 
113 See e.g. McLeod et al. 2007, p.37 
114 Partai Persatuan Pembangunan (PPP). 
115 During the 2004 elections about 200 political parties were registered. This was mainly 
because of the introduction of two liberal political laws: Law No. 3/1999 and Law No. 
31/2002 (Winarno, Budi, 2007, pp.59-60). Because of electoral thresholds, a much smaller 
number succeeded in getting seats in parliament. 
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• PDI-P116
 (Indonesian Democratic Party of Struggle) led by Megawati 

Soekarnoputri. This is the successor of PDI, and its supporters are mainly 
nationalist and secular Muslims, Christians, and other non-Muslim 
minorities; 

• PKB117
 (National Awakening Party) was established under the auspices 

of Abdurrachman Wahid, the leader of the largest Islamic organization 
Nahdatul Ulama; its members include traditionalist syncretic Muslims 
belonging to Nahdatul Ulama; 

• PAN118
 (National Mandate Party) led by Amien Rais; the party claimed to 

be a non-religious party, but gained support from modernist Muslims; 

• PD (Democratic Party) was formed under the patronage of Susilo 
Bambang Yudhoyono, and  

• PKS119 (Justice and Welfare Party), which attracted quite some number of 
supporters.  

 
During the parliamentary elections of 1999 and 2004 these parties obtained 
significant number of seats in parliament, as shown in Table 1.120 

 
Table 1. Results of the parliamentary elections of 1999 and 2004 

Political parties 1999 (% of seats) 2004 (% of seats) 

   

Golkar 22.4 21.6 

PPP (United Development Party 10.7 8.1 

PDI-P (Indonesian Democratic Party of 
Struggle) 

33.7 18.5 

PKB (National Awakening Party) 12.6 10.6 

PAN (National Mandate Party) 7.1 6.4 

PKS (Justice and Welfare Party)* 1.4 7.3 

PD (Democratic Party) 12.1 7.5 

Other parties  20.0 

Name of the party in 2004; in 1999 this party was called the Justice Party 

Source: general elections committee KPU 

                                                 
116 Partai Demokrasi Indonesia Perjuangan (PDI-P). 
117 Partai Kebangkitan Bangsa (PKB). 
118 Partai Amanat Nasional (PAN). 
119 Partai Kesejahteraan dan Keadilan (PKS). 
120 In 1999 462 seats were elected, in 2004 550 seats.  
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As shown in Table 1, in 2004 Golkar was the largest political party, but 
the number of seats was not enough to claim a majority. Golkar had to form a 
coalition with other political parties to ensure majority. 

Although not formally, the relation between Golkar and Kadin has always 
been close.121 Before 1998, most influential leaders in Kadin were Golkar 
activists. Kadin and Golkar frequently organized joint seminars to discuss 
economic issues. The ties between Kadin and Golkar weakened after 1998, but 
nevertheless Kadin was often seen as a Golkar stronghold. Kadin was therefore 
mistrusted by other political parties, in particular by PDI-P, who thought that 
Kadin was too much involved in Golkar (see also Chapter 4). 
 
Independent Parliament  

The increased power of parliament was one of the main features of the post-
1998 democratic reforms. For parliament, the transition from passive listener to 
active initiator was an enormous change. During the New Order, the DPR 
played only a very marginal role in policymaking processes. After the 
reformasi, parliament became very active in drawing up, discussing and 
ratifying drafts of laws, initiated by parliament itself (this will be discussed in 
more detail in the case studies of Chapters 5-7). 

The new parliament was intended to represent the people of Indonesia. 
Therefore, the agenda and debates in the parliament were much influenced by 
the public interest in political and socio-economic matters, as raised in the 
media and at mass rallies. 

A challenging new task of parliament was the control of the executive 
power, which included criticism on the President. Being able to publicly 
expressing criticism signaled a major breakthrough. Presidents reacted in 
different ways to such criticism. For instance, Habibie, who was severely 
criticized because of his refusal to investigate Soeharto’s misuse of public funds 
and corruption, accepted the criticism and officially asked for parliament’s 
forgiveness because he could not carry out such an investigation. His successor 
Abdurrachman Wahid found it very difficult to accept the increasing role of 
parliament and particularly its criticism on his erratic performance in the 
government. This led to a great deal of tension between him and parliament, 
which eventually led to his impeachment. His successor, Megawati 
Soekarnoputri, was inclined to accept parliament’s new power. 

 
The End of the Role of the Military in Parliament  

During the reformasi, many people demanded the end of the role of the military 
in politics. Especially the role of the armed forces in parliament was heavily 

                                                 
121 Interview with Arfan Sofan, the chairman of the Kompartemen Asosiasi dan Himpunan 
Kadin held on 21 January 2003. 
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criticized. There was also much criticism on the strong involvement of the army 
in business. 

There were many discussions on the role of the military. According to 
Salim Said, it would be better for Indonesia and for the military if the military 
were to stay away from political institutions.122 Syamsudin Haris argued that if 
the military wanted to play a role in the political arena, they needed to resign as 
military first, or they were to be given the status of ‘non-active’. Terrence Lee 
stated that there may be a task for the military outside the domain of defense 
and security, but only if civilian governance fails.123 Kristiadi argued that there 
was still room for the military in Indonesian politics; this new role, however, 
would have to be formulated and authorized by a legitimate civilian 
government.124 According to Philips, in the first years after the reformasi (1997-
1998) the role of the military was still vital, particularly since the civilian 
government had not yet been properly installed. 125 He also emphasized that 
civilian supremacy over the military implies not only the transfer of military 
leadership to civil leadership, but also the handling of issues like public 
accountability and civilian control of intelligence agencies. 

There were many discussions on the role of the military in the People’s 
Consultative Assembly (MPR) during deliberations on amendments to the 
constitution. The amendment concerning the tasks of the military – limiting 
them to defense and security – provoked fierce reactions. For instance, the 
former General Hartono wanted to restore the military political role by re-
adopting dwi-fungsi.126 This was strongly opposed by Adnan Buyung Nasution, 
a senior lawyer who had been actively involved in many important events in 
Indonesia.127 He argued that a failure of the reformasi to provide instant 
economic and political stability would not necessarily mean that people wanted 
to go back to the reality of the New Order. According to him, democracy does 
not allow for the military to play a political role. In a democratic society, the 
role of the military is to keep order in society, not to be involved in politics. 

A real breakthrough took place in 2002 when the faction of the military 
and the police128 endorsed the formation of Komisi Konstitusi to prepare the 
adoption and ratification of proposed amendments to the constitution.129 It is 
remarkable that members of the military faction, who were appointed during the 
Soeharto regime and had vested interests in a status quo, opted for withdrawal 

                                                 
122 Kristiadi, 2002, p.288. 
123 Lee, 2000, p.695.  
124 Kristiadi, 2002, p.284.  
125 Philips, 2002, p.221. 
126 See Section 3.1 
127 Denny, January 2004. 
128 Fraksi TNI-Polri: the faction of the military and the police in parliament. 
129 Interview with Kristiadi (researcher with CSIS), Syamsudin Haris (researcher with LIPI), 
Salim Said (politics and military expert), on 8 August 2002. See Denny, 2006. 
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from politics. They realized that the opposition to the role of the military in the 
past was massive. Moreover, the demand for a change in the authoritarian 
regime had increased in the military ranks. The role of the military in parliament 
was gradually reduced, until it finally ended in 2004. 

Since the military have retreated from the parliament, some high-ranking 
officers left the army in order to stay involved in politics. They became 
important members of parliament representing established parties, or they 
founded new political parties because they feared political instability. Still quite 
a few people worry about the instability of the country and hope that the 
politically stable years of the New Order regime will return. But the changes are 
irreversible. The place of the military is no longer in parliament but in the 
barracks. 
 
Empowerment of Regional Authorities  

In the past, the centralization of power in Indonesia was often justified by 
referring to the 1945 constitution. However, feelings of discontent grew, in 
particular in provinces that have a lot of resources, such as Aceh (natural gas), 
Riau (oil), East Kalimantan (oil and timber) and Irian Jaya (copper, gold and 
timber). They complained that their natural resources were primarily exploited 
to ‘improve the living standards of the center’.130 

The central power has always resisted decentralization. Many politicians 
and military officers feared that a transfer of political and economic power to 
local levels would encourage separatist tendencies. Calls for decentralization 
almost always emanated fear of separatism and revolution. This is one of the 
reasons why politicians and army officers preferred the increased autonomy of 
districts to autonomy of provinces. Districts are usually administrative entities 
that are smaller in size than provinces. Historically, provincial boundaries may 
have been determined by regional differences in geography, ethnicity, culture, 
or religion. Some military officers strongly objected against provincial 
autonomy, since it might accelerate ‘centrifugal forces’.131 During the New 
Order regime, the complaints and demands of local government’s were usually 
ignored. This caused a lot of much dissatisfaction with the local governments, 
but that was usually hidden; criticism was of little use, since the authorities in 
Jakarta dominated the political scene, and – more importantly – there were no 
official texts to refer to. Because the reformasi blew a new wind of freedom in 
almost all aspects of public life, aspirations of local and regional authorities 
could be expressed freely and loudly. The reduction of the central power 
became a hot topic in parliament and other state institutions, as well as the 
empowerment of regional and local authorities. 

                                                 
130 Schwartz, 1999, p.63 
131 See Kimura 2007, p.89; Islam, 2003, pp.11-12). 
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The empowerment of regional authorities is part of a decentralization 
policy in which authority is transferred from the central to the local level. There 
can be many reasons for decentralization. It may for example improve societal 
participation in public affairs, contribute to equality and justice, adapt specific 
services to local conditions, make better use of local resources, and increase 
local competition.132 It is thought that local governments will have more 
information and can interact much better with local stakeholders.133 

In 1997-1998 an intensive process of decentralization started in 
Indonesia.134 Two laws were drawn up: Law No. 22/1999 on ‘Local 
Autonomy’135 and Law No. 25/1999 on ‘Financial Balance between Central and 
Local Governments’.136 These laws were effectuated in 2001. Local authorities, 
mainly at the district level, were given the right to manage their own affairs as 
much as possible, except for matters concerning religion, foreign relations, 
national security, and monetary policies.137 The new laws specified that a 
certain percentage (25 per cent) of the district’s revenues that were collected 
centrally by the central government would be allocated to the district’s 
authorities to be used for health, education, etc.138 

Local authorities – regents, mayors and regional parliaments139 – were 
directly elected.140 For the local governments the communication, sometimes 
confrontation, with their own people became a more important issue than the 
direct structural links with the national leadership. The local authorities had 
direct relations with regional authorities, like the regional parliament, and 
hardly any with the central government. 

While the process of decentralization was very much welcomed, there 
were also some negative side effects. The local elite rather than the central 
government became responsible for the financial management. The 
decentralization laws resulted in higher tax revenues and other flows of income 
to the periphery. These changes gave also rise to patronage and rent-seeking 
practices in the periphery, for instance in the allocation of projects like the 
construction of infrastructure, offices, and houses.141  

The new decentralization laws allowed local authorities to arrange their 
own matters and become more independent from the central government, 

                                                 
132 In UU No. 22/1999 in Legowo, 2002. 
133 See also Kimura, 2007, p.89. 
134 Legowo, 2002. 
135 English translation as quoted by McLeod et al., 2007, p.58. Another English translation 
reads ‘Regional Administration’. 
136 See previous footnote. Another English translation reads ‘Intergovernmental Financial 
Balance Administration’. 
137 Legowo, 2002, p.188.  
138 See Islam, 2002, p.12. 
139 Regional parliaments: DPRD Dewan Perwakilan Rakyat Daerah. 
140 Pilkada, election of local governments. 
141 See also Legowo, 2002, p.188. 
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particularly in areas such as Batam (an Indonesian island near Singapore with a 
high level of industrialization) and in regions that were rich in natural resources 
like Aceh (gas), Papua (copper and gold), and West Sumatra (cement). The 
main issue of the negotiations about the transfer of authority from central to 
local levels was the share of the revenues of local mining and industrial 
activities that the local authorities would receive. The case studies of Chapters 5 
and 7 will shown that there were also several other issues involved. 

The process of decentralization is linked to the issues of free markets and 
free trade between regions and islands in Indonesia. We will mention these in 
the case study of Chapter 5. In Chapter 7 we will show that many labor conflicts 
had to be solved at a regional rather than at the national level. 
 
The Influence of the Islam in the Public Domain in Indonesia 

To gain a better understanding of the significance of the role of the Islam in 
Indonesia, first we will discuss some characteristics of the constitution of 1945, 
which had a huge impact on the political setting until 1998. The constitution of 
1945142 was adopted immediately after the declaration of independence. In the 
preamble to the constitution, the official state ideology of Indonesia, Pancasila, 
was formulated and it basically consists of five principles: (1) the belief in one 
almighty God; (2) a just and civilized society; (3) national unity; (4) a 
democracy based on consultation143 and consensus144, and (5) social justice. 
Muslim leaders drew up a text for the first principle, according to which the 
Indonesian state was based on the belief in one almighty God with ‘the 
obligation to carry out the laws of Islam (Syariah) for the adherents of Islam’. 
This draft text, which became known as the Jakarta Charter (Piagam Jakarta), 
was rejected and not included in the constitution. It has often been stated that 
this decision had an historical impact on the development of Indonesia towards 
a modern state. In the memory of many radical Muslims, this rejection is still 
traumatic. During the regime of Soekarno, the 1945 constitution was twice 
replaced by a new version: in 1949 and in 1950. These versions were 
provisional. Efforts to draw up a definitive version failed,145 especially because 
of controversial views on the role of the Islam in Indonesia. A number of 
Muslim leaders wanted to re-insert the Jakarta Charter in the constitution. In 
1959, Soekarno decided to issue a Presidential decree stating that the 1950 
provisional constitution was abolished, and the constitution of 1945 became the 

                                                 
142 Often referred to as UUD 1945 (Undang-Undang Dasar Republik Indonesia 1945). 
143 Musyawarah (consultation). 
144 Mufakat (agreement). 
145 A Constitutional Assembly (Indonesia Konstituante) was established to prepare a 
definitive version of the constitution. 
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constitution of Indonesia again.146 Pancasila was the heart of the constitution 
and of both revisions as well. 147 

The constitution of 1945 remained effective until the reformasi. During 
the New Order, the regime made extensive use of the 1945 constitution, in 
particular of Pancasila. As has been discussed in the previous section, Soeharto 
used this ideology for his own purposes. He was not interested in changing the 
constitution. In 1983, a law was adopted stating that a change in the constitution 
could only be made by way of a nationwide referendum with a turnout of 90 per 
cent and an approval of the change of 90 per cent. These high percentages 
implied that the constitution would never be changed. After the collapse of the 
New Order regime, the law of 1983 was abolished and changes to the 
constitution could be made by parliament. 

During the parliamentary debates on the new Indonesian constitution (see 
Section 3.4), one important proposed amendment was rejected: 148 some Islamic 
parties149 had proposed once more to include the text of the Jakarta Charter in 
the constitution and to introduce the Syariah in Indonesia. The proposed 
amendments of Art. 29 of the constitution were rejected.150 Religious leaders of 
two major Islamic organizations151 had declared that they were very much 
against the proposed amendments, as they were afraid that radical Islamic 
groups would take advantage of the changes. 

Although the majority of the people of Indonesia adhere to the Islam, the 
majority of these never wished to create an Islamic state; several authors have 
tried to explain why. Feith emphasizes that not only ideas from the Islam shaped 
politics in Indonesia, but also Western ideas (through the colonial past) and, 
perhaps most important of all, Javanese traditional ideas.152 Whatever the 
reasons may have been, it is certain that the regimes of both Soekarno and 
Soeharto restricted the political influence of the Islam. During the days of 
Soekarno, the only Islamic political party153 was banned, and there were only 
two Islamic mass organizations154 with some political influence. During the 
New Order regime, there was only one Islamic political party (PPP), and Islam 
mass organizations did not exist until the end of the New Order, when vice-

                                                 
146 According to Soekarno, the 1945 constitution was ‘not amenable to amendment, addition 
or improvement’; see McLeod et al., 2007, p.23. 
147 Wiratma, 2002. 
148 Lindsey, 2008, pp.23-47.  
149 Partai Persatuan Pembangunan (PPP), Partai Bulan Bintang (PBB), and Partai Daulat 
Ummah (PDU). 
150 Art. 29 of the new constitution reads: (1) the state shall be based upon the belief in the one 
and only God; (2) the state guarantees all persons the freedom of worship, each according to 
his/her own religion or belief (see www.us-asean.org/Indonesia/constitution.htm). 
151 Muhammadiyah and Nahdatul Ulama. 
152 Feith, 1983, pp.92-94. See also the ideas of Soepomo, discussed in Section 3.2.  
153 Named Masyumi. 
154 Islam Abangan and Islam Santri; see Feith, 1983, pp.92-94.  
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President Habibie established the association of Muslim scholars (ICMI).155 He 
used the organization to allow Muslims to raise their voice and play a role in 
politics on the one hand, and to mobilize support for his position on the other 
hand. The collapse of the Soeharto regime, followed by the appointment of 
Habibie as the third President of Indonesia, led to great changes in the position 
of the Islam. Several new Islamic political parties156 and mass organizations157 
were established. These parties and organizations had different political views, 
some wanted to introduce the Jakarta Charter or the Syariah, others preferred to 
have a state based on universal values of the Islam. There was and is no single 
voice of the Indonesian Muslims, but unlike in the past the Muslims can now 
make themselves heard through many parties and organizations. 

Most Muslims in Indonesia do not support Islamic political parties, but 
instead prefer secular political parties. The results of a survey158 held in 2006 
amongst Muslim respondents by the Indonesian Survey Institute LSI confirm 
this.159 According to Effendy, this is not surprising: throughout the years Islamic 
political parties never obtained a dominant position, and the percentage of 
voters for Islamic political parties was gradually reduced to 18 per cent in 2004. 
160 Effendy argues that this is due to a rejection of the ideas of an Islamic state 
and the Syariah. 

Despite the declining voters’ support for Islamic political parties, these 
relatively small Islamic parties still played a crucial role in Indonesian politics 
after 1998, as is shown in the following example. During the legislative 
elections of 1999, the party PDI-P, chaired by Megawati Soekarnoputri, 
obtained a majority in parliament. It would have been logical if Megawati 
became the next President of Indonesia. However, the chairman of PAN, Amin 
Rais, managed to create the so-called Middle-Axis coalition161 and with political 

                                                 
155 ICMI: Ikatan Cendekiawan Muslim Indonesia. 
156 Examples of Islamic-based political parties are PKB (Partai Kebangkitan Bangsa), PAN 
(Partai Amanat Nasional), PBB (Partai Bulan Bintang), and PKS.  
157 Some examples of Islamic-based mass organizations are FPI (Forum Pembela Islam), NU 
(Nahdatul Ulama), and Muhammadiyah. 
158 The survey, by Lembaga Survey Indonesia (LSI), was conducted in September and 
October 2006 amongst 1092 Muslims respondents from Sabang to Merauke. It distinguished 
between three categories of political parties: Islamic political parties, pluralist political parties 
with an Islamic basis but a pluralist orientation, and secular political parties. 49 per cent of 
the respondents opted for secular political parties, whereas only 8 per cent choose Islamic 
political parties. Mujani, 2006, ‘Prospek Politik Islam’, reviewed in Pikiran Rakyat, 16 
October 2006.  
159 The survey distinguished between three categories of political parties: Islamic political 
parties, pluralist political parties with an Islamic basis but a pluralist orientation, and secular 
political parties. 49 per cent of the respondents opted for secular political parties, whereas 
only 8 per cent choose Islamic political parties.  
160 Bachtar Effendy, 2006. Comments on Mujani, 2006, in Pikiran Rakyat, 16 October 2006. 
161 Poros-Tengah: the Middle-Axis coalition brought together both Islamic politicians and 
Islamic political parties. This movement was led by Amin Rais, the chairman of PAN (Partai 
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maneuvers he prevented Megawati Soekarnoputri from becoming the fourth 
President of Indonesia. The reason for this opposition was the fear that many 
Muslims would not (yet) be in favor of a woman as head of the state. 
Abdurrachman Wahid took her place; he had been the chairman of the large 
Muslim organization Nahdatul Ulama. 

The question whether or not to have a female President became an 
important issue in 2001, after the abdication of Abdurrachman Wahid. Debates 
on this issue caused the delay in the inauguration of Megawati Soekarnoputri as 
the fifth President of Indonesia. Her nomination was strongly opposed by 
Hamzah Haz from the Islamic party PPP; he had been the vice-President during 
the Habibie presidency. The fact that in the end Megawati did become 
President, illustrates the dominance of the secular views in politics, even within 
the Islamic community itself. 

In spite of the separation of religion and state in Indonesia and the 
declining support of voters, Muslim leaders and in particular leaders of Muslim 
mass organizations have a lot of influence in the public domain. We refer for 
instance to constitutional matters, such as the above-mentioned interventions by 
Muslim leaders in order to prevent changes in article 29 of the constitution. 162 
Muslim leaders also have influence in the economic domain. For instance, they 
strongly defend the so-called people’s economy.163 In the last few years, this 
term is often used to indicate a pro-poor economy with an emphasis on grass 
root development and co-operatives, support for SMEs, and opposition against 
the dominance of conglomerates and foreign companies.164,165 These issues will 
be discussed in more detail in the case study of Chapter 5. 

3.5 A Regrettable Phenomenon 

In this section, we will try to shed light on a side effect of the transition from 
Soeharto’s authoritarian regime towards a more or less democratic political 
system. We refer to KKN (corruption, collusion/cronyism, and nepotism) and 
parliament. The discussion of this item deserves some justification: in the case 

                                                                                                                                                        
Amanat Nasional), and was created to prevent the election of Megawati Soekarnoputri as 
Habibie’s successor as president of Indonesia.  
162 See also Salim, 2007, p.134. 
163 Ekonomi Kerakyatan. The Muslims’ concern for the ‘people’s economy’ has its roots in 
the Islamic obligation of the rich to give ‘zakat’ (a kind of donation) to the poor, as instructed 
by the Syariah.  
164 See e.g. PAN’s chairman Amin Rais, who opposed to the selling of several SOEs by 
Laksamana Sukardi, the Minister of Public Enterprises during the presidency of Megawati 
Soekarnoputri.  
165 See e.g Adi Sasono. This researcher at the Muslim-based institute Cides was an important 
voice of the Muslims; later he became the Minister of Co-operatives; Bisnis Indonesia, 6 June 
1997.  
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studies in later chapters, it will become clear that practices of collusion and 
nepotism were quite common during the Soeharto regime. Due to existing 
alliances between the military, the government and influential businessmen 
(mainly Chinese Indonesian businessmen and family members of Soeharto), the 
practices of cronyism and nepotism were widespread and an intrinsic part of 
economic life. These practices, which had a disastrous impact on economic life 
and were one of the causes of the economic collapse in 1997-1978, consisted of 
cartels, price-fixing, exclusive licensing, market allocation, the misuse of public 
funds, and many other malpractices; they will be discussed in more detail in 
Chapter 5, Section 5.2.166 It was hoped that after the reformasi serious efforts 
would be made to eliminate such practices and that a vigorous fight against 
corruption would be started. Certainly, much legislation, for instance the anti-
monopoly law (to be discussed in Chapter 5) and the Presidential decree on the 
procurement of projects (to be discussed in Chapter 6) are aimed at preventing 
unfair business practices and can be seen as important contributions to the fight 
against KKN. There was also hope that the highest authorities like the President, 
Ministers and members of parliament would lead the fight against corruption. 
Especially parliament was seen by the general public as the main stronghold to 
fight corruption. For this reason the issue of ‘KKN and parliament’ will be 
addressed below. 

 

KKN and Parliament 

It was almost taken for granted that after the reformasi the highest authorities in 
Indonesia like the new Presidents would be impeccable defenders of the fight 
against corruption. Unfortunately, this was not the case. President Habibie was 
much criticized in parliament because he was reluctant to prosecute Soeharto 
and his family for the misuse of public funds. President Abdurrachman Wahid 
came under attack in parliament because he was accused of being involved in 
two corruption scandals (Brunei Gate167 and Bulog Gate168) and failed to bring 
corrupt officials to justice. Such examples at the highest level discouraged many 
people. And even in parliament, cases of corruption and misuse of public funds 
occurred.169 This was most painful, since parliament was considered as the main 
institution to fight KKN. 

A great scandal was the accusation of parliament’s spokesman Akbar 
Tanjung.170 Both the local court171 and the Court of Appeal172 had convicted 

                                                 
166 See also Robison, 1982, p.142; Hadiwinata, 2003, p.59; and Besnan, 1993, p.257. 
167 The term Brunei Gate was used in the media. It refers to a grant from the Sultan of Brunei 
given to president Wahid (Hadiwinata, 2003, p.260) 
168 Bulog Gate refers to the illegal use by the president of the equivalent of approximately 
US$ 400,000 from the Indonesian Food Logistics Agency Bulog (Hadiwinata, 2003, p.260). 
169 Denny, 2002. 
170 Denny, 2003, January. 
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Tanjung, a member of Golkar party, of being guilty of misusing public funds. 
Tanjung was urged to resign from his position as spokesman. He refused to step 
down. The affair attracted a lot of public attention, but despite the public 
anger,173 the spokesman stayed in office. A Golkar member174 of parliament 
defended Tanjung’s case: as Tanjung had given the money back, there was no 
longer a problem. Since there was no rule that said that a sentenced person 
could not perform his/her duty in the house, the spokesman was allowed to stay. 
The case of Akbar Tanjung damaged the image of parliament very much, 
especially after his release by the Supreme Court.175  

In recent years, several corruption cases were uncovered by the anti-
corruption commission KPK.176 One complex case stems from the aftermath of 
the 1997 Asian crisis, when many banks and companies had great problems.177 
The Central Bank of Indonesia played a pivotal role in the distribution of capital 
provided by the IMF to support banks and companies in trouble. At some point, 
the Central Bank agreed to distribute 100 billion rupiahs through a foundation178 
from 2003. The installation of this foundation coincided with a new law on the 
tasks and rules of the Central Bank. The foundation’s budget was mainly used 
to pay the costs of legal processes for five senior staff members of the Central 
Bank and to secure amendments of the Central Bank law; another part of the 
budget was passed to parliament. Investigations by the KPK, published in 2005, 
showed that part of the money could not be traced. In 2008, several high-
ranking officials of the Central Bank were arrested and brought to justice, 
including the former governor of the Central Bank. 

Other corruption scandals also received a lot of public attention. The case 
of licensing conservation forests on the island of Bintan was one of these 
scandals.179 In April 2008, a member of the Fourth Commission180 of parliament 
was arrested by the KPK in the Ritz Hotel in Jakarta, while negotiating a deal 
with a local official from Bintan. Part of the deal involved bribing several 
members of parliament. The Member of Parliament was fired from the PPP, his 
political party. 

                                                                                                                                                        
171 Pengadilan Negri, also called Court of First Instance. 
172 Pengadilan Tinggi. The courts in Indonesia consist of Pengadilan Negri (local court/Court 
of First Instance), Pengadilan Tinggi (Court of Appeal), and Mahkamah Agung (Supreme 
Court). 
173 Denny, 2003, January. 
174 Mahadi Sinambela. 
175 Denny, 2004. 
176 Komisi Pemberantasan Korupsi. 
177 Tempo, 7-13 July 2008. 
178 Yayasan Pengembangan Perbankan Indonesia. 
179 Jurnal Nasional, 8 July 2008. 
180 Fourth Commission: commission in parliament that deals with issues of transportation and 
infrastructure. 
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Another case dealt with the tender for the construction of ships for the 
government.181 A member of the Fifth Commission182 parliament was caught by 
the KPK in Jakarta when he received a bag with a lot of money from the 
businessman who had won the project. 

These examples clearly show that KKN had apparently infiltrated into the 
house of parliament. Several factors may have contributed to this development. 
First, compared to the days of Soeharto when the members of parliament had 
little say, after 1998 the members of parliament became influential in economic 
matters and therefore were vulnerable to bribery. One of the often mentioned 
reasons of the KKN appearing in parliament is the financing of election 
campaigns: in the elections after the reformasi, there were many political parties 
with many local branches, scattered all over Indonesia. The small amount of 
money that the Indonesian government could put aside for helping political 
parties to set up their election campaign was not enough. The political parties 
had difficulty financing the campaigns of their candidates and requested a 
contribution from the candidates (Calegs

183). Often the Calegs had to make a 
financial contribution to the party and finance a large part of their own 
campaign. Formally, there were no objections against the Calegs doing so. 
However, if they had to invest a lot of money, they could be tempted to try and 
earn back this money during their time as a member of parliament. In other 
words, the financing of election campaigns could be a source of corruption in 
parliament,184 which would harm parliament’s image. Pipit Rochijat185 found 
that political parties had indeed received large amounts of money from the 
Calegs. He argued that political parties should finance campaigns, instead of 
individuals. If the parties needed extra help, they should ask the members of 
parliament rather than the Calegs.  

Other researchers who investigated the procedures of selecting candidates 
for local legislative organs found similar results. Moreover, these researchers 
show that the majority of the candidates had a business background, and 
therefore they could afford to contribute to the party or invest in their own 
campaign.186 By electing wealthy businessmen in national and local 
parliaments, the business sector increased its direct influence on processes of 
legislation and policymaking. In the next chapters, we will shown that wealthy 

                                                 
181 Kompas, 2 July 2008. 
182 Fifth Commission: special committee of parliament, dealing with industry and trade. 
183 Calon Legislatif, a parliamentary candidate. 
184 Denny, 2003, November. 
185 Media Indonesia, 11 November 2003. Rochijat’s investigations concerned PAN, PKB, 
PPP, PBB, and Golkar. 
186 In 2004 Arbi Sanit researched the legislature candidate selection in Padang, province of 
Agam, and Padang Pariaman in Western Sumatra; see Sanit, 2004. In 2004 Sri Nuryanti did a 
similar research in the provinces Medan and Simalungun, see Nuryanti, 2004. The results 
were pretty much the same.  
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businessmen can also try and find other ways of influencing these processes, for 
example as officials in Kadin or as chairmen of business associations.  

3.6 Conclusions 

This chapter deals with the background of our research on state-business 
relations in Indonesia. It describes important developments from the period of 
the Soeharto regime until the years after the reformasi. The historical review in 
this chapter confirms that the nature of Soeharto’s regime had all the 
characteristics of state corporatism, discussed in Chapter 2. It was a centralistic 
regime; the state, i.e. the President, controlled almost all important political and 
economic affairs. Participation in decision making was only possible for a 
limited number of societal organizations, which were strictly controlled by the 
ruling elite through the selection of the leaders, the approval of statutes, etc. The 
fact that the state managed to stay in control of political and economic affairs 
was largely due to the regime’s strategy of Golkarisasi: Golkar, the military 
backed and ruling political party maintained its majority in parliament by 
forcing many local officials to sign statements of loyalty and mobilize votes for 
Golkar. Moreover, the regime used the Pancasila ideology, rooted in the 
constitution of Indonesia since independence, to impose its own ideology on 
schools, universities, and various mass organizations. 

We have shown that the transfer from the New Order to a more liberal 
democratic political system after the reformasi implied a wide range of changes: 
the amendments to the constitution, the emergence of many political parties, 
Presidential elections, coalitions in the government, the increasing importance 
of mass organizations, the phenomenon of mass rallies, the role of critical 
debates in the mass media, etc. 

This chapter serves as a background for the case studies in Chapters 5-7, 
which mainly deal with legislation on business practices and the role of various 
stakeholders in the processes of initiating, drafting, discussing and ratifying new 
laws. This phenomenon is quite new. During the New Order, the role of 
parliament was marginal, if any. The government itself took the initiative for 
new laws, and the government presented drafts to the parliament only after the 
drafts were approved by the President. It was extremely rare for parliament not 
to approve the proposals. Parliament was an extension of the President’s power, 
in spite of its officially independent status. After the reformasi, the situation 
changed radically. Parliament became very active; it fully exploited its 
independent position and gradually became the centre of political debate. 

In this chapter, we highlighted some institutional changes that allowed 
parliament to play such an active role, for instance the amendments of the 
constitution, the withdrawal of the military from the political scene, and the 
multi-party system. We also shed some light on the phenomenon of KKN 
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(corruption, collusion and nepotism) and have shown that KKN infiltrated 
parliament as well. This is embarrassing since the general public had counted on 
parliament to fight KKN. 

In this chapter, we also discussed some background features that are 
indirectly related to business and in particular to the attitude of businessmen. 
The features are very characteristic for Indonesia and have a huge impact on 
political and social life in Indonesia, but their impact on business and on the 
attitude of business people is still debatable. We refer to the role of Islam, of 
Pancasila, and of the ideas of an integralist state as reflected in the Indonesian 
constitution. In later chapters we will get back to their possible influence on e.g. 
the attitude of the Indonesian business people. 
 





Chapter 4 Business Representation in Indonesia:  

The Role of Kadin 

4.1 Introduction 

This chapter discusses the organization of business representation in Indonesia 
during the past few decades. In particular, it focuses on Kadin as the peak 
organization representing the interests of the Indonesian business sector. In 
Indonesia, each business sector has its own association that represents the 
specific interests of companies within this sector. On top of all these 
associations is Kadin, the Indonesian Chamber of Commerce and Industry. 
Particularly important is the question to what extent Kadin can play a role as the 
peak business organization. As was argued in Chapter 2, its real functioning 
may depend on: (1) its legitimacy, which is linked to the question whether its 
operations are recognized by the state and/or by society as a whole; (2) its 
credibility, i.e. whether it can be seen as an organization that is capable of 
managing and defending business interests in general, as well as adequately 
handling internal conflicts with respect to diverging business interests of 
different groups of the Indonesian business community; and (3) its degree of 
institutionalization of channels and mechanisms to represent interests with the 
state concerning policymaking. 

This chapter deals with these issues and describes to what extent Kadin 
has developed since its foundation (in 1968) in terms of its legitimacy, 
credibility, and institutionalization. Before these issues are discussed, Section 
4.2 provides a brief description of the history of Kadin, followed by a 
discussion of the efforts of the Kadin leaders to get formal recognition of the 
organization (Section 4.3). This was seen as an important step towards its 
legitimacy by both state and society. Section 4.4 provides an overview of the 
organizational structure in order to put the discussion of Kadin’s legitimacy, 
credibility and institutionalization in a clear context. Section 4.5 describes the 
recent efforts of Kadin to institutionalize channels of communication with 
important decision making institutions to support its aim of influencing the 
policymaking process. The credibility of Kadin, especially within the business 
society (i.e. internal credibility), is discussed in Section 4.6. In particular, the 
existence and nature of conflicting interests between the different groups of the 
business community are discussed, emphasizing the challenges Kadin has been 
faced with in its aim to represent its members’ interests. As will be argued (and 
discussed in more detail in the concluding remarks in Section 4.7), the apparent 
fragmentation of the Indonesian business society has made it difficult for Kadin 
to operate as an effective business representative. 



 

 

 66 

4.2 A Short History of Kadin until 1987187 

The earliest traces of collective business representation in Indonesia go back to 
the formation of a chamber of commerce during the colonial era. During the 
Dutch colonization, collective business was organized by the ‘Kamers van 
Koophandel en Nijverheid’, the chamber of commerce and industry established 
in 1863. It mainly dealt with the interests of the five big Dutch trading 
companies (Borsumij, Jacobson van den Berg, Internatio, Lindeteves, and Geo 
Wehry), which dominated the Indonesian economy in those days, as well as 
with the interests of some private companies owned by Chinese businessmen. 
The business interests of indigenous businesses, which mainly produced 
agricultural products, were barely taken into account most of the times Yet, 
from the early 20th century until 1945, a period during which the people’s 
resistance against the colonial power was growing, collective native business 
representation came into being. This representation usually had a religious 
background and focused on empowering native businessmen to resist the 
colonial economic structure and the Chinese businesses that acted as 
intermediaries between the natives and the modern (colonial) economy. 

After the independence and during the reign of Soekarno (1949-1965), 
business representation was organized through the establishment of the Central 
Economic Council of Indonesia (Dewan Ekonomi Indonesia Pusat/DEIP), 
which represented a large number of industry-specific associations. Organizing 
business representation in this way fitted into Soekarno’s wish to develop a 
centralized system of governance and policymaking. The establishment of the 
Central Economic Council did not lead to appropriate control over business, 
because several associations remained independent, resulting in the 
fragmentation of business representation. Therefore, the government created 
two new organizations in 1956: the national Council of Business and Trade 
(DPP), and the regional Assembly of Business and Trade (MPP). Yet, this did 
not prevent business from establishing new associations, leading to a further 
fragmentation of business representation. The main goal of these associations 
was to oppose the dominance of Chinese businessmen in the economy.  

The Soekarno government made a third attempt at reforming business 
representation and increasing its control over the business sector by establishing 
the national Business Council (BAMUNAS) in 1964. This peak organization 
was established to act as an intermediary between business and the government; 
it was supposed to represent business interests. As argued by MacIntyre, 
BAMUNAS was one of the precursors of the corporatist organizations that were 
to be established later during President Soeharto’s New Order.188 In practice, 

                                                 
187 This section draws from MacIntyre (1991, pp.40-56). See also Chapter 3 of this thesis. 
188 MacIntyre (1991). See also Chapter 3 of this thesis. 
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BAMUNAS did not function as an intermediary between business and 
government. Rather, the organization acted as fundraiser for the government. 

After the overthrow of the Soekarno government and the establishment of 
the New Order, the corporatist relationship between government and business 
was further strengthened. Soeharto aimed at stronger controlling business and 
their representatives. He first abolished BAMUNAS in 1967, and in 1968 a new 
peak business organization was established: Kadin-Indonesia. Kadin-Indonesia 
started off in November 1967 as a local business organization focusing on 
Jakarta (Kadin-Jaya, or Greater Jakarta-Kadin, also known as Kadin-DKI), 
which was supported by city governor Ali Sadikin. This initiative was followed 
by the establishment of other regional chambers, equivalents of Kadin-Jaya. 
These regional entities were financially supported by the government. During a 
national congress in September 1968, where many regional chambers of 
commerce and industry were present, Kadin-Indonesia (in this thesis referred to 
as Kadin) was established. It was decided that this organization should become 
the main intermediary between business and government. This was not to say 
that there were no other forms of business representation, but Kadin was 
supposed to be the most important of these.  

During its first years, Kadin was led by representatives from the military 
who were closely related to the political leaders.189 Under the Soeharto 
leadership it was common practice that military officials were given strategic 
positions in corporatist organizations like Kadin. In this way, the President was 
better able to control the organization and its members. Moreover, it increased 
the bond between the President and the military. The President gave the military 
access to crucial positions in the economy, of which they could profit. In return, 
he asked loyalty from the military, which he needed to stay in power. In theory, 
this construction linked the business sector closely to the President and his 
government, but only if the military leaders of Kadin were willing to listen to 
their demands and were willing to help shape policies that would support 
business interests. In practice, during their leadership Kadin’s role as a business 
representative was weak, since these military leaders did not focus primarily on 
representing business interests. On the contrary, they represented the interests of 
the President and the government. Kadin was firmly linked to the government, 
and there was little room for independent views on business interests. 

In the 1970s, Kadin’s position became more and more formalized. It was 
the organization itself that insisted on the formalization of its position. A major 
breakthrough in this process was the centralization of Kadin’s organizational 
structure in 1972, when the constitutions of the regional chambers of commerce 
and industry were integrated into the constitution of Kadin. The efforts of Kadin 
finally led to the official recognition as the peak business organization by way 

                                                 
189 In Chapter 3 of this thesis the role of the military in politics during the Soeharto regime 
has been discussed in more detail. 
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of Presidential Decree no. 49 in 1973. Further improvements of the internal 
organization and structure of Kadin were made in 1976 and 1982. This was 
followed by an official mentioning of Kadin in the so-called State Policy 
Outline document (GBHN) in 1983, and later by an official mentioning in the 
fourth Five Year Development Plan (Repelita IV) in 1984. Kadin’s role as an 
intermediary between business and government became fully recognized with 
Law No.1 of 1987, – which will be discussed in more detail below. Sukamdani 
Gitosardjono, a private sector entrepreneur who was chairman of the Sahid 
Group – one of the largest business conglomerates of Indonesia – was President 
of Kadin during the 1980s, and his leadership was important in gaining formal 
recognition. 

In spite of its efforts to become formally recognized, during the first two 
decades of its existence Kadin did not gain a strong position as a representative 
of business interests in communicating with the government. This was mainly 
the result of the low appreciation by both the business community and the 
government. 

The business community merely saw Kadin as a government tool and its 
leaders as self-interested, instead of representing more general business 
interests.190 Businessmen became members for opportunistic reasons mainly. 
Membership was almost a necessity, since on the one hand it showed that they 
accepted the dominant role of the government, and on the other hand it allowed 
them to at least participate in project procurements of the government. At the 
same time, the costs of membership were rather modest. 

Yet, many businessmen, especially those connected with large business 
conglomerates, had more direct channels to the government to get things done, 
even if they were members of Kadin.191 The links of the leaders of large 
business conglomerates with the government were especially important in the 
1990s when the network between the President and business leaders became 
tighter. The importance of direct informal relations of large business 
representatives with the government made life difficult for Kadin as the formal 
representative of Indonesian business.192  

With regard to the government’s appreciation of the organization, 
MacIntyre argues that the government and government officials did not take 
Kadin seriously.193 In general, in communications on economic plans and 
policies with ministers, Kadin did not play an important role. Kadin was hardly 
ever consulted before or even after the introduction of new policies. There were 
several reasons for this. First of all, there may have been cultural and 
ideological reasons. Senior government officials generally considered 
businessmen to be inferior. Moreover, within Pancasila – the official 
                                                 
190 MacIntyre, 1991, pp.43-56. 
191 See Chapter 5 for a discussion of the role of the Indonesian conglomerates. 
192 This issue will be discussed in more detail later on this chapter. 
193 MacIntyre (1991), pp.45-47. 
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Indonesian state ideology, with its emphasis on collectivism and co-operation – 
profit making and the market economy condemned. Pancasila was very 
influential in policymaking.194,195 

Next to these ideological and cultural reasons, Kadin also had little 
credibility among government officials due to the fact that several of its leaders 
were involved in patronage. Moreover, often these business leaders were not 
seen as serious partners in discussions on economic policies. According to 
government officials, leaders of Kadin were not well-prepared and were ill-
informed with respect to economic developments.196 Perhaps most importantly, 
however, the government could see its power reduced the moment it would 
listen to the demands of Kadin. Put differently, in the corporatist model of the 
New Order regime, corporatist organizations such as Kadin were to be heard, 
but not to be listened to. 

4.3 Formal Recognition of Kadin: The Law of 1987 

Almost from the beginning of its establishment, the leaders of Kadin sought for 
official recognition in terms of a law ratified by parliament, to strengthen 
Kadin’s position within business and policy circles, i.e. to establish its 
legitimacy vis-à-vis society. To start with, such a law would make it more 
difficult for the government to ignore Kadin, as it had done during 1945-1965 
with an organization like for example BAMUNAS. Moreover, a formal 
legislative basis would increase Kadin’s role in policymaking, especially if the 
law were to explicitly refer to Kadin’s role as an advisor or consultative partner 
with respect to economic policymaking.  

Apart from legal recognition, Kadin’s leaders also aimed at making 
membership of the organization compulsory for all existing business 
associations. They hoped that this would reduce opposition against Kadin, while 
at the same time it would strengthen Kadin’s position in communications and 
policy discussions with the government. It appears that the government realized 
this latter interest, since in official communications they stated that Kadin was 
already seen as the peak business organization and that therefore there was no 
need for compulsory membership. Apparently, the government saw compulsory 
membership as a threat, since it could make Kadin stronger and more influential 
in political decisions. 

                                                 
194 See also Chapter 3. 
195 Pancasila aims at striking a balance between individual possession and collective and/or 
state possession. This is also stipulated in Chapter 33 of the UUD-1945, the Indonesian 
constitution, which is the main source of all legislation and policy of Indonesia. Pancasila 
consists of five main principles; the fifth principle refers to social justice (based on an 
interview with Satjipto Umar in 1999, the then secretary general of Kadin). 
196 See MacIntyre, 1991. 
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Another reason for claiming compulsory membership was financial. 
Kadin appeared to be unable to finance its operations from the fees paid by its 
members. For example, in 1985, only 75 per cent of the members paid their fees 
to Kadin. In order to continue during the 1980s, Kadin had to rely on financial 
support from several influential businessmen, of whom Liem Soe Liong – a 
Chinese businessman and the leader of the largest business conglomerate of the 
country – was the most important.197 Liem Soe Liong’s involvement in Kadin 
was aimed at bridging the gap between the Indonesian and Chinese 
businessmen. Sukamdani, at the time chairman of Kadin, supported this 
intention, although several Kadin leaders and the native Indonesian 
businessmen did not appreciate his involvement. Again the government seemed 
to be unhappy about the idea of Kadin being financially independent. In fact, 
the Ministry of Finance decided that Kadin would have to be financially self-
supporting and did not give Kadin any financial support.198 A financially weak 
Kadin would make it easier for the government to neglect the business sector 
when drawing up economic policies.199 

The process towards legal recognition in 1987 was a long and difficult 
one. First, the statutes (AD/ART) of the organization formalizing its existence 
had to be established, so that legal recognition was possible based on an act 
ratified by parliament. This process of establishing Kadin’s statutes started in 
1981 with the formation of Team-Enam (Team of Six), chaired by Sukamdani. 
This team had to draft first versions of the statutes and act that would be 
acceptable to the government. In order to achieve this, Sukamdani started to 
contact government officials in high positions, among whom were 
representatives of the military, some ministers, and the chairman of Golkar.200 
Legal recognition of Kadin could only be achieved if it was officially supported 
by high-ranking government officials, and especially by the President. After 
consulting these officials and after visiting and receiving approval by President 
Soeharto, the statutes were formally approved and established in September 
1982. 

Next, the act on which Kadin’s legal recognition would be based had to 
be drafted and approved. This approval followed a similar route. After President 
Soeharto ordered the act to be discussed in parliament for approval, it was 

                                                 
197 MacIntyre, 1991. 
198 In some cases, the Kadinda, the regional branches of Kadin, received financial support 
from local or regional governments in return for Kadin’s support for the regional authorities’ 
plan to empower the business sector in their regions. 
199 The weak financial position of Kadin may explain why the organization was so eager to 
play a dominant role in the certification and accreditation of businesses (which they need for 
government procurement of projects), as this would be a potentially important source of 
financial income. Chapter 6 provides an in-depth analysis of this issue. 
200 At the time this was Mensesneg Sudharmono. 
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finally enacted by parliamentary decision on 28 January 1987 with the 
establishment of Law No. 1/1987 on Kadin. 

However, the question remains to what extent the final version of the law 
contained any references to Kadin’s potential role in economic policymaking 
processes. Of course, with the legal recognition confirmed by this law, Kadin 
was the only business organization that had an official role in policymaking. 
This gave it, at least potentially, a stronger position as compared to other 
business representatives when talking with the government. But did the law 
actually give Kadin a role in policymaking? When looking at the contents of 
both the statutes and act, there are no references to clearly formulate this. For 
example, one of the main articles of the act is Article 7, Chapter IV, stating that: 

 
... [Kadin] shall perform the activities, among others: a) giving 
information on the government’s policy in the economic sector to the 
Indonesia entrepreneurs; b) giving information on the world economic 
problems and developments, that can influence national economic life 
and business, to the Government and all entrepreneurs; c) channeling 
the aspirations and interest of the entrepreneurs in commercial, 
industrial, and service sectors in the framework of its participation in 
the economic development; d) implementing useful education, 
training, and other activities in the framework of promoting and 
developing the ability of the Indonesia entrepreneurs; e) implementing 
and improving relationship and cooperation supporting and profitable 
to each other, including development of relationship between 
industrial sector and other economic sectors; f) making effort to 
maintain union on the one hand and prevent unhealthy competition on 
the other among the Indonesia entrepreneurs, and realize a 
harmonious cooperation among the state owned undertakings, 
cooperatives, and private companies and create equalization of 
business opportunities; g) implementing and improving the 
relationship and cooperation between Indonesian and foreign 
entrepreneurs together with the requirements and interest of the 
economic development in accordance with the objectives of the 
National Development; h) implementing domestic and foreign 
promotions, statistical, analysis and business information center; i) 
making effort to balance and preserve the nature and prevent damages 
and living environment pollution. 
(Article 7, Chapter IV of the Act) 

 
Although the above article contains a long list of tasks, especially pointing 

at Kadin’s role as intermediary between government and business, there is no 
clear reference to its role as an advisor or consultative partner with respect to 
economic policymaking. One of the few explicit references can be found in 
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Article 11 of the statutes, which states that it ‘should give its opinion and 
recommendation to the government and other institutions in the formation of the 
country’s economic policy.’ 

Based upon the above discussion it can be concluded that Law No. 1/1987 
did not really fulfill the hopes of Kadin’s leadership. The law did not contribute 
much to strengthening Kadin’s position vis-à-vis the government. Moreover, it 
did not help to strengthen Kadin’s position with respect to its members either. 
The law did not comply with the wishes of the leaders of Kadin to make 
membership of the organization compulsory for business associations. What is 
more, the law stipulated that Kadin should also take into account the interests of 
state-owned enterprises (SOEs) and co-operatives, as from now on these 
organizations could also become a member of Kadin.201 In discussions with the 
government to obtain formal recognition, Kadin’s chairman Sukamdani could 
not prevent these organizations from becoming members. In the opinion of the 
Indonesian business society, this weakened Kadin’s internal and external 
position. First of all, now it had to take into account more interests that were 
potentially conflicting. Second, it seemed that the government, by including 
state-owned enterprises as members, meant to increase its control over Kadin. 
This impression was further stressed by the fact that the new chairman of Kadin 
in 1988, Sotion Ardjanggi, used to be a high-ranking government official. His 
election was not appreciated by the business society, because it reinforced the 
impression that Kadin was simply an extension of the government. Apparently, 
they saw Ardjanggi’s election as a government attempt to increase its influence 
within Kadin.202 

Thus, one possible and actually rather plausible interpretation of the 
contents of Law No. 1/1987 was that the government did not aim at retreating 
from the corporatist model of the New Order. To the contrary, the law seemed 
to underline the corporatist relationship between state and business as it was 
envisioned by President Soeharto and the political leaders of the country.  

4.4 The Structure of Kadin 

During its inception, Kadin structured the organization hierarchically. The 
organizational structure consisted of three main parts: Kadin Indonesia (the 
headquarters of the organization), regional branches of Kadin (Kadinda), and 
the sectoral and subsectoral industry or business associations. At least until the 
late 1980s, the Kadinda were relatively passive, basically following directions 

                                                 
201 See for instance the text of Article 7 above, in which state-owned enterprises and co-
operatives are mentioned explicitly. The role of state-owned enterprises and co-operatives in 
the Indonesian economy will be discussed in more detail in Chapter 5, Section 5.2. 
202 This perception was prompted by the fact that his candidacy was strongly supported by 
Soedomo, then the Minister of Social, Political and Security Affairs. 
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of Kadin Indonesia. The Kadinda played the role of intermediary between the 
national level of Kadin and the sectoral and subsectoral business associations. 
Moreover, within the Kadinda, Golkar played an important role, as many 
regional branch leaders were members of the party. This way the government 
could maintain control over the business sector – also at the regional level. 

Of special importance during the first ten years were the (sub) sectoral 
business associations. Although most associations were rather passive, some 
were challenging Kadin Indonesia and demanded a better representation by 
Kadin’s leaders. During the 1970s and part of the 1980s, there was a real 
struggle within Kadin between the passive Kadinda and some of the more active 
sectoral associations. The struggle between the Kadinda and the business 
associations also played an important role in the establishment of Law No. 
1/1987. As was discussed above, Kadin leaders and especially Sukamdani had 
lobbied for a legal recognition of the organization for many years. One reason 
why this took so long was that the government was skeptical about the fact that 
– given the internal conflicts between the Kadinda and the business associations 
– Kadin would be the best organization through which it could control the 
business community. 

When Sotion Ardjanggi was chairman of Kadin (1988-1994), one of his 
goals was to harmonize the organization. Under his leadership, several 
organizational changes were introduced focusing on reducing friction between 
the Kadinda and the business associations. This appeared to be difficult, 
however. One relevant example is the struggle in the 1980s, concerning the 
differences in voting rights given to the Kadinda and the business associations. 
In the 1982 revision of the Kadin statutes, these institutions had been given 
different positions. While the Kadinda received the status of distinctive member 
(anggota luar biasa), business associations were given the status of ordinary 
member (anggota biasa). This difference was linked to the voting power within 
Kadin with respect to decisions concerning policies and programs. Only 
‘distinctive members’ were able to influence Kadin’s decision making with their 
vote; ordinary members did not have this opportunity. Choosing the chairman 
and members for Kadin’s board of directors was one of the main issues where 
the voting right was involved. The business associations only had the right to 
propose candidates, not to choose or to vote for them. This was a radical change 
from the period before 1982, when the Kadinda and business associations had 
the same voting power. The decision to change the voting power was made by 
the Kadin leaders, because it feared the dominance of some business 
associations within the organization. They felt that these associations had 
gained too much influence, and that this trend needed to be halted. 

Obviously, the business associations were opposed to this. The tension 
continued, even after a new internal constitution was adopted in 1995, giving 
the business associations limited voting right: the number of votes by business 
associations could not exceed 20 per cent of the number of votes by the 
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Kadinda. Clearly, this implied that Kadinda’s choice of chairman and members 
of the board of directors could hardly be challenged by the business 
associations. 

Ardjanggi’s successor was Aburizal Bakrie, someone from the private 
business sector. From 1994 to 2004 he led Kadin for two terms. This was a 
hectic period, which includes the economic crisis of 1997-1998 and the fall of 
the New Order regime in 1998. Aburizal Bakrie was and still is a very 
successful businessman. In the early 1970s he was one of the founders of 
HIPMI, the influential Young Entrepreneurs Association, an association 
residing under Kadin that was rather critical of Kadin’s role in representing 
business interests towards the government. In 2007 he was the richest man of 
the country according to Forbes.203 During Bakrie’s leadership the voice of the 
private sector within Kadin became much stronger.204 In 2004, after resigning, 
he became Minister of Economic Affairs. From 2004 Kadin was led by 
Mohamad S. Hidayat, also from the private business sector. The history of the 
different Presidents of Kadin since the late 1960s shows that the role of the 
military within Kadin waned over the years and that the role of the private 
sector increased. 

Since its establishment in 1968, Kadin developed a rather complicated 
internal structure. This reflects the fact that the organization incorporates 
several different stakeholders with different interests. The organization is led by 
the executive board of which the President (or chairman) of Kadin is the most 
important member.205 The selection of the President has always been an issue. 
Given the weak financial position of Kadin, the President should be someone 
who is able and willing to financially support the organization and/or have a 
network from which financial support can be obtained. Moreover, he should 
have a good relationship with high government officials. The incentive for 
someone becoming the President of Kadin and providing support to the 
organization is that this position is generally seen as an ideal springboard for 
anyone with political ambitions.206  

Directly residing under the President of Kadin are several vice-Presidents, 
who are heading two to four so-called compartments. These vice-Presidents are 
all members of the executive board. The compartments are classified based on 
functional or sectoral considerations. There are 56 compartments in total (1999-

                                                 
203 Forbes, 24 December 2007. 
204 Based on interview with Harmon Barmawi Thaib.  
205 For a complete list of former presidents of Kadin, see Appendix I to this chapter. 
206 Aburizal Bakrie, president of Kadin from 1994 to 2004 is perhaps the best example. After 
he resigned as president of Kadin, he became the co-ordinating Minister of People’s Welfare 
(Menkokesra). Jusuf Kalla, vice-president of Indonesia from 2004 to 2009 and leader of 
Golkar, used to be the chairman of the Kadinda of South Sulawesi. In 2009, Hidayat, the 
current chairman of Kadin, has also been appointed as a minister in the second period of 
Yudhoyono’s presidency. 
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2004).207 The executive board is supported by several institutes and boards. One 
of these is the Institute for Economic Research, Studies and Development 
(LP3E, a research institute of Kadin). 

The actual members of Kadin are business associations and associations 
of entrepreneurs; these reside under the compartments. In 1999-2004 there were 
157 business associations and ten associations of entrepreneurs that were 
members of Kadin. Some examples of these business associations are the 
National Private Banks Association, the Indonesia National Construction Works 
Contractors, the Indonesia Mining Association, and the National Association of 
Oil and Gas Distribution. The members of these associations are individual 
companies. The business associations represent the specific business interests of 
their members. According to some estimates, around 57,000 companies are 
currently a member of one of the business associations connected to Kadin.208 

In contrast, the associations of entrepreneurs focus on supporting the 
claims made by specific categories of entrepreneurs. Examples of associations 
of entrepreneurs are the Indonesian Veteran Economic Council, the Indonesian 
Small Scale Industry Association, the Indonesian Young Entrepreneurs 
Association (HIPMI209), the Indonesian Indigenous Entrepreneurs Association 
(HIPPI210), and the Indonesian Women Entrepreneurs Association. Next to these 
associations of entrepreneurs, Kadin also contains Apindo, the Indonesian 
Employers’ Association, which was founded in 1952 (as PUSPI, later renamed 
in 1985).211 One of the main tasks of Apindo is that it is responsible for 
representing Kadin in relation to labor affairs in tripartite meetings with 
government and labor. As we will see in Chapter 7, Apindo played an important 
role in dealing with the changing laws on labor after 1998. 

Next to companies, individual businessmen may also become a member 
of Kadin. The membership of individual businessmen is in fact rather important. 
Most individual members are influential and wealthy people who bring in 
funding and personal networks.212 Finally, as has been mentioned above, since 
1987 state-owned enterprises and co-operatives may also be a member of 
Kadin. However, their role in the organization remains relatively small. 

                                                 
207 See Appendix III for a full list of all compartments. 
208 Sources within Kadin, April 2009 
209 HIPMI, Himpunan Pengusaha Muda Indonesia. 
210 HIPPI, Himpunan Pengusaha Pribumi Indonesia.  
211 Apindo, HIPMI and HIPPI are all associations of Indonesian entrepreneurs. HIPMI and 
HIPPI aim to promote native Indonesian business. Apindo is a broader association, where 
businessmen of Chinese origin can play a leading role.  
212 An example of the important role of these individuals will be given in the next section. 
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4.5 Kadin and the Institutionalization of Business Represen-

tation 

In order to be able to represent business interests, Kadin has always aimed at 
developing networks of communication with internal and external parties, 
through internal committees, workshops, etc. Discussions with its members 
(private businesses, individual businessmen, state-owned companies, and co-
operatives) are important for the Kadin leaders if they want to stay informed on 
important interests. Moreover, the main external partners for Kadin in achieving 
its goals are the state institutions in general, and the President, members of 
parliament, as well as high officials at the ministries – including the ministers 
themselves – in particular. The fact that Kadin is legally recognized as the peak 
business organization gives it leverage in the contacts with these state 
institutions. 

The relationship between Kadin and the government has evolved during 
the period after the reformasi. With respect to the relationship with ministries, 
especially since the fall of the New Order regime, representatives of Kadin’s 
leadership are involved in policymaking forums of the ministries, the so-called 
Rapat Kerja. Here, discussions take place about the kind of policies that should 
be developed. For Kadin it is important to be present at these discussions, since 
it provides information about the government’s view on economic 
developments, its policy initiatives, and its perception of the possible constraints 
with respect to economic and business-related issues. Kadin representatives also 
participate more directly in the implementation of economic policies. In 
particular, after ratification of a new law Kadin may help to introduce the new 
law by organizing seminars amongst its members to discuss and explain the 
law, by participating in monitoring the implementation of the law by its 
members, etc.213 Through these relationships with ministries, Kadin has, at least 
theoretically, a chance to represent business interests and to influence 
policymaking in such a way that these interests are taken into account when 
political decisions are taken.214  

Next to these relationships with the ministries, Kadin has direct contacts 
with the President. The chairman of Kadin may be invited by the President to 
exchange views on economic developments and policymaking issues. 
Moreover, representatives of Kadin and the President may meet during cabinet 
meetings, at meetings and forums of Indonesian and foreign businessmen 
(organized by Kadin or a foreign chamber of commerce) at which the President 
is expected to speech, and during the President’s trips abroad for which 
influential businessmen are also invited. Also these discussions may enable 
                                                 
213 See Chapter 5 of this thesis for a case study on how Kadin participated in the socialization 
of the anti-monopoly law of 1999. 
214 Further details on how Kadin intended to influence policymaking and how they used their 
relationships with the government will be provided in the three case studies in Chapters 5-7. 
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Kadin to influence policy decisions in favor of business interests. It must be said 
though that since the fall of Soeharto direct contacts with the President of 
Indonesia has become far less effective, since nowadays the President does not 
have the same power as Soeharto used to have. 

With respect to parliament, again Kadin’s position appears to have been 
affected by the developments since 1998. Before 1998, Golkar was the 
dominant political party in parliament (DPR). At the same time, as we have 
seen in Chapter 3, many members of Kadin (among them chairmen like 
Sukamdani, Aburizal Bakrie and Hidayat, as well as several vice-Presidents) 
were also a member of and/or had close connections with Golkar. This provided 
Kadin with good opportunities for direct access to members of parliament. After 
1998, Golkar continued to be an important party in parliament, which means 
that access to members of the parliament has not stopped. Apart from their close 
contacts to Golkar party members, Kadin is able to communicate with members 
of parliament at parliamentary hearings, where they can discuss business 
interests and other issues related to economic developments. 

Still, the possibilities to influence parliamentary decisions seem to have 
diminished. Before 1998, Kadin also had access to the People’s Consultative 
Assembly (MPR), where it held one seat in the Utusan Golongan Ekonomi, the 
representative from the economic community. Yet, during the political reforms 
after 1998, with the termination of the Utusan Golongan Ekonomi Kadin’s 
active role in the MPR ended.215 

Apart from the above channels through which Kadin aims to influence 
government policy, it also uses other channels, like the media. Especially after 
1998, when the freedom of press was greatly improved, the leaders of Kadin 
often used the media, by making public statements, to voice the interests of its 
members. As we will see in our case studies, on many occasions Kadin leaders 
voiced their views on the creation of the new anti-monopoly law (Chapter 5) 
and labor law (Chapter 7) by giving interviews and writing columns in 
newspapers. Another way of communicating business interests is organizing 
conferences and seminars. At these conferences and seminars the business 
sector can communicate its concerns and demands to members of parliament 
and ministries. 

Kadin’s role in policymaking and its relations with the government in this 
process will be discussed in more detail in Chapters 5 to 7. In these chapters, we 
provide detailed descriptions of cases of specific government policies and the 
interaction between Kadin and the government in forming these policies. 

                                                 
215 The relationship between Kadin and parliament will be discussed in more detail in the 
three case studies presented in Chapters 5 to 7 of this thesis. 
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4.6 Kadin and Internal Conflicts of Interest 

As discussed in Chapter 2, the effectiveness of a business association in 
representing the interests of its members depends among other things on its 
credibility with its members. Do members accept the association as the 
representative of their interests? And does the government see the association as 
the one they need to talk to when discussing business interests? It is argued that 
an organization’s credibility depends on the extent to which it can maintain a 
stable internal organization by adequately managing its internal conflicts of 
interest. The more it has to deal with internal conflicts of interest (or the less 
stable its internal organization), the lower its credibility with business members 
and government officials, the lower its effectiveness in terms of representing 
business interests. Below, these issues will be further discussed. In particular, 
we focus on describing the internal conflicts of interest Kadin has had to deal 
with over the past few decades. Such a discussion is important for evaluating 
whether and to what extent Kadin has had (and still has) credibility problems. 

As the discussion in Section 4.4 above shows, Kadin has a rather complex 
internal organizational structure, which is highly hierarchical – very much like 
the government and Golkar organized relations with society from the top, right 
down to the provinces, municipalities and towns. Kadin as the peak business 
organization is also very broad in its coverage. Its task is to represent business 
in general, it has members from all kinds of industrial sectors and subsectors, 
and it has to deal with members who may have very different backgrounds. This 
also means that it may sometimes have to represent conflicting interests from 
different parts of the business community. For example, the interests of 
exporting companies on some occasions are probably different from those in the 
import-competing industries: while the first group will profit from exchange 
rate depreciations, the second will be hurt by them. Moreover, since 1987 Kadin 
also represents state-owned enterprises and co-operatives. These groups of 
businesses, at least in theory, add to the different interests Kadin has to serve.216 

                                                 
216 In general, state-owned enterprises do not seek profit but provide public goods; co-
operatives mainly serve the economic needs of the less fortunate. This conflicts with the 
goals of private companies, which are to maximize profit and efficiency. It must be said, 
however, that in practice state-owned enterprises and co-operatives tend to play a rather 
passive role in Kadin. Still, the fact that state-owned enterprises and co-operatives were 
allowed to become members after 1987 led to the establishment of FKAP (Forum Kerjasama 
Asosiasi-asosiasi Pengusaha) in the 1990s by private sector entrepreneurs, initiated by the 
former president of Kadin, Sukamdani Gitosardjono. FKAP was supposed to be a special 
forum for discussions between private sector entrepreneurs. In particular, FKAP was seen as 
a place where these private entrepreneurs could meet and draw up recommendations to the 
Kadin leadership, in order to be able to voice more strongly their demands and to 
communicate their interests. Because private entrepreneurs were an influential part of Kadin, 
and because FKAP was initiated by a senior person at Kadin who used to be the Kadin 
chairman, Sukamdani Gitosardjono, this initiative was taken seriously by the Kadin 
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All in all, the chances of there being conflicting ideas and interests among 
members of Kadin are relatively high.  

The challenge for the Kadin leadership has always been to take into 
account these different interests when communicating with the President, 
ministries, and members of parliament about the policies to be carried out. The 
better the leaders are able to handle the different demands, the higher Kadin’s 
credibility among its members, as well as with the government. As will be 
shown later on in this thesis, however, the different groups represented by 
Kadin had at times very conflicting interests, which in practice made life very 
difficult for the leaders to represent businesses properly.217 In this section on the 
conflicts of interest and power struggles within the Indonesian business sector, 
we take a broad perspective and focus on two main issues: conflicts of interest 
between indigenous and Chinese businessmen, and conflicts of interest between 
large, small, and medium-sized enterprises. 
 
Conflicts of Interest between Indigenous and Chinese Businessmen 

The Indonesian business sector consists of companies led by indigenous and 
Chinese businessmen. As such the Indonesian business sector reflects the main 
conflicts within the Indonesian society as a whole, i.e. the conflict between the 
indigenous and Chinese (and to lesser extent the Indian) population, which at 
some occasions in the past few decades led to ethnic conflicts and riots, 
especially during the economic crisis of 1997-1998. These conflicts were severe 
and several times Chinese businessmen needed to be protected by the military, 
the police or influential indigenous Indonesians in order to be able to maintain 
their business. 

With respect to the business sector, before the independence in 1945, the 
Europeans, together with the Chinese businessmen, dominated the economy. 
These two groups controlled the main industrial and trade companies of the 
country. The Indonesians were mainly active in small businesses in the 
traditional sectors, such as agriculture and handicrafts. After 1945, the 
indigenous Indonesians gained political and economic power. However, with 
respect to economic power, the Chinese kept their dominant position in trade 
and business. This dominance is perhaps most obvious when we look at the 
success of the Indonesian business groups. Chinese conglomerates such as the 
Salim Group, Lippo Group and Gajah Tunggal Group became highly successful 
after the economic liberalization programs the government initiated since the 
1980s. Although indigenous Indonesian conglomerates such as the Bimantara 
Group, Humpuss Group and Bukaka Group also profited from the liberalization 

                                                                                                                                                        
leadership. During the leadership of chairman Bakrie, the forum was allowed as long as it had 
no formal status. Private entrepreneurs saw this as a signal that their demands were taken 
seriously. 
217 In Chapters 5 to 7 of this thesis, we will discuss three case studies, showing the limited 
role of Kadin in influencing policy decisions and in policymaking. 
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programs, they were not as successful as the Chinese.218 Moreover, in the 1990s 
many Chinese conglomerates seemed to be able to profit from their direct link 
with the government, and particularly with President Soeharto. They used these 
connections to obtain privileges such as exclusive import licenses, protected 
market shares, price controls, etc. In contrast, only a few indigenous 
conglomerates were able to obtain such privileges; if they were successful, 
members of the Soeharto family were usually directly or indirectly involved. 

As was mentioned earlier in this chapter, in the late 1960s Kadin-Jaya, 
the predecessor of Kadin Indonesia, was founded in order to protect the 
indigenous Indonesian interests against the domination of Chinese businessmen. 
The domination of the Chinese led to frictions between the indigenous and 
Chinese Indonesians and these frictions could also be noticed within Kadin. In 
particular, the indigenous Indonesians found it difficult to accept the economic 
dominance of the Chinese.219 

One example of the ponderous relationship between the indigenous and 
Chinese Indonesians within Kadin during its first years refers to the 
establishment of the Indonesian Indigenous Entrepreneurs Association (HIPPI) 
in the 1970s. This association was used as a forum to criticize the dominant 
position of the Chinese in the Indonesian economy. At the same time, however, 
criticizing the Chinese was also difficult and potentially dangerous if one 
wanted to do business, mainly because of the Chinese dominance. In later years, 
and especially since the presidency of Sukamdani, Kadin aimed at bridging the 
gap between the Chinese and indigenous businessmen. 

Still, tensions were real and focused on the dominance of the Chinese 
businessmen in the Indonesian economy. In the 1950s President Soekarno 
launched Program Banteng, which aimed at giving indigenous Indonesian 
businessmen preferential treatment with respect to import licenses. However, 
the program was not very successful, since many indigenous businessmen sold 
the licenses to Chinese businessmen and made a lot of money. In a similar vein, 
in 1980 the government launched Presidential decree No. 14-A/1980, which 
established prioritization of indigenous business over Chinese business, in order 
to reduce the gap in economic power between both groups. Thus, the decree 
was an attempt of the government to effectively stimulate indigenous 
Indonesian business activities. 

A final example of the conflicting relationship between Chinese and 
Indonesian businessmen was triggered by the economic crisis of 1997-1998. 

                                                 
218 See Chapter 5 for a discussion of conglomerates in Indonesia. 
219 Apart from the fact that their dominant economic position was disliked by the Indonesian 
businessmen, complaints against the Chinese businessmen were voiced regarding the fact that 
they formed a very close community with tight informal relationships. This is a general 
characteristic of overseas Chinese business communities (Wai-Chung Yeung and Olds (eds.), 
2000). The closeness of the Chinese community made it very difficult for outsiders to enter 
this community, also from a business point of view.  
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Many people accused the conglomerates of being the main cause of this crisis, 
since they had borrowed huge amounts from abroad for which the people and 
the government had to pay. As a consequence, the Chinese and indigenous 
conglomerates bickered about who was to blame most for the economic 
downturn. When the public decided that the Chinese were to blame most, 
Aburizal Bakrie proposed to the government to redistribute assets from business 
people with Chinese origins to the native Indonesian business people. However, 
after numerous big businessmen with Chinese origins fled from Indonesia, he 
called upon them to come back to help build up the economy.220 

The Chinese in turn tried to protect their vulnerable position against the 
influence of the indigenous Indonesians. Many Chinese businessmen were not 
interested in becoming a member of Kadin, because they saw Kadin as a 
business organization that was dominated by indigenous people. Instead, they 
decided to seek direct and personal contact with government officials to protect 
their interests. 

At the same time, when Kadin was faced with financial deficits in the 
1980s because its operational costs were too high to be covered by membership 
fees, Liem Soe Liong – a Chinese businessman and one of the most influential 
persons in the Indonesian economy – together with a few other Chinese 
business leaders financed the deficit. Their main incentive for doing this was 
that they hoped that Indonesian businessmen would no longer criticize their 
business activities.221 

Over time, the economic dominance of the Chinese slowly diminished as 
more and more indigenous Indonesians became successful businessmen and/or 
held crucial management positions, even in companies that were owned by 
Chinese. At the same time, several Chinese businessmen became involved in 
the organization of Kadin. For example, Liem Soe Liong was appointed as a 
member of the Dewan Pembina Kadin, an advisory council to the board of 
executives of Kadin on economic matters. Other Chinese businessmen such as 
Prayogo Pangestu (from business group Barito Pacific), The Ning King 
(business group Daya Manunggral) and Syamsul Nursalim (Gajah Tunggal), 
also held advisory positions.222 James Riady (son of Muchtar Riady, head of the 
Lippo Group – one of the largest financial conglomerates of the country) 
became involved in Kadin as a member of the Committee of Investment, which 
is also an advisory council to the board of executives. It must be said, however, 
that the Chinese businessmen preferred to play only a modest role within Kadin. 
Although the Chinese businessmen never actually came on the executive board, 
they were still able to play a role in decision making. 

                                                 
220 Aburizal Bakrie, Suara Karya, July 3, 1998. See also Chapter 5. 
221 MacIntyre, 1991. 
222 Kadin directory 1996-1997. 
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Despite the abovementioned developments, the rivalry between both 
groups remained fierce. According to some, this rivalry led to the impotence of 
the business community to undertake collective action in terms of specific 
demands for policy actions by the government that could have helped reduce the 
negative impact of the Asian crisis in Indonesia.223 One example of this are the 
attempts to support the small business sector that had been severely hit by the 
crisis of 1997-1998. Several large business groups came up with plans and 
actions to help reduce the impact of the crisis. In this way they tried to reduce 
the outrage in society about the role they had played in triggering the crisis. Yet, 
initiatives were launched by different groups of large businesses, which were 
formed along ethnic lines.224 The initiatives these groups launched were not 
very successful in combating the adverse impact of the crisis on the small 
business sector. Kadin did not succeed in co-ordinating the various initiatives 
that might have improved their success. 
 

Conflicts of Interest between Large and Small and Medium-Sized Enter-

prises 

A second and very important conflict of interest within Kadin was that between 
the small and large companies. Especially the small companies felt that their 
demands and interests were not taken seriously by the Kadin leadership.225 This 
conflict had been important since the foundation of Kadin, but it seems to have 
worsened over the years, especially after the fall of the Soeharto government 
and the subsequent democratization, when small company entrepreneurs were 
disappointed about voicing their demands. As discussed briefly in the previous 
section, the small business sector had suffered a lot during the crisis. In the case 
studies described in Chapter 5 (on the anti-monopoly law) and Chapter 6 (on the 
procurement of government projects), the conflict of interests between large and 
small enterprises is discussed in more detail. In these two case studies we refer 
to complaints that were often made by small enterprises about the dominance of 

                                                 
223 See Bisnis Indonesia, 27 January 1997; 7 February 1997; 22 April 1997; 3 May 1997; 23 
June 1997; 1 September 1997; Media Indonesia, 27 January 1997; Suara Karya, 23 January 
1997; 28 January 1997; 25 April  1997; 14 May 1997. 
224 There were two groups of large businesses launching initiatives. Jimbaran was a group of 
businessmen of Chinese origin, representing about 50 business groups including Danamon, 
BCA, Subentra, Salim, Bank Bali, HM Sampoerna, Ciputra, Gemala, Hero, and Dharmala. 
Interestingly, this group was chaired by Sudwikatmono, the head of the Studio-21 group and 
a native businessman who happened to be related to the president. The other group was 
BKPK-Kunas, which consisted of a group of native Indonesian businessmen, representing 79 
business groups including Sahid, Texmaco, Kalbe-Farma, National Gobel, Gramedia, and 
Aspac. The relationship between these two groups was not particularly harmonious.  
225 Formally, there are several associations that focus on empowering small and medium 
enterprises, such as the Small-Scale Industries Association, the Indonesian Small-Business 
Association, the Indonesian Society of Small and Medium Scale businessmen, and the 
Indonesian Small-scale Business Entrepreneurs Association. 
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big business and to the demand for preferential treatment to support small 
business. 

The role of large enterprises in Kadin was particularly pronounced in 
some of the larger business associations. As was already discussed in Section 
4.2, although they were a member of Kadin, many business people – especially 
those connected to large business conglomerates – had direct channels to the 
government to get things done. They used their contacts for their own business 
interests. Especially during the 1990s, the role of large businesses had become 
stronger. In the cement industry nine large cement factories, which were all 
members of the business association ASI (Asosiasi Semen Indonesia), 
controlled the prices and distribution of cement; effectively, they had 
established a cartel. The business association for the forestry industry, Apkindo 
(Asosiasi Panel Kayu Indonesia), was dominated by its chairman Bob Hasan, 
who had developed a very close relationship with President Soeharto, which 
gave him a very powerful position within the forestry business.226 Bob Hasan 
obtained a monopoly on issuing licenses for exporting timber. Prayogo 
Pangestu of the Barito Pacific Group was also an important player in the 
forestry sector. The fluor industry was dominated by PT Bogasari, a company 
owned by Liem Soei Liong. In the clove industry, Tommy Soeharto, son of the 
President, controlled KUD (Koperasi Unit Desa, the village co-operatives) and 
monopolized the sector. PT Chandra Asri, a private company which was partly 
owned by the Soeharto family, dominated the chemical industry. These 
examples all illustrate the fact that large businesses were members (and often 
also chairman) of business associations and of Kadin, and that they dominated 
several of these business associations because of their close connections with 
the government. In their role as members of Kadin they were hardly interested 
in representing the interests of other businesses in the same sector, in particular 
the medium and small business. 

It must be admitted that Kadin developed several initiatives aiming at 
reinforcing and supporting the position of small and medium-sized enterprises. 
Kadin organized several exhibitions to help promote business activities of these 
enterprises.227 Moreover, it established a special compartment for small and 
medium-sized enterprises, focusing on promotion. Finally, several associations 
were established to empower small and medium enterprises, such as the Small-
Scale Industries Associations, the Indonesian Small-Business Association, the 
Indonesian Society of Small and Medium Scale Businessmen, and the 
Indonesian Small-Scale Business Entrepreneurs Association. However, these 
initiatives were not very successful in terms of improving the position of small 
and medium enterprises within the Indonesian business community. 

                                                 
226 Actually, according to some he was more influential than the Ministry of Forestry. 
227 Kadin directory 1996-1997, p.23.  



 

 

 84 

In the early 2000s, the disappointment among small businesses about the 
lack of support from the government and from Kadin even led to the initiative 
of Elias Tobing to establish a new peak business organization: Kadin-UKM, 
which should represent small business interests. Such initiatives were a direct 
reaction to the disappointment of small business entrepreneurs concerning the 
new accreditation-certification rules, allowing enterprises e.g. to tender for 
government projects.228 They were particularly disappointed about the role of 
Kadin in the process of establishing these new rules. They felt that Kadin had 
not paid attention to their demands concerning this important issue.229 One of 
the main complaints was that under the new rules the possibilities for small 
companies to obtain a certificate were reduced due to the high costs.230 

The initiatives to set up Kadin-UKM led to reactions from the President 
of Kadin, Aburizal Bakrie, who pointed out that according to Law No. 1/1987, 
Kadin is the only peak business organization that is formally accepted. 
Establishing a new organization for small businesses only, especially when 
using the name Kadin, would therefore be illegal. Also, other high Kadin 
officials like Datubara, representing Kadinda-DKI, were strongly opposed 
against the initiatives of Tobing and his supporters. Datubara pointed out that, 
within Kadin there were several other channels (such as the various conferences 
organized by Kadin) through which small companies could express their 
views.231  

The conflict between Tobing and his supporters versus the Kadin 
leadership was finally brought to court. The court decided that Tobing had to 
stop his initiatives, as it supported Aburizal Bakrie’s claim that Kadin was the 
only formally accepted peak business organization and the only organization 
that could use the name Kadin. Notwithstanding this defeat, dissatisfaction 
among small business entrepreneurs with respect to Kadin’s role in representing 
their interests continued and is still fairly strong, although it is not always 
expressed openly. 

4.7 Conclusions 

This chapter has discussed Kadin as the peak organization representing the 
interests of the Indonesian business sector. In particular, we have focused on 
discussing to what extent Kadin can play a significant role as the peak business 
organization by influencing policymaking decisions. The theoretical framework 

                                                 
228 See Chapter 6 of this thesis for a case study of these rules and the role of Kadin in shaping 
and implementing these rules. 
229 Based on several discussions with small business entrepreneurs at Kadin meetings in 
Hotel Indonesia (2003). 
230 Chapter 6 will discuss the issue of the new accreditation-certification rules in more detail. 
231 Based on an interview with Datubara, 30 July 2003.  
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presented in Chapter 2 states that an effective business representation depends 
on the legitimacy, credibility and institutionalization of a business association 
vis-à-vis the state and society. This chapter has discussed all three aspects.  

With respect to the legitimacy of Kadin, the discussion focused on the 
establishment of Law No. 1/1987, which formally recognized the institution as 
the peak business representation. As the discussion in Section 4.4 shows, 
although this law formalized Kadin’s role in state-business relations, it did not 
do much for its influence on state policy concerning issues related to business 
practice. To some extent, the law even seemed to have reduced Kadin’s position 
vis-à-vis the state and the business community, as it stipulated that Kadin 
should now also represent interests of state-owned enterprises and co-
operatives. 

When it comes to the institutionalization of Kadin’s channels and the 
mechanisms it uses to represent business interests, the discussion in Section 4.5 
showed that the nature of these channels have changed over time. In the past, a 
major channel of representation was its relationship with Golkar, the most 
important political party during the Soeharto regime. Moreover, Kadin had 
direct access to the People’s Consultative Assembly through its seat in the 
Utusan Golongan Ekonomi. After 1998, these channels became less effective, 
because Golkar’s role in parliament had been reduced, while at the same time 
Kadin lost its seat in the Utusan Golongan Ekonomi. At the same time, 
however, the political reforms and the related process of democratization after 
1998 have opened up possibilities for Kadin to be actively involved in 
policymaking forums and to have direct discussions with ministries on policy 
decisions. Moreover, over the past few years the Kadin leadership has had 
intensive contacts with the President, discussing economic development and 
policy issues. It must be acknowledged, however, that after 1998 this direct link 
with the President became less important when it comes to influencing 
policymaking, simply because nowadays the President is far less influential than 
Soeharto used to be. Finally, Kadin increasingly used the media to increase its 
role in influencing policymaking. The possibility of using the media for this 
purpose is a direct consequence of the political reforms after 1998, one of which 
was the increasing freedom of press.  

The discussion in Section 4.6 showed that since its establishment, Kadin 
has been faced with several internal conflicts of interest and power struggles. 
These conflicts of interest have made Kadin’s role as peak business 
organization a difficult one. The Indonesian business sector was characterized 
by the fragmentation of interests, i.e. different parts or segments of the business 
sector at the national level had different interests. Because so many different 
groups of businesses need to be represented by Kadin, it turned out to be very 
difficult to satisfy all demands from al these different groups. This affected the 
organization’s credibility, both among its own members (e.g. the conflict of 
interest between the small and large business entrepreneurs) and with the 
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government (e.g. the conflict between the business associations and the 
Kadinda). This fragmentation of the Indonesian business sector made Kadin less 
effective when trying to represent the interests of the business sector vis-à-vis 
the state and society. 

In Chapters 5 to 7, where we discuss three case studies of economic 
policymaking and the role of Kadin in forming these policies, we will further 
explore the role of its legitimacy, institutionalization, and credibility. The three 
case studies aim at showing that the effectiveness of Kadin’s interventions 
depends on specific conditions under which the policymaking process takes 
place. The discussion of the case studies reveals the nature of these conditions, 
establishing to what extent Kadin was or was not effective after the reformasi. 
The analysis of the three case studies will show that especially internal 
conflicts, and related to this the lack of credibility, were an important factor 
hampering Kadin’s effectiveness in representing business interests. 

 



Chapter 5 Kadin and the Indonesian Anti-Monopoly 

Law of 1999 

5.1 Introduction 

After the step-down of Soeharto in 1998, one of the first initiatives of 
parliament was to draw up the law that would be named ‘Law Concerning the 
Prohibition of Monopolistic Practices and Unfair Business Competition’, here 
simply referred to as the anti-monopoly law of 1999.232 There were several 
reasons to introduce the law immediately. The financial crisis and the bad 
economic situation had caused much unrest among the people. There was a lot 
of dissatisfaction about the practices of the conglomerates, controlled mainly by 
Chinese Indonesians and family members of Soeharto, about the inefficiency of 
many state-owned enterprises, and about numerous regulations that hindered the 
fair competition among local enterprises (see Section 5.2). Many wanted not 
only a transition to a democratic political system, but also a transition towards a 
liberalized market economy. The IMF insisted on such a transition and 
demanded a law to regulate fair competition between businesses.233 

The ambitions to build a liberalized market economy required a profound 
change in thinking. What had to be recognized was that private enterprises 
(rather than state-owned enterprises) were to be the major actors in the 
economy, and that competition was the main mode of interaction between 
economic actors. A liberalized market economy can only function well if 
competition is ‘fair’. This is the reason why in most countries specific policies 
aim at promoting fair competition and preventing unfair competition. The case 
study in this chapter deals with such policies in Indonesia. It focuses on the 
attempts to create an authoritative mechanism governing competition in a 
liberalized market-economy: the anti-monopoly law of 1999 and its 
implementation.  

This chapter is organized as follows. Section 5.2 contains a short 
overview of the business sector in Indonesia during the Soeharto regime. It 
summarizes some of its characteristics, like the domination of huge powerful 
conglomerates, the important role of state-owned enterprises, and the many 
regulations impeding free competition. It also sheds light on practices of 

                                                 
232 UU No.5/1999 Tentang Larangan Praktek Monopoli dan Persaingan Usaha yang Tidak 
Sehat. 
233 See e.g. Thee Kian Wie, 2002, p.332. On 29 July 1998 the government of Indonesia 
signed a Letter of Intent with the IMF promising that the draft of a monopoly law would be 
submitted to parliament before the end of 1998 (see Juwana, 2002, p.186, and Maarif, 2001, 
p.33). 
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‘unfair’ competition, such as monopolistic behavior, cartel practices, collusion, 
exclusive licensing, and market allocation. The widespread occurrence of these 
practices highly influenced the contents of the anti-monopoly law. Section 5.2 
may also serve as background information for the case studies in Chapter 6 (on 
procurement of projects) and Chapter 7 (on labor law). 

Section 5.3 deals with certain initiatives (during the Soeharto regime) to 
combat anti-competitive regulations and practices, and to open doors to a free 
market by legal changes. Chapter 3 has shown that in Soeharto’s Indonesia new 
policies and laws were seldom discussed critically in parliament; the influence 
of other stakeholders, like NGOs, did not exist or was very limited. Drafts of 
laws were more or less directives from the President. Usually, parliament 
endorsed proposed drafts without making substantial amendments. We will 
investigate whether Kadin and other stakeholders nevertheless formulated any 
anti-monopoly recommendations. 

Section 5.4 centers on the process of drafting, amending and adopting the 
anti-monopoly law of 1999 and on its contents. It discusses dominant views in 
parliament and society concerning the formation of the anti-monopoly law of 
1999. After 1998, parliament became the main place to debate new policies and 
laws. Not only members of parliament and the government but also extra-state 
actors like NGOs and the elites of society were allowed a role in the process of 
policymaking. As representative of the business sector in Indonesia, Kadin 
participated actively in the debates. 

The success of the introduction of a new law or policy depends to a large 
extent on its implementation. Section 5.5 focuses on some experiences 
concerning the implementation of the anti-monopoly law of 1999. The 
implementation was assigned to an independent commission, called the 
Commission Monitoring Business Competition (KPPU: Komisi Pengawasan 
Persaingan Usaha). 

In Section 5.6 several critical observations about the anti-monopoly law 
are discussed, which have recently been published. Section 5.7 presents a short 
review of the role of Kadin in the processes of drafting and implementing the 
law. It addresses the question whether Kadin as the main business institution 
played an active role in enhancing the business sector’s acceptance of the law 
and in facilitating its implementation. Section 5.8 concludes with some 
observations and conclusions. 

5.2 Business and Competition during the Soeharto Regime
234

 

Business and the Role of the Government  

When Soeharto became President in 1967, he gave much room to the 
bureaucrats, often trained at Berkeley in the USA, to determine policies of 

                                                 
234 The background information in this section draws much on Schwartz, 1999, Chapters 2-5.  
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economic development. For many years, Widjojo Nitisastro and Ali Wardhana 
were the leading economists designing and implementing Indonesia’s economic 
policy, at the National Development Planning Board Bappenas. Later, Ali 
Wardhana became Minister of Co-ordinating Economic Affairs. Widjojo 
Nitisastro and Ali Wardhana had direct access to Soeharto. The ambitions of the 
bureaucrats, also called Bappenas bureaucrats, were high: they wanted to 
develop industries that could compete internationally. These targets were very 
ambitious, since Soeharto had inherited an economy in ruins. The Bappenas 
bureaucrats believed in a central role of market forces to boost economic 
development.235 

Meanwhile, gradually two other groups of economists and businessmen 
gained more and more influence. One group, called economic nationalists,236 
consisted of economists and businessmen who believed in a pivotal role of the 
government in the economy. One important exponent of this group was 
Habibie, who later as Minister of Research and Technology implemented many 
of his ideas. He had close links to Soeharto. Habibie’s view was ‘that Indonesia 
can never hope to catch up with the world’s industrialized nations without a 
concerted, government-led push to speed up the natural pace at which 
technology is transferred among nations’.237 Habibie and the Bappenas 
bureaucrats agreed on the importance of industrialization and the required 
technical and professional training. However, they had very different opinions 
about how to develop internationally competitive industries. These differences 
placed the bureaucrats (associated with Wardhana and other economists) 
opposite the technocrats (associated with Habibie and his colleagues at the 
Ministry of Research and Technology). In an interview Wardhana said that ‘The 
problem is that Habibie wants to jump from where we are to very highly skilled 
industries. But there are no shortcuts; you can’t simply produce a class of 
instant engineers. It took us 25 years just to make primary education available to 
all Indonesians’ (see Schwartz, 1999, p.89). Another difference of opinion 
concerned the role of the state. Whereas the bureaucrats preferred the private 
sector as the motor of economic development, Habibie and his colleagues 
favored a strong interventionist role of the government. According to Habibie, 
special sectors and industries had to be financially supported and protected 
against foreign competition by way of governmental subsidies and tariff and 
non-tariff barriers. South Korea and Taiwan were referred to to defend this 
strategy. Many pribumi (indigenous) businessmen belonged to the economic 

                                                 
235 The Bappenas bureaucrats argued that they rejected both the economically paralyzing 
effect of etatism and the social irresponsibility of liberal free-fight capitalism, preferring what 
they called ‘Pancasila economy’, see Robison, 1986, p.137; Pancasila: see Chapter 3, Section 
3.4. During the early years of the Soeharto regime, the free market ideology opened doors for 
foreign investors. 
236 See Robison, p.147, Schwartz, 1999, p.53. 
237 Schwartz, 1999, p.53. 



 

 

 90 

nationalists favoring a strong role of the government. This is not surprising, 
since a majority of them depended on contracts with the government (especially 
in the domain of engineering and construction).238 

A second group of businessmen had other reasons to prefer an active role 
of the state: it served their private economic interests. We refer to important 
businessmen in industry and trade who established a good relationship with 
Soeharto and high-ranking officials in the government and the army. They 
managed to get direct access to Soeharto and profited much from patron-client 
relationships. ‘Timber king’ Bob Hasan239 was one of them, and so was Liem 
Sioe Liong, who during the regime of Soeharto became the wealthiest 
businessman of Indonesia. Both Bob Hasan and Liem Sioe Liong are ethnic 
Chinese. Later we will discuss how they and other businessmen made their 
business into a large conglomerate. Some of them became members of Kadin, 
as discussed in Chapter 4. 
 

State-Owned Enterprises 

Indonesia enjoyed a prosperous period when in 1973 the Arab countries raised 
the oil prices. Enormous oil revenues allowed the government to invest a lot of 
money in economic and social development.240 Between 1974 and 1984, several 
new industries were set up, including large capital-intensive industries, to 
produce petrochemicals, steel, fertilizers, aluminum, and machines. In those 
days, the government set up quite a few state-owned enterprises (SOEs). In the 
late 1970s and 1980s, the sphere of work of state-owned enterprises was 
expanded.241 In the late 1980s, SOEs dominated several sectors of economic 
life: banking, mining, oil, transport, plantations, and several manufacturing 
industries. According to Hill (2000, p.106), during 1984-1992 the sales by 
SOEs accounted for about 30 per cent of GDP, and the SOEs employed about 
25 per cent of the labor force242 (Dowling, 2005, p.1). Important SOEs were 
Pertamina (gas and oil production), which expanded its economic activities into 
various other branches, like hotels, airline and office buildings; PLN (electricity 
supply); PT Telkom (telecommunications); the national logistics board Bulog; 
the state tin-mining company PT Timah; the national air company Garuda 

                                                 
238 In an interview in 1991 Bambang Sugomo, chairman of the association of Young 
Indonesian Businessmen (HIPMI), said that about 80 per cent of the more than 6,000 
members of HIPMI depended on contracts with government. See Schwartz, 1999, p.119.  
239 His Chinese name was The Kian Seng. 
240 Although the oil revenues were mainly used to invest in industry, infrastructure, and 
telecommunication, the Soeharto regime also invested part of the oil revenues in rural 
development programs, for instance by subsidizing fertilizers and constructing thousands of 
schools and health centers and mosques; see Schwartz, 1999, p.58 and 80. See also Section 
3.3 of Chapter 3.  
241 Enterprises that are fully owned by the state or that have the state as the major 
shareholder. 
242 This figure is debatable, since the definition of labor force was not well-defined.  
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Indonesia; the state road agency Jasa Marga; and many companies controlled by 
the ministries of e.g. transport and forestry.243 In a World Bank report of 1995 
the SOE sector was estimated to consist of about 180 enterprises in almost 
every economic sector.244 

Defenders of a strong SOE sector have often referred to the 1945 
constitution; a major issue is the interpretation of Article 33, parts of which 
read:245  
 

Art. 33 (2) Sectors of production, which are important for the country 
and affect the life of the people, shall be controlled by the state.  
Art. 33 (3) Land, water and the natural riches contained therein shall be 
controlled by the state and shall be exploited to the greatest benefit of 
the people. 

 
The sting of this article is the phrase ‘controlled by the state’. Most economists 
have argued that it implies regulation only, but political leaders in Indonesia 
have used the term to justify state ownership.246 A strong SOE sector was also 
in the interest of Soeharto, since it allowed him to keep controlling contracts, 
licenses, profits, etc.  

It is beyond the scope of this thesis to discuss the performance of the 
SOEs in detail. Through the years, the poor performance of the SOE sector has 
often been criticized. A comprehensive review of the SOE sector was presented 
in 1988 by the Department of Finance; it revealed that 129 of the 189 state-
owned enterprises were either ‘not healthy’ or ‘less healthy’.247 
  
Co-operatives 

In the 1945 constitution (see also Chapter 3), an important role was assigned to 
co-operatives. Co-operatives in Indonesia originated from the 1920s to 
strengthen the economic position of local people in the colonial days. As a 
reaction to colonial exploitation and the ideology of competition between 
colonial powers, the Indonesian founding fathers opted for a different ideology. 
Harmony248 would be the guiding principle of economic structure and 
management, in the ‘common benefit, not the individual benefit’.249 Co-
operatives were considered to be the essential mode of production in the 

                                                 
243 See Schwartz, 1999, p.61. 
244 See World Bank, 1995, p.51. 
245 Quoted by Juwana, 2002, p.194. The English translation in Schwartz (1999, p.459) is 
slightly different.  
246 Hill, 2002, p.96. 
247 Hill, 2000, p.105; World Bank, 1995, p.51. 
248 See also the ideas of Indonesia’s founding fathers about integralism, with its emphasis on 
collectivism and the rejection of individualism; see Section 3.2 of Chapter 3. 
249 Maarif, 2001, p.7. 
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Indonesia economy. The 1945 constitution states that co-operatives, the private 
sector, and the government were to be equal partners in economic 
development.250 In his speeches, Soeharto often expressed his loyalty and 
support to the co-operatives. At several occasions he even tried to use money 
from the private sector to invest in co-operatives, without little success.251 The 
co-operatives are mainly involved in rural-based agricultural production. 

In 1992 a new law on co-operatives was introduced (Law No. 25/1992). 
According to this law there are several types of co-operatives: saving, 
consumer- producer, marketing and service co-operatives. In general, the co-
operatives aim at promoting the welfare of their members. Co-operatives 
require at least 20 members; the members are also the owners of the co-
operatives. Co-operatives are officially registered, and they can be small or 
medium-sized. Examples are the co-operatives of traditional local farmers and 
the co-operative of Indonesian workers at the Indonesian airline Garuda. Unions 
of co-operatives, like the national co-operative of farmers and fishermen, can be 
very large. Dekopin is an umbrella, representing the interests of Indonesian co-
operatives.252 The minister for the co-operatives chairs Dekopin.  

In spite of the large number of co-operatives (Schwartz estimates about 
34,000 active co-operatives253 in the early 1990s) and the lip service to the co-
operatives, the reality is that the co-operatives have not been very successful. 
Their activities accounted for only 5 per cent of GDP. Co-operatives were 
largely viewed as inefficient, among other things due to bureaucratic 
interferences by the government.254 Criticism came from unexpected parties. In 
1990, Abdurrahman Wahid, the then leader of the largest Muslim organisation 
Nahdlatul Ulama with 30 million of members of whom many belonged to co-
operatives, stated that ‘We need to develop a new approach to small businesses. 
Co-operatives are unhealthy for us and a burden on society. They are only 
killing the real entrepreneurs’.255 
 
Conglomerates  

The first Indonesian conglomerates were founded in the late 1960s, when the 
manager of the state-owned enterprise Pertamina, Ibnu Sutowo, together with 
various army generals and governmental officials used the considerable 
economic powers of the state to allocate licenses (for trade and manufacture), 

                                                 
250 Schwartz, 1999, p.82. 
251 E.g. the meeting on 4 March 1990 at Tapos (West Java), when Soeharto had invited all big 
(Chinese) business players in Indonesia; see Schwartz, 1999, p.98-101, p.121. 
252 National committee for Indonesian co-operatives. 
253 Schwartz, 1999, p.100. 
254 Ibid, p.100. Duncan and McLeod state that ‘… development of cooperatives – an inferior 
form of business organization that has never amounted to anything as its special billing in the 
constitution might suggest’; see Duncan et al., 2007, p.85.  
255 See Schwartz, 1999, p.121. 
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credit and contracts to build large conglomerates, usually with Indonesian 
Chinese partners’.256 During the oil years and the late 1980s, the influence of the 
group of businessmen, who could benefit much from their patron-client 
relationship with Soeharto and high-ranking officials in the government and in 
the army, increased a lot. Some of these businessmen became very wealthy and 
most of them expanded their economic activities. They founded conglomerates 
– large groups of enterprises that are often active in more than one sector.257  

Hill presents a list of the main conglomerates in Indonesia (Table 5.1). 
The table shows the extensive range of the conglomerates’ economic activities 
in 1993, as well as the number of companies belonging to the conglomerates. It 
reveals that the majority of the owners are of ethnic Chinese origin (21 out of 
25). Hill compares the sales of the SOE sector in 1992 (68,446 billion rupiah) 
with the total 1993 turnover of the conglomerates of Table 5.1 (70,600 billion 
rupiah).258 It shows that both the ethnic Chinese businessmen owning 
conglomerates and the SOEs were big players in Indonesia. 

Table 5.2 provides comparative evidence regarding the importance of 
conglomerates in the Indonesian business sector vis-à-vis other countries in the 
region. As the table shows, family-owned conglomerates are a common 
phenomenon in Southeast Asian countries such as for example Malaysia, 
Thailand and Korea. On average, family-owned conglomerates control more 
than 50 per cent of the largest companies in a sample of nine countries in the 
region. The table also shows that in Indonesia these conglomerates are the most 
dominant, controlling over 70 per cent of the largest companies. 

The regime of Soeharto took various measures allowing successful 
businessmen to expand and create huge conglomerates. Most measures were 
announced in regulations issued by ministries. Examples of such measures are 
the appointment of a particular private enterprise as the sole importer or 
producer (e.g. flour producer Bogasari) and the protection of certain companies 
(e.g. local chemical industry Chandra Asri) by granting them lower import 
taxes. 
 
 

                                                 
256 Robison 1986, p.140. 
257 Multi-sector diversification is characteristic for conglomerates; see Haggard et al., 1997, 
p.45. 
258 See Hill, 2000, pp.106 and 113. 
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Table 5.1 Major Business Conglomerates in Indonesia in 1993 
Rankin
g  
in 1993 

Conglomerate Principal owner Principal activities Turnover 
(in bln 
Rp) 

No. of 
compa
nies 

1 Salim Liem Sioe Liong Cement, finance, 
cars, 
agro-industry 

18,000 450 

2 Astra Prasetia Mulya 
Group, 
public 

Cars, estates  5,890 205 

3 Lippo Mochtar Riady   4,750  78 
4 Sinar Mas Eka Tjipta Widjaya Agro-industry, pulp 

and paper, finance 
 4,200 150 

5 Gudang Garam Rachman Halim Kretek cigarettes  3,600  6 
6 Bob Hasan Bob Hasan, Sigit 

Harjojudanto (P) 
Timber, estates  3,400  92 

7 Barito Pacific Prajogo Pangestu Timber  3,050  92 
8 Bimantara Bambang 

Triahatmodjo 
(P) 

Trade, real estate, 
chemicals 

 3,000 134 

9 Argo Manunggal The Ning King Textiles  2,940  54 
10 Dharmala Soedargo 

Gondokusumo 
Agro-industry, real 
estate 

 2,530 151 

11 Djarum Budi and Michael 
Hartono 

Kretek cigarettes  2,360  25 

12 Ongko Kaharuddin Ongko Real estate, finance  2,100  59 
13 Panin Mu’min Ali 

Gunawan 
Finance  2,080  43 

14 Rodamas Tan Siong Kie Chemicals  2,000  41 
15 Surya Raya Soeradjaya Property, real estate, 

trade 
 1,980 242 

16 Jan Darmadi Jan Darmadi Real estate  1,940  60 
17 CCM/Berca Murdaya 

Widyawimarta Poo 
Electronics, 
electricity 

 1,800  32 

18 Humpus Hutomo Mandala 
Putra (P) 

Oil, trade, chemicals  1,750  11 

19 Gadjah Tungal Sjamsul Nursalim Tyres, finance, real 
estate 

 1,650  49 

20 Raja Garuda Mas Sukanto Tanoto Pulp and rayon, 
finance 

 1,590  66 

21 Gemala Wanandi Chemicals, cars  1,550  78 
22 Pembangunan 

Jaya 
Several Real estate  1,390  57 

23 Metropolitan  Several Real estate  1,200  57 
23 Soedarpo Soedarpo 

Sastrosataomo (P) 
Shipping, trade, 
pharmaceuticals 

 1,200  35 

23 Tahija Julius Tahija (P) Finance  1,200  39 
      

Source: Hill, 2000, p.113. Note: (P): pribumi – Sigit Harjojudanto is the eldest son, 

Bambang Triahatmodjo the second son, and Hutomo Mandala Putra the youngest son of 

Soeharto. 
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Table 5.2:  Corporate Ownership in Southeast Asia 
Country Obs. Widely held  Family-

owned  
Industrial 
company 

State-owned Financial 
company 

       
Hong Kong 330 7.0 66.7 19.8 1.4 5.2 
Indonesia 178 5.1 71.5 13.2 8.2 2.0 
Japan 1,240 79.8 9.7 3.2 0.8 6.5 
Korea 345 43.2 48.4 6.1 1.6 0.7 
Malaysia 238 10.3 67.2 6.7 13.4 2.3 
Philippines 120 19.2 44.6 26.7 2.1 7.5 
Singapore 221 5.4 55.4 11.5 23.5 4.1 
Taiwan 141 26.2 48.2 17.4 2.8 5.3 
Thailand 167 6.6 61.6 15.3 8.0 8.6 
       
9 countries 

average 

 22.5 52.6 13.3 6.9 4.7 

Source: Claessens et al., 2000, p.103. 

Note: all figures are percentages of total shares held by a specified shareholder, except for 

column 2 which indicates the number of observations. 

 
Soeharto’s Cronies 

Schwartz (1999, p.139) uses the term cronies for business people with a 
continuing, close personal relationship with Soeharto. They formed a rather 
exclusive club, mainly consisting of the ethnic Chinese businessmen Liem Sioe 
Liong, Bob Hasan and Projogo Pangestu, and four of Soeharto’s six children: 
the eldest son Sigit Harjojudanto, the second son Bambang Triahatmodjo, his 
eldest daughter Siti Hardijanti Rukmana,259 and his youngest son Hutomo 
Mandala Putra, better known as Tommy. 

Liem Sioe Liong, who changed his name into the Indonesianized Sudono 
Salim, became the owner of the large Salim Group. He started as a petty 
businessman involved in trade and some manufacturing activities. In the late 
1950s, he supplied an army division on Central Java, when Soeharto was its 
lieutenant. He got to know Soeharto very well. After Soeharto came into power, 
Liem Sioe Liong managed to develop his business into Indonesia’s biggest 
business empire due to his relationship with Soeharto. In the 1990s, Liem Sioe 
Liong was the biggest single player in private banking, production and 
distribution of cement, and several key commodities.260 He had major stakes in 
car manufacturing, processed foods, natural and oil-based chemicals, and real 
estate. The Salim Group expanded rapidly to wood-based industries, retailing, 
sugar processing, electronics, and telecommunication. It also expanded 
overseas: ‘from hotels in Singapore and Hong Kong, to drugstores in the 
Philippines, to computers in Australia, to banking in the United States, to car 

                                                 
259 Better known as Mbak Tutut: ‘elder sister Tutut’. 
260 In the 1980s, Liem Sioe Liong became a member of Kadin; see Chapter 4.  
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making in The Netherlands, to telephones in Malaysia, to shoe factories in 
China and to other locales far and wide’.261  

Bob Hasan’s main economic interests were in forestry. In the 1990s, he 
controlled about 2 million hectares of concession areas, mainly in Kalimantan. 
Because of his close links with Soeharto, he became the most influential person 
in the forestry sector. He became very influential in several business 
associations, like the Indonesian plywood association,262 the Indonesian saw 
millers association, and the Indonesian rattan association, which gave him easy 
access to the government. 

Projogo Pangestu joined the Soeharto cronies only in the 1990s. He also 
made his fortune in forestry. He had acquired the control over 5.5 million 
hectares of concession areas, and managed to diversify his economic interests to 
other sectors and get direct access to Soeharto by establishing joint ventures 
with Soeharto’s children. For example, together with Siti Hardijanti Rukmana 
he invested in a giant sugar plantation in Sulawesi and a paper and pulp plant in 
Sumatra, and he and Bambang Triahatmodjo were partners in a huge 
petrochemical project. 

In 1982 Bambang Triahatmodjo started the Bimantara Group. The group 
profited much from the monopoly on the import of plastics granted in 1984 to 
Bambang Triahatmodjo, his brother Sigit Harjojudanto, and Soeharto’s cousin 
Sudwikatmono. The Bimantara Group diversified in electronics, shipping, milk 
processing, plywood manufacturing, telecommunications, television 
broadcasting, aircraft leasing, construction, real estate, sugar and palm-oil 
plantations, and food retailing.263 Good relations with the bureaucracy in various 
governmental departments helped the Bimantara Group to become the largest 
pribumi-conglomerate in less than ten years. 

Because of his business undertakings, Soeharto’s youngest son Tommy 
became the most notorious of the children. In 1984 he founded the Humpuss 
Group, which was granted exclusive contracts for the distribution of two 
important chemical products from Pertamina, and concessions to sell 
Pertamina’s crude oil overseas and export liquefied natural gas to Taiwan. 
Humpuss quickly diversified into petrochemicals, wood manufacturing, 
fertilizer production, toll roads, sugar and palm-oil plantations, and advertising. 
 
Trapped in Harmony 

We have seen that during the Soeharto regime, conglomerates were mainly 
controlled by Chinese Indonesians. Apart from family members of Soeharto, 
only a few pribumi were involved in big businesses.264 It has often been 

                                                 
261 Schwartz, 1999, p.110. 
262 Apkindo. 
263 See Schwartz, 1999, p.142. 
264 One of the (few) important pribumi businessmen was Aburizal Bakrie, who in 1994 
became chairman of Kadin (Schwartz, 1999, p.125); see also Chapter 4.  
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discussed why this was the case. Several authors mention existing anti-market 
and anti-competition feelings amongst the Indonesian population as one of the 
main reasons. Hill refers to ‘remains of a deep-seated mistrust of market forces, 
economic liberalism and private (especially Chinese) ownership in many 
influential quarters of Indonesia’.265 The existence of anti-market and anti-
competition feelings may have had many reasons, e.g. the fact that in 
Indonesian culture the concept of co-operation is more appreciated than 
individual competition.266 For many generations, co-operation has been the 
basis of the economy in agrarian Indonesia, whereas the notion of individual 
competition entered the public debate on industrialization only fairly recently. 
Maarif captures the dilemma quite well when he says that the Indonesians are 
‘trapped in harmony’. According to Maarif, harmony is associated with 
togetherness, mutuality, co-operation and a willingness to share – all concepts 
that are difficult to combine with competition from which only an individual 
benefits him/herself. Also the colonial exploitation may have left its traces; see 
also the above discussion about including co-operatives in the constitution. 
  
Examples of Anti-Competitive Measures and Practices  

In the context of a free market, anti-competitive behavior usually refers to cartel 
practices (collusion amongst business managers) or the abuse of dominance (in 
the US called ‘monopolization’ or ‘attempted monopolization’) through unfair 
means.267 Such practices may include price fixing, market allocation, creating 
entry barriers, exclusive licensing, tying, etc. During the Soeharto regime, the 
government was responsible for most interventionist measures. The claimed 
constitutional obligation for the government to contribute to social welfare of 
the people was often used as a justification of anti-competitive measures.268 
Many of these measures dealt with the so-called essential commodities that are 
mentioned in the 1945 constitution. The production and distribution of these 
commodities were too important ‘to be left to the market’.269 The state felt 
responsible for the supply of these commodities. Examples of such essential 
commodities were foods like wheat flour and sugar, but also cement and 
fertilizers. The government also used other arguments to justify market 
intervention, e.g. the protection of infant local industries against foreign 
companies, and the need to develop added value in local industries. 

Anti-competitive behavior was not only due to interventionist policies of 
the government, but also to cartel practices or abuse of dominance by private 
businesses, in particular by the conglomerates. Even some business associations 

                                                 
265 Hill, 2000, p.95. 
266 See e.g. Juwana, 2002, p.198; Maarif, 2001, p.3. 
267 See e.g. Loughlin et al., 1999, p.17. 
268 Loughlin et al., 1999, p.34. 
269 World Bank, 1995, p.46. 
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were involved, often sanctioned by the government, for instance the Plywood 
Association controlled by Bob Hasan.270  

There were numerous regulations, both at the national and the local level, 
to intervene in the market. Some of them were taken to ensure the timely supply 
of ‘essential’ commodities at affordable prices, to protect industries against 
foreign industries, to protect local industries or traders in the periphery, or to 
privilege certain businessmen or conglomerates. The World Bank mentions in 
particular: cartels (for cement, plywood, paper and fertilizer industries); price 
controls (cement, sugar and rice); entry and exit controls (plywood, retail 
traders); and exclusive licensing (clove market, wheat flour milling, and soy 
meal).271 We will not discuss them in detail, but we will present two well-
known cases from the clove industry and the cement sector by way of 
illustration. 
 
Clove Industry

272
 

Cloves are one of Indonesia’s most important commodities. It is the key 
ingredient of the kretek cigarettes, which are very popular in Indonesia and 
smoked by many. The decision by the Indonesian government (early 1990s) to 
grant a monopoly of sale and distribution to a single organisation (Clove 
Support and Marketing Board) set up and controlled by Soeharto’s youngest son 
Tommy, had terrible consequences. At various levels, there was much 
resistance against this decision, e.g. by the World Bank, the Central Bank of 
Indonesia, and the business association Gappri (Association of Indonesian 
Cigarette Companies). The new monopolistic organization, which replaced a 
SOE, had the ambition to attain a floor price for the farmers, which would be 
higher than in the past, and to help the village co-operatives. The organisation 
dictated prices and buying schemes from the farmers, in which the village co-
operatives were involved as well. The consequences were disastrous: lower 
rather than higher prices for the clove farmers, less supply of cloves, reduced 
supply of kretek cigarettes, and higher prices for the cigarettes. The low farm 
gate prices discouraged farmers to take care of the clove trees, resulting in lower 
tree productivity and a reduction in planting: ‘it is likely that a third of standing 
clove trees are now dead, a third are severely debilitated and a third are in 
moderate or good condition’.273  
 
The Cement Sector

274
 

Because of the strategic importance of cement and the government’s intention 
to ensure enough and affordable supply to cover the needs of the consumers in 

                                                 
270 Schwartz, 1999, p.140. 
271 World Bank, 1995, p.46. 
272 Loughlin et al. 1999, pp.26-28; Schwartz, 1999, pp.153-157. 
273 Loughlin et al., 1999, p.28. 
274 See World Bank, 1995, p.47; Maarif, 1999, pp.17-20; Loughlin, 1999, pp.44-45. 
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all provinces, the cement sector was highly regulated. The market was full of 
‘anti-competitive’ regulations, particularly market allocation by the government 
(quota) and price fixing. One of the major problems in the cement sector is the 
distribution of cement. Some islands do not have a cement factory, so the 
cement has to be transported from elsewhere. The cement distribution was 
regulated at a governmental level. At joint meetings of amongst others officials 
of the Ministry of Trade, the Ministry of Industry and the business association 
ASI275 (the Indonesian Cement Association), monthly distribution quota were 
set for each cement producer. The quota depended on the location of the 
factory, its production capacity, demand and market in the region, etc. The 
system also aimed at creating more or less stable prices. To this end, the 
government fixed maximum retail prices, later replaced by ‘local directive 
prices’.276 These prices were also fixed at the abovementioned joint meetings. 
The ASI has been accused of cartel practices to influence the local directive 
prices.277 ASI defended itself by stating that exchange of information 
concerning prices and costs between producers was necessary because of the 
complexity of determining fair retail prices due to e.g. the complex distribution 
system. The government could do no more than adopt the ‘ASI prices’. 
Needless to say that the strong regulation of market shares for each producer, 
made it very difficult for newcomers to enter the market: the system worked as 
an entry barrier. 
 
Transparency 

There are many other examples to illustrate anti-competitive practices, for 
instance in the field of fertilizer distribution, production and marketing of pulp 
and paper, wheat flour distribution, marketing of plywood and sandalwood, etc. 
It is not always easy to show the extent to which these practices were harmful 
and led to an unacceptable loss of efficiency, and possibly to higher prices or 
lower quality levels. This is even more difficult because quite a few regulations, 
measures and practices were not made public. The processes of patron-client 
relationships, practices of collusion and most gentlemen’s agreements were not 
at all transparent, which makes an analysis of the effects of the practices very 
difficult. 

5.3 Kadin’s Anti-Monopoly Recommendations Before 1998 

The anti-competitive regulations and practices described in Section 5.2 led to 
feelings of dissatisfaction and frustration, particularly amongst pribumi 
businessmen. These feelings (and external pressure) obliged the government to 

                                                 
275 ASI: Asosiasi Semen Indonesia. 
276 HPS: Harga Pedoman Setempat. 
277 Loughlin, 1999, p.45; Maarif, 2001, p.19. 
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take some action occasionally. After the oil boom in the early 1980s, the 
Indonesian government adopted a deregulation and structural adjustment 
program aimed at ‘imposing incentives for the private sector to raise efficiency 
and competition’.278 The decreasing revenues from oil had to be compensated 
by an expansion of the business sector. Copying the strategies of East Asian 
countries, the Indonesian government created possibilities for big businesses 
and conglomerates to expand their activities. The Chinese businessmen did 
much better than the pribumi businessmen, and some became big players.279 In 
Section 5.2 it was shown that the development of big businesses and 
conglomerates was highly due to favoritism and went hand in hand with unfair 
competition. As a reaction, throughout the years some articles, scattered over 
several laws, were adopted to combat unfair competition.280 Although some of 
the reforms did lead to improved import and export conditions,281 numerous 
practices as described in Section 5.2 continued to exist. In spite of the growing 
criticism on such practices, the regime was reluctant to adopt the rules of a free 
market, since the government itself benefited a lot from these practices. The 
first calls to establish a comprehensive anti-monopoly law were raised in the 
early 1990s by scholars, political parties, NGOs, and even by some 
governmental institutions. In 1991, the Indonesian Democratic Party (then a 
minority party) submitted the draft of an anti-monopoly law, which aimed at a 
better protection of small and medium businesses in particular.282 The ruling 
Golkar party refused to consider the draft. 
 

Initiatives by Kadin Before 1998 

During the Soeharto regime, Kadin also took some initiatives to influence 
policymaking concerning business-related issues, for example to stop 

prioritization of capital-intensive high-tech industry, to promote SMEs,283 and to 
harmonize relations between native Indonesian businessmen and Chinese ethnic 

                                                 
278 Thee Kian Wie, 2002, p.331. 
279 Several factors may have contributed to the success of Chinese businessmen in Indonesia. 
First, their long-term business experience since the colonial days, when they were 
intermediaries between the colonists and the natives. Second, after the independence of 
Indonesia the Chinese had no choice but to work in business, since a career in the public 
sector was almost impossible. Working in business, the Chinese established efficient and 
exclusive national and international networks, where the Chinese culture and language 
dominated. During the New Order regime, good relationships of Chinese businessmen with 
the regime were perhaps the most important cause of success. 
280 For instance, some articles in the Basic Law of Industry of 1984 were meant to promote 
competition, an article in the Criminal Code provided some protection against unfair 
competition, whereas an article in the Civil Code allowed compensation for damages from 
unfair competition; see Juwana, 2002, p.186.  
281 Thee Kian Wie, 2002, p.331. 
282 Juwana, 2002, p.186, Schwartz, 1999, p.121. 
283 See Chapter 4. 
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businessmen. The review below only deals with Kadin’s policy 
recommendations on anti-monopoly measures. Needless to say the President 
and the political elite, who profited a lot from monopolistic practices, did not 
always welcome such recommendations.  

As was shown in Chapter 4, within Kadin there were different views on 
issues related to the conflicting interests of big businesses and SMEs, like the 
anti-monopoly measures. These differences of opinion on the need and contents 
of anti-monopoly measures made it difficult for Kadin to formulate 
unambiguous recommendations. The opinion of the Kadin chairman was of 
great importance. In an interview in 1987, chairman Sukamdani called on the 
government to introduce an anti-monopoly law; he also asked the government 
to issue a list of ‘essential commodities’ for the supply of which the government 
felt responsible on the basis of Article 33 of the constitution (see Section 5.2).284 
Sukamdani wanted to identify these ‘essential commodities’, claiming that for 
the production of other goods anti-monopoly measures could be introduced. In 
an interview from 1989, Sotion Ardjanggi, the then chairman of Kadin, also 
called on the government to introduce an anti-monopoly law, as one of several 
economic policies to build a better economic environment.285 He repeated his 
call in 1991 at a meeting of Kadin’s national assembly. This was risky as it 
could endanger the relation between Kadin and the Soeharto regime, since the 
regime itself was very much involved in monopolistic practices. In the public 
media doubts were raised about whether Kadin would be strong enough to stand 
up to the President’s power.286 

In 1994, the new chairman of Kadin, Aburizal Bakrie, called for measures 
to reduce monopoly, oligopoly and cartel practices. Although he supported 
market-friendly policies,287 he was very much against ‘free-fight 
competition’.288 He argued289 that markets should be reformed through 
preferential treatment290 of pribumi business people and of SMEs.291 At the time 

                                                 
284 Sukamdani, 20 April 1987. 
285 Sotion Ardjanggi, 9 December 1989.  
286 See Pelita, 11 December 1989; see also Imam Taufik, 1995. 
287 See Bakrie, 22 November 1994; Bakrie, 23 December 1996. 
288 See Bakrie, 28 December 1996.  
289 Bakrie at a hearing session with parliament (Komisi VIII DPR-RI in Senayan), see 
Aburizal Bakrie, 6 November 1997.  
290 The preferential treatment of native businessmen has a long history. During the Soekarno 
period, the Banteng Program granted import licenses to native businessmen (Thee Kan Wie, 
2007, p.7). In 1959 Chinese businessmen were prohibited to operate as retailers in villages 
(Ivan Wibowo, 2004). During the Soeharto era, credit facilities were created for native 
businessmen (credits for ten years, with subsidized interest rates); banks were ordered to 
allocate 20 per cent of the credits to small businesses. In presidential decree 41-A/1980, the 
procurement of office projects of various governmental offices had to be granted to native 
‘poor-economic-players’. Kadin organized seminars to create publicity and to discuss this 
decree.  
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of the Asian crisis, Chairman Aburizal Bakrie proposed that the government 
‘redistribute the assets’ from business people with Chinese origin to the pribumi 
business people.292 However, after many big business people with Chinese roots 
left Indonesia, he asked them to come back to build up the economy.293 

At various other occasions, Aburizal Bakrie had opposed specific anti-
competitive regulations and practices such as vertical market control,294 i.e. 
control of production processes from raw material to final product, by big 
conglomerates, which he considered to be an example of bad monopolist 
behavior. For his criticism on the practices of conglomerates, especially of those 
owned by Chinese businessmen, Bakrie sought support from the common 
public295 and the media. At a meeting in 1996 of Kadin’s National Board of 
Management,296 Kadin called for transparency of government interventions in 
the economy, and it urged once more the prioritization of SMEs. Kadin also 
made a plea for market reforms297 aimed at contesting collusive business 
practices298 by the Chinese conglomerates, but its view was halfhearted, since 
Kadin was reluctant to criticize the practices of the Presidential family.299 
 

The Nature of Kadin’s Recommendations Before 1998 

In contrast to the general public perception, Kadin often demanded for an anti-
monopoly legislation. It justified its interventions by referring to the contents of 
Law No.1/1987 on Kadin, which deals with Kadin’s representativeness of the 
business sector.300 In Chapter 4, Art. 7, it is stated that Kadin is to contribute ‘… 
to avoid unhealthy competition amongst Indonesian businesspeople …’301 
Kadin used several formal and informal meetings to express its views on the 
importance of Indonesia having an anti-monopoly legislation. It seems, 
however, that the ‘recommendations’ were brought forward on an ad hoc basis. 
Well-argued and elaborated recommendations or proposals on this subject were 

                                                                                                                                                        
291 See Bakrie, 10 November 1993; Bakrie, 20 May 1996; Bakrie, 20 December 1996 for his 
address to the Rapim and Rapimnas Kadin.  
292 See Bakrie, 10 February 1998. 
293 See Bakrie, 3 July 1998. 
294 See Bakrie, 15 July 1995.  
295 Bakrie attended for instance informal Muslim meetings in order to discuss such practices, 
e.g. at buka puasa bersama, the ritual when Muslims break their fast at the end of the day. In 
several big cities in Indonesia these happenings have become public gatherings, where people 
from different religions can join in and where matters of public interest are discussed.  
296 Rapat Pleno, Rakernas dan Rapimnas. 
297 See Bakrie, 7 March 1996. 
298 Bakrie, 19 December 1995. 
299 Bakrie, 30 June 1997. 
300 Law No. 1/1987 was established to strengthen the formal position of Kadin. The act was 
introduced after years of continuing efforts especially by Sukamdani (see Chapter 4). Kadin 
highly valued the law, which strengthened its position.  
301

 Kamar Dagang dan Industri Indonesia, 2004; p.xi. 
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seldom published and formally submitted to government organs.302 Reasons of 
this omission may have been differences of opinion within Kadin about the need 
of these measures. Most ‘recommendations’ presented at Kadin meetings and in 
interviews were responses to the regime’s nepotism and the preferential 
treatment of conglomerates. There are several reasons for the halfhearted nature 
of Kadin’s interventions: primarily, the presence of a strong and authoritarian 
regime that permitted and even encouraged monopoly practices, and the 
influence of large businesses in Kadin. Kadin’s recommendations were not very 
successful, since they failed to introduce an anti-monopoly law in Indonesia 
before 1998. 

5.4 Towards the Anti-Monopoly Law of 1999 

Discussions of the introduction of the anti-monopoly law of 1999 took place 
during the presidency of Habibie, the successor of Soeharto. After the financial 
and economic crisis of 1997/1998, the IMF obliged the Indonesian government 
to take measures to transform the Indonesian ‘high-cost’ economy to a more 
open, competitive and efficient one.303 This was part of a deal on financial 
assistance. The Indonesian government and the IMF signed various agreements, 
aiming at further liberalization, deregulation, privatization of state-owned 
enterprises, and other issues. The introduction of the anti-monopoly law of 1999 
was one of the conditions set by the IMF. 

As mentioned before, Soeharto’s step-down from power in May 1998 was 
a result of the great dissatisfaction expressed in the media and through large 
rallies. The conglomerates were blamed most. The members of parliament could 
no longer ignore the demands of the people, even though most of them had been 
members of parliament since the previous election. Despite its natural 
obedience to the executive as the legacy of the Soeharto ruling, the members of 
parliament gradually started to make use of their right of initiative and 
interpellation.304 
 

                                                 
302 On other issues, like the reduction of investments in capital-intensive technological 
industries and the prioritization of SMEs, Kadin published elaborate discussion papers.  
303 See Thee Kian Wie, 2002, p.332. 
304 According to the Indonesian constitution, the introduction of new laws can also be 
initiated by the legislative power, i.e. parliament. So in principle, before 1998 Golkar-
dominated parliament could have proposed drafts of laws. During the New Order, such an 
initiative was an anomaly though. All important initiatives were taken by the president or by 
ministries under strict control of the president. 
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Parliament and the Ministry of Trade and Industry 

After the reformasi, the anti-monopoly law of 1999 was the second law 
launched by the parliament.305 During the Habibie era, policymaking in 
parliament was the result of interventions by both parliament and the 
government and of the competition between political parties in parliament. 
Moreover, public opinion as expressed in the media and at rallies also played a 
part. Kadin had to face these new realities, which had a great impact on its 
strategies. In the early stages of the preparations of the anti-monopoly law of 
1999, the competition between parliament and the government – represented by 
the Ministry of Trade and Industry – dominated. Parliament was supported by 
public opinion, mass organizations and other NGOs, which wanted to introduce 
an anti-monopoly law as soon as possible to break the monopoly of the large 
conglomerates. Frustration and opposition against the conglomerates had 
grown. They were accused of being responsible for the economic crisis. During 
the financial crisis of 1997, it appeared that the conglomerates, which had made 
a lot of profit during New Order, had huge foreign debts.306 People felt that they 
had to pay the price in terms of high prices and a radical drop in the standard of 
living. The anti-monopoly and anti-conglomerate sentiments were also fed by 
the increasing criticism on examples of monopolistic practices (see e.g. Section 
5.2).  

While parliament was very determined to introduce an anti-monopoly 
law, the executive power was still hesitant to introduce such radical changes. 
This is not surprising, since in the past the Ministry of Trade and Industry had 
been very much involved in making rules that allowed the President and his 
cronies to make enormous amounts of money thanks to the monopolist practices 
of the conglomerates. 

The process of drawing up the Indonesian anti-monopoly law of 1999 
began with an instruction to the Ministry of Trade and Industry. The 
government of Habibie ordered the Ministry of Trade and Industry to take the 
initiative to design such a law.307 The then Minister of Trade and Industry, 
Rahadi Ramelan, formed a team to make a policy draft. Progress was very slow, 
which made the government and parliament impatient. It was thought that the 
                                                 
305 The first proposal to draft a law dated from 7 July 1998, when parliament proposed the 
draft of the Law against Torture and Violence. The drafting of the anti-monopoly law was 
proposed at the plenary session of the parliament on 2 October 1998. 
306 During the financial crisis of 1997/98, many banks and companies owned by 
conglomerates faced severe financial problems due to the decreased value of the rupiah to 20 
per cent (see also Chapter 3). Instigated by the IMF, in 1999 Habibie’s government installed 
the International Bank Recovery Agency IBRA (BPPN/Badan Penyehatan Perbankan 
Nasional), which had to reorganize all banks and conglomerates that had problems by 
restructuring, merging, bailing out or closing them. As a result, from 1999 onwards many 
conglomerates had to go public, selling shares of their companies to new national or 
international owners.  
307 See Republika, 6 June 1998. 
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ministry was incapable or unwilling to respond properly to the strong demand 
for this law. Massive support inside and outside the political arena resulted in 
the parliament’s initiative to draft the law itself.  
 
Parliament’s Initiative  

As we have seen, according to the constitution parliament can indeed take the 
initiative to draft a law. The parliament’s internal regulations require that a 
minimum of ten members from more than one faction endorse such an 
initiative. 34 members from four factions308 supported the proposal for an anti-
monopoly law. Even members of the Golkar faction and the faction ABRI of the 
military, which for years had sustained the monopolistic behavior of SOEs and 
conglomerates, supported the proposal. The fact that the proposal got so much 
support was not only due to the frustration concerning the role of the 
conglomerates and the practices described in Section 5.2; there was also hope 
that the new law would contribute to an improved economic situation for the 
poor in Indonesia. The influence of the Muslim leaders emphasizing the 
importance of the ‘people’s economy’ may have been considerable. The 
proposal was formally justified by referring to the damage of monopolistic 
practices to the people and consumers of Indonesia. The proposal was adopted 
on 2 October 1998.  

As soon as parliament had adopted the proposal, a committee (the so-
called Pansus309) was installed, which appointed a working group310 to write the 
draft. The draft was thoroughly discussed during (a series of) sessions of 
parliament. Spokesmen of the Pansus for the anti-monopoly law underlined the 
importance of the new law. They emphasized that the absence of such a law was 
one of the reasons why so many businessmen in Indonesia were involved in 
anti-competitive practices as described in Section 5.2 and in KKN.311  

The first anti-monopoly draft was discussed in parliament on 14 October 
1998. The Minister of Trade and Industry attended the session. A controversial 
matter was the name of the anti-monopoly law, which had to reflect that the law 
was not only dealing with monopolistic practices but also with other unfair 
business practices, like collusion, price fixing, etc. Several parliamentary 
hearings took place in which drafts and amendments were discussed. Many 
parties were directly and indirectly involved in the discussions: parliament, the 
Ministry of Trade and Industry, the President, Kadin, representatives of big 
companies, representatives of co-operatives, representatives of SMEs, NGOs, 
leading Indonesian advisors, leading foreign advisors, and the media, and 
society that deployed numerous mass rallies. Some organizations had taken the 

                                                 
308 Golkar, PPP, the military ABRI, and PDI-P. 
309 Pansus: Panitia Khusus.  
310 Panja: Panitia Kerja. 
311 Kompas, 16 October 1998.  
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initiative to write a draft law themselves.312 Kadin was not involved as the 
single representative of the business sector, but was one of the interested parties. 
The anti-monopoly law was ratified on 5 March 1999 and activated one year 
later.  
 

Contents of the Anti-Monopoly Law  

Basically, the anti-monopoly law was to set up rules for fair competition and 
mechanisms to control it. The objectives of the law are formulated in article 3 
and read:313 
 

a) To preserve the public interest and to improve national economic 
efficiency as a means to improve people’s welfare;  

b) To create a desirable business climate and to ensure healthy business 
competition in order to secure equal business opportunities for large, 
medium and small firms; 

c) To prevent monopolistic practices and/or unhealthy business 
competition practices on the part of businesses; 

d) To encourage effectiveness and efficiency in business activities.  
 

Here, we present the objectives of the law without further comment. Some 
critical observations will be discussed in later sections.  

The anti-monopoly law contains articles that prohibit almost all anti-
competitive practices as illustrated in Section 5.2, such as monopoly, oligopoly, 
price fixing, market allocation, abuse of dominance, and collusion. We will not 
discuss all articles: we will limit ourselves to the main discussion points during 
the process of drafting the law. For reason of illustration, however, articles 5, 6, 
7 and 8 on price-fixing are presented here.314 
 

� Art. 5: ‘Entrepreneurs are prohibited from making any contract with 
other business competitors in order to fix prices of certain goods 
and/or services to be borne by the consumers or clients in the same 
relevant market.’ 

                                                 
312 E.g. the NGO Pirac (Public Interest Research and Advocacy Centre) and the small 
business association Pupuk (Organization for the Promotion of Small Businesses); see 
Kompas, 3 October 1998. They organized a series of seminars in various provinces to discuss 
their draft law. However, parliament did not pay much attention to their efforts; see Pangestu 
et al., 2002, p.215. The then director of Pirac was very disappointed by the sudden 
termination of the discussion with parliament on 15 October 1998; see Kompas, 16 October 
1998. 
313 The English translation quoted by Thee Kian Wie (2002, p.335) and by Juwana (2002, 
p.197) is slightly different.  
314 Juwana, 2002, pp.189-190. 
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� Art. 6: ‘Entrepreneurs are prohibited from making contracts which 
cause buyers to pay a different price from the price that must be paid 
by other buyers for the same type of goods and/or services.’  

� Art. 7: ‘Entrepreneurs are prohibited from making any contract with 
other business competitors in order to fix the price below the market 
price, which can cause unfair business competition.’ 

� Art. 8: ‘Entrepreneurs are prohibited from making any contract with 
other entrepreneurs which sets the condition that the receivers of the 
goods and/or services are not to resell or re-supply the goods and/or 
services they receive, under a price lower than the price agreed upon, 
thus causing unfair business competition.’ 

 
The most controversial issue was market domination. The law forbids a 
company or a business group to hold a dominant position. According to the final 
law, a single company or business group is not allowed to have a share of more 
than 50 per cent of the market of a certain product or service. Two or three 
companies may have only a maximum share of 75 per cent of a certain product 
or service market. Corresponding articles read as follows:315  
 

� Art. 17(2): ‘Any entrepreneur can be suspected or considered as 
jointly controlling production and/or the marketing of good and 
services … if one entrepreneur or group of entrepreneurs controls 
more than 50% (fifty percent) of the market share of one type of 
certain goods or services’. 

� Art. 4(2): ‘Any entrepreneur can be suspected or considered as jointly 
controlling production and/or the marketing of goods and services … 
if two or three entrepreneurs or groups of entrepreneurs own more 
than 75% (seventy-five percent) of the market share of one type of 
certain goods or services.’  

 
Monopoly and Market Share 

Most discussions on the draft of the anti-monopoly law, in the public media and 
in parliamentary hearings, focused on the concept of monopoly and on methods 
to combat monopoly. In the draft of the anti-monopoly law, the Pansus had 
proposed to limit the market share of a certain products to a maximum of 30 per 
cent, at a national level. Market shares beyond that level were considered as 
evidence of monopolistic behavior and would be forbidden.316 The most 
important discussion point was this percentage of 30 per cent. After the 
publication of the draft, many discussions took place between the Pansus and 

                                                 
315 Juwana, 2002, p.187. 
316 The Pansus made an exception for a few products because of their vital importance 
(‘essential commodities’) or evident reasons of efficiency. 
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the Ministry of Trade and Industry and in the media about monopoly as a 
market share and the percentage of 30. 

Many businessmen, in particular managers of large companies, contested 
the proposals, and Kadin supported their view. Some were against any 
limitation of market shares, other ones against the percentage of 30. The main 
opposition against the limitation of market shares was based on the following 
reasoning. Market domination could be the result of bad practices but also of 
natural advantages and good practices. Examples of bad practices raised by 
business managers were for instance preferential treatment by the government 
of selected businesses;317 practices of price-fixing and collusive tendering;318 
and the creation of barriers for newcomers to enter the market.319 Examples of 
natural advantages were specificity of location or product,320 and closeness of 
factories to production sources.321 Examples of good practices were applied 
technology322 and ways of making use of natural advantages. 

Another argument against the introduction of maximum market shares 
was the problem of measuring them. These problems were heavily debated 
parliamentary hearings.323 

The Pansus was subject to much external pressure to fight the 
monopolistic behavior of especially the conglomerates, and in limiting 
maximum market shares they found an instrument to prevent such practices. 
They were convinced that maximum market shares would be necessary and 
would lead to more fair competition between business actors. The Pansus had to 
find a compromise because they were facing pressure by the IMF to introduce 
economic reforms, public pressure to break the monopolistic practices of the 
conglomerates, and the strong opposition of representatives of large business 
companies, business associations and Kadin against limiting market shares. The 
compromise consisted of adopting the idea of limited market share, with a 
                                                 
317 According to the chairman of the Indonesian shoe association, Anton Supit, the practice of 
unfair competition was to be combated by ending the preferential treatment of certain 
business people, not by limiting fair competition; see Kompas, 4 December 1998.  
318 The director of Indofood Sukses Makmur Bogasari Flour Mills, Franciscus Welirang, 
raised these points; see Kompas, 4 December 1998. 
319 Kadin chairman Bakrie emphasized this; see Bisnis Indonesia, 9 December 1998. 
320 See Tarimizi Rangkuti, 1999, Business Indonesia, 15 January 1999. 
321 The director of the Indonesian association of food and drinks industries, Gapmmi 
(Gabungan Perusahaan Makanan dan Minuman Indonesia) emphasized this; see Business 

Indonesia, 16 January 1999. He referred to Indomie, instant noodle products, which 
dominates the market in Jakarta but has only a tiny share of the market in Irian Jaya. 
322 Argued by Soy Parded, head of Kadin’s trade department; see Media Indonesia, 27 
August 1999. 
323 We do not discuss the problems associated with estimating market shares. The estimation 
is often used to determine the well-known and commonly used indicator of market 
concentration, the so-called four-firm concentration ratio (CR4) measuring the market share 
of the four largest firms, see e.g. Pangestu et al., 2002, pp.207-210; Bird, 1999, pp.43- 73. 
See also World Bank, 1995, p.49.  
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maximum share of 50 per cent324 for every province rather than the originally 
proposed 30 per cent at a national level.325 Kadin insisted that a limitation of 
market domination, even to a maximum of 50 per cent, would be contra-
productive for the business sector. It seems that the views of Kadin, which 
pleaded strongly for higher maximum market shares, had been taken into 
account.326 
 
KPPU 

The anti-monopoly law deals not only with rules that have to be followed and 
practices that are forbidden, but also with mechanisms to detect violation of the 
rules and ways to impose sanctions. The KPPU,327 the Commission to Monitor 
Business Competition, would be installed to monitor the implementation of the 
anti-monopoly law. Its role was considered to be vital to enforce the law. The 
mandate of KPPU and related issues were thoroughly discussed at meetings of 
Pansus and the Ministry of Trade and Industry, during parliamentary hearings, 
public meetings, and in the media. 

In essence, the tasks and authority of KPPU imply monitoring and taking 
action against monopoly and unfair business practices in Indonesia.328 The 
required procedures329 include: reporting330 of a violation of the act; initial 
investigation; further investigation; hearing of witnesses; completion of the 
investigation; and public announcement of the decisions taken. 

Two types of sanctions can be imposed by the KPPU.331 The first one 
refers to administrative sanctions, the second one to KPPU’s authority to bring 
cases to court. Administrative sanctions cannot be enforced legally but are 
nevertheless important, since they anticipate a possible next step of bringing the 
case to court. Administrative sanctions refer332 e.g. to the announcing of 
publicly malpractices, compensation of damage, canceling of agreements, and 
even imposing fines. Judicial sanctions include the orders to stop malpractices, 
the withdrawal of licenses, the payment of fines and imprisonment. 

                                                 
324 A 50 per cent maximum market share was also adopted in the anti-monopoly law of 
Germany. In the process of formulating the Indonesian anti-monopoly law, the German 
consultant Wolfgang Kattre has contributed much. He was invited by president Habibie 
because of his expertise in anti-monopoly law.  
325 Bisnis Indonesia, 9 December 1998. Business Indonesia, 15 January 1999. 
326 Interview with Wirman, staff member at the co-operative department of Kadin.  
327 Komisi Pengawasan Persaingan Usaha. 
328 See Bisnis Indonesia, 10 July 1999; and Business News, 28 May 1999.  
329 See articles 38-46 of the anti-monopoly law; see also Business News, 28 May 1999. 
330 The anonymity of the reporter is guaranteed by article 38 (3). 
331 See Business News, 11 June 1999. See also Bisnis Indonesia, 23 February 1999. 
332 See anti-monopoly law, Ch.8, Art.47, where malpractices are listed that can be sanctioned 
by the KPPU, such as vertical integration, abuse of dominance, collusion, etc. The height of 
fines imposed by the KPPU is also mentioned.  
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Remarkably enough, small businesses and co-operatives are excluded333 from 
the anti-monopoly law. 

KPPU consists of nine people, who have to meet three criteria: 
credibility, competence, and independence.334 In the procedures of selecting 
members for KPPU several parties are involved, governmental offices (like the 
Ministry of Trade and Industry and the Secretariat of the Cabinet), the 
President, and parliament. The governmental offices make a list of about 20 
candidates from various backgrounds; the President chooses 18 of them, and 
finally parliament chooses nine as President, vice-President, and members. Two 
important officials of Kadin, Soy Pardede and Pande Raja Silalahi, were chosen 
as members of KPPU. The co-operatives were represented as well. Below, the 
role of Kadin in KPPU will be discussed in more detail. 

Members of the KPPU must be independent and have no personal 
interests in private businesses or in SEOs. Since the state owns SEOs, it must 
not be represented in the KPPU, neither should it intervene. In the draft law was 
written that the members of the KPPU were elected but could be removed from 
office by the President. So the executive could intervene, and therefore the 
KPPU was not really independent.335 In the final text of the law, it was stated 
that the KPPU is independent; still, it has to report directly to the President 
according to article 30(3).336 This may create the impression that the committee 
is controlled by the President. Sri Mulyani Indrawati337 made a point by arguing 
that even if the KPPU would be formally independent, in later judicial processes 
the KPPU would still be in a vulnerable position when cases were brought into 
the courtrooms, and the KPPU might even be sued because of its decisions on 
violation of the law. In the next section it will be shown that this did become a 
reality. 

The potential role of the KPPU was publicly discussed in parliament and 
the media. Kadin participated in a number of these discussions. Final texts on 
the mandate of the KPPU are included in Ch.VI of the anti-monopoly law. All 
parties involved in the discussions agreed on the necessity of an institution like 
the KPPU to enforce the anti-monopoly law. Although at the time of 
ratification, all conditions for the proper functioning of the KPPU were not yet 
delineated (see e.g. criticism on the text of the final law discussed above), and 

                                                 
333 See anti-monopoly law, Ch.9, Art.50, pt. h and i. 
334 See Business News, 4 June 1999.  
335 See Republika, 29 April 1999; Business News, 28 May 1999. 
336 Representative of the NGO Pupuk (organization for the promotion of small businesses) 
Mukti Zainal Asikin proposed that an amendment should be made to ensure the independence 
of the KPPU. 
337 Director of the Research Institute on Economic and Monetary Affairs of the University of 
Indonesia, Lembaga Penelitian Ekonomi dan Moneter, LPEM.  
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some barriers were not yet known, it was generally felt that the KPPU should be 
operational as soon as possible.338 

5.5 The Implementation of the Anti-Monopoly Law of 1999: 

Some Experiences 

Soon after the ratification of the anti-monopoly law of 1999, the KPPU started 
its work. The KPPU received public complaints, the majority of which were 
reported by small businesses and co-operatives;339 it initiated as well its own 
investigations on private and state-owned companies, in particular regarding the 
abuse of dominant positions. For two well-known cases, Caltex and Indomaret, 
the KPPU finished all procedures and came up with a final decision. They will 
be discussed briefly.  
 
Caltex 

The Caltex (Caltex Pacific Indonesia, CPI340) case was handled by the KPPU 
because of complaints by producers of pipes that had participated in a tender by 
CPI for the supply of pipes for a large Caltex project. The complaints concerned 
among other things certain tender requirements (regarding low and high quality 
graded pipes) and supposed practices of collusion.341 The KPPU carried out 
preliminary investigations, decided on further investigations and finally 
concluded that collusion had taken place between bidders, violating Art. 22 of 
the anti-monopoly law. Although CPI was not found guilty of violating the anti-
monopoly law, the KPPU held CPI responsible ‘for failing to exercise adequate 
prudence in ensuring fair business competition because in setting up the tender 
process it should have expected from the beginning that collusion would occur. 
As a consequence of the violation, the KPPU declared the contract held by 
Caltex to be void and that the entire tender process had to be redone. Caltex 
accepted the KPPU’s verdict and has not appealed to the district court’.342 This 
example shows that the new anti-monopoly law allows toning down even big 
companies.  
 
Indomaret 

P.T. Indomaret is a large retail chain of small supermarkets. Because of its 
scale, it could provide lower prices, more variety and more facilities to 
                                                 
338 The KPPU was installed by presidential decree (Keppres.) No. 75/1999 by president 
Habibie on 8 July 1999. 
339 Pangestu et al., 2002, p.219. 
340 Caltex (California-Texas Oil Company Ltd, founded in 1936) holds 18 per cent of the 
market of all oil industries in 55 countries. It established various regional branches, of which 
Caltex Pacific Indonesia is one.  
341 Pangestu et al., 2002, p.219; Juwana, 2002, p.196; Dowling, 2006, p.6. 
342 Juwana, 2002, p.196. 
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customers. According to small-scale retailers, this caused the reduction of the 
sales of traditional small retail sellers in Jakarta and its surroundings. Indomaret 
was accused by some small-scale retailers of abuse of its dominant position. 
The KPPU conducted hearings with market players, government officials and 
other stakeholders. Although Indomaret was not accused of specific practices 
violating the anti-monopoly law of 1999 such as lowering prices to drive out 
competitors, or practices of vertical integration causing an unfair advantage to 
Indomaret compared with traditional sellers,343 the KPPU still decided that 
Indomaret had not kept a proper balance between the interests of business 
players and the public interests. Therefore, it proposed that Indomaret ‘cease 
expansion within traditional markets, in which Indomaret competes directly 
with small-scale retailers, in the context of ensuring a competitive balance 
between large-, medium-, and small-scale enterprises’.344 Due to the vague 
concept of traditional markets, in practice there appeared to be many loopholes 
to escape KPPU’s recommendations. 

The KPPU also recommended that the government provides assistance to 
the traditional sellers to increase their capacity and capability to compete with 
the bigger retail chains.  

The KPPU has been very active investigating practices by both private 
companies and state-owned enterprises that are suspected of anti-competitive 
practices. The list of companies that have been selected by KPPU to be 
investigated concerning possible misuse of a dominant position is long and 
covers many sectors, e.g. cooking oil, instant noodles, wheat flour, mineral 
water, detergents, lubrication oil, sea transportation, transportation over land, 
and telecommunications.345  
 
First Appraisal  

In June 2003, interviews with the chairman of the KPPU, Syamsul Maarif, were 
published in which he said that auction conspiracy, misuse of dominant 
position, and covert cartel agreements were the most frequent violations of the 
anti-monopoly law.346 Most important of these is the auction conspiracy, in 
which both public companies and government offices were involved and 
collaborated. It is sometimes difficult to bring cases to court because of 
difficulties to provide judicial evidence. Maarif also referred to some positive 
achievements, such as the new law on the exploitation of oil and gas, which 
ended the production monopoly of Pertamina.347 Nevertheless, he referred to 
many barriers for the implementation of the anti-monopoly law, in particular 

                                                 
343 Pangestu et al., 2002, p.220. 
344 Juwana, 2002, p.196. 
345 See Pangestu et al., 2002, p.221, for a list of companies selected by KPPU and suspected 
of abuse of dominance. 
346 See Suara Pembaruan, 13 June 2003; Media Indonesia, 13 June 2003. 
347 See Suara Pembaruan, 13 June 2003.  
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anti-competitive government policies: for instance, the policies for sugar trade 
import taxes; the implementation of national standards on trading of flour and 
textiles;348 the National Public Electricity Company (PLN)349 allowing 
particular lamp producers to sell their products to PLN co-operatives, while 
other companies were prohibited to do so; and the policy of the Ministry of 
Trade and Industry on fertilizer distribution (a typical example of market 
allocation: the Ministry dictates which and how much fertilizer in which region 
a producer350 may sell to public companies). 

KPPU chairman Maarif mentioned that in 2002-2003 the KPPU received 
about 40 complaints (on auctions and tenders, government policy, cartel 
agreements, misuse of domination and closed agreements). He acknowledged 
that there had not been significant progress in the implementation of the anti-
monopoly law. 
 
KPPU’s Efforts to Legally Enforce Sanctions 

The KPPU brought several cases to court, since KPPU itself could not legally 
enforce sanctions. The first case was the conspiracy case of Indomobil.351 This 
company is the largest importer, assembler, distributor and seller of Japanese 
and European cars in Indonesia. Until 1998 it belonged to the Salim Group, the 
biggest Indonesian conglomerate at the time (see Section 5.2). After the 
financial crisis, Indomobil had to go public and sell stocks and bonds to bidders. 
This process was seen as an auction. There were three bidding companies. Two 
of them352 were accused of conspiracy, which had led to one of these 
companies, CSDP, becoming the winner. The KPPU wanted to oblige CSDP to 
pay the claimed loss of 228 billion rupiah. In this case and in several others the 
court concluded that KPPU’s accusations were invalid.353 One of the main 
reasons was the divergence between KPPU and the court354 about the 
interpretation of Article 22 of the anti-monopoly law of 1999355 about auctions. 
This difference in interpretation was the main cause of KPPU’s failure to have 
sanctions approved by the court. 

                                                 
348 Suara Pembaruan, 13 June 2003, ‘Pelaksanaan UU Antimonopoli Belum Memuaskan’. 
349 Perusahaan Listrik Negara (PLN): the National Electricity Company . 
350 PT Pupuk Iskandar Muda was allowed to distribute fertilizer in Nangroe Aceh Darusallam 
and North Sumatera; PT Pupuk Sriwijaya in the province of West Sumatra, Jambi, Riau, 
Bengkulu, South Sumatra, Bangka Belitung, Lampung, Banten, DKI Jakarta, Middle Java, DI 
Yogyakarta and West Kalimantan; PT Pupuk Kujang in West Java; PT Petrokimia Gresik in 
East Java; PT Pupuk Kalimantan Timur in Bali, Nusa Tenggara Barat, Nusa Tenggara Timur, 
Middle Kalimantan, East Kalimantan, North Sulawesi, Gorontalo, Middle Sulawesi, South 
Sulawesi, Maluku, North Maluku and Irian Jaya. 
351 PT Indomobil Sukses Internasional. 
352 PT Alfa Sekuritas and PT Cipta Sarana Duta Perkasa (CSDP).  
353 Tempo, 11 August 2002.  
354 Pengadilan Negri: the District Court, a lower judicial court. 
355 Faisal Basri in Tempo, 11 August 2002.  
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Concerning KPPU’s losses of several court cases, Maarif commented that 
there was a need to build common ground between the judges and the KPPU. 
He recommended that the President of the Indonesian High Court would issue a 
decree (Perma) on the relation between the judiciary and KPPU.  

In an interview, Pande Raja Silalahi, member of KPPU, informed me 
about views within the KPPU about these issues.356 The KPPU felt that 
substantial constraints hampered an effective functioning of KPPU. The KPPU 
is not a judicial organ, but in practice it can take enough measures to bring 
companies to trial. In the judicial process, however, there are too many 
differences between the KPPU and the court in comprehension and 
interpretation of terms. An example is the term pelelangan, or auction. The 
processes, he argues, become disputes on the interpretation of terms rather than 
thorough evaluations of monopoly practices. He also complained about the 
judicial bureaucracy, at all levels, which is not very interested in supporting 
anti-monopoly policies. Moreover, lawyers are more inclined to win dubious 
cases than to help establish market-friendly practices in Indonesia. 

The divergences between KPPU and the Indonesian judiciary, as 
emphasized by Maarif and Pande Raja Silalahi, were to a certain extent solved 
by the issuing of Decree (Perma) No. 1/2003. This decree confirmed once more 
the authority of the KPPU and the sanctions that KPPU could impose if accused 
parties did not agree with KPPU’s verdict. According to Udin Silalahi,357 the 
new decree enhanced KPPU’s effectiveness very much. One case that has been 
dealt successfully by KPPU after the issuing of this decree is the case against 
national airline Garuda.358 In some situations, a company voluntarily prefers to 
satisfy the KPPU sanctions rather than to go to court, see e.g. the Caltex case 
discussed above.  
 
The Challenging Role of KPPU  

The effectiveness of the anti-monopoly law and of KPPU’s performance is still 
questioned. The implementation of the law is often frustrated by companies that 
hire influential lawyers to challenge the KPPU and its accusations. Also some 
government policies frustrate the implementation of the anti-monopoly law. 
Nevertheless, due to among other the changing relations between the judiciary 
and KPPU and the provision of new instruments for KPPU to make their 

                                                 
356 The scholar Pande Raja Silalahi is a member of the Centre for Strategic and International 
Studies CSIS, and a member of LP3ES Kadin.  
357 Discussion with Udin Silalahi of the Centre for Strategic and International Studies (CSIS), 
7 October 2003. He wrote a thesis on the issue of monopoly in Indonesia. 
358 Because of the anti-monopoly act of 1999, Garuda could not maintain its monopoly on 
bringing Muslims to Mecca, which is an annual practice. As a result, the Saudi Airlines got 
50 per cent of the flights from Jakarta and 100 per cent from Surabaya, while the other 
connections (from Medan, Ujung Pandang, Balikpapan, Solo and Banda Aceh) are still 
managed by Garuda.  
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sanctions more effective, progress is made fighting unfair competition practices 
and KPPU’s reputation has been improved. The KPPU has also contributed 
much to the introduction of laws on electricity, telecommunication, and oil and 
gas supply.359 These sectors have been deregulated a lot and were opened to 
competition from private investors. There were high hopes for the KPPU; 
during the first years, the spotless reputation of its chairman and members was 
well-known. Still, the public was very much aware of the strong resistance of 
big business that had profited so much in the past.  

5.6 Recent Observations on the Anti-Monopoly Law of 1999 

Before we move on to some final observations about the role of Kadin, we will 
discuss some critical comments on the anti-monopoly law of 1999, as discussed 
in recent publications. Most critical comments concern issues that were also 
debated during the process of drafting the law. We limit ourselves to the main 
issues. A detailed review would be interesting, but is beyond the scope of this 
study. 

The formulation of the objectives in Art.3 of the anti-monopoly law of 
1999 (see section 5.4 above) – and especially the wording ‘to secure equal 
opportunities for large, medium and small firms’ in Art. 3b – has raised quite 
some critical comments.360 The wording is unclear and allows all sorts of 
interpretations. If it were to imply a right on a claim of a certain market share, it 
would certainly violate the principle of free competition. The formulation of 
Art. 3a also creates leads to confusion. It seems as if two objectives have to be 
reached, ‘to preserve public interest’ and ‘to improve economic efficiency’, 
whereas – as Thee Kian Wie rightly states – there is only one objective: ‘to 
maintain and promote market competition as a means to achieve economic 
efficiency and thus improve the welfare of the general public.’361 Also the 
fixation of a maximum market share (Section 5.4) is criticized: ‘If a firm 
controls the production and/or distribution of a good or service and commands 
over 50% of the market share because of its superior efficiency or its ability to 
produce a high quality good or service popular with consumers or buyers, it 
should if anything be commended’. Although this argument sounds reasonable, 
we must not forget that the anti-monopoly law of 1999 was primarily set up to 
fight the existing anti-competition practices. Last but not least, the law and the 
decisions of the KPPU create the impression that the protection of small 
businesses and co-operatives is one of the intentions of the law. It is undeniably 
true that it is useful to protect small businesses against the unfair practices of 

                                                 
359 Pangestu et al., 2002, p.224. 
360 E.g. Juwana, 2002, p.197; Tineo et al., 2000, p.21; Thee Kian Wie, 2002, p.335-336; 
Dowling, 2006, p.4. 
361 Thee Kian Wie, 2002, p.335. 
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e.g. large companies; the anti-monopoly law provides a means for such 
protection. But the law is not intended to protect small businesses as such; its 
only purpose is to protect the competitive process.  

5.7. Anti-Monopoly Law of 1999 and its Implementation: the 

Role of Kadin
362

 

Kadin’s views on the formulation of the law, in particular on the issue of 
monopoly as a maximum market share, were rather ambiguous. Within Kadin, 
there were conflicting views on the position of Kadin in the process of the 
making of the anti-monopoly law, as was confirmed in my interviews with 
officials of Kadin. Some of them confirmed that fragmentation within Kadin 
was the most important reason for these conflicting views. The interests of big 
business dominated in Kadin, due to the views and interests of the elite.363 The 
importance of the background and position of the Kadin chairman was also 
emphasized. Kadin had to be chaired by a person from the private sector. He 
had to have at his disposal substantial financial sources, which could be used for 
financing the development and the daily activities of Kadin. Financial means 
could come from his/her own resources or from a network of businessmen. It 
was estimated that the Kadin chairman and his affiliates financed more than 70 
per cent of the budget (see Chapter 4), so the chairman would certainly have to 
be a big businessman. One can understand that in such an ambiance the ideas of 
large companies prevailed. This also explains the resistance against anti-
monopoly measures and Kadin’s ‘halfhearted’ responses on the draft of the anti-
monopoly law. My interviewees emphasized that Kadin finally welcomed the 
anti-monopoly law; it concurred with the intention of the institution to preserve 
harmonious relationships between business actors and with the state. According 
to Kadin, the performance of the KPPU is crucial. Kadin has high hopes for the 
role of KPPU of securing the implementation of the law. 

Kadin’s role regarding the anti-monopoly law was prominent at the 
implementation level. At this level, a noticeable initiative was Kadin’s policy of 
‘socializing’ the new law, explaining and discussing the new law to various 
branches and stakeholders of the business sector. This process of ‘socialization’ 
was implemented through seminars, panel discussions, workshops, and other 
meetings.  

                                                 
362 The content of this section is based on discussions with Kadin officials, so they reflect an 
internal view.  
363 However, my research of archived clippings of Kadin showed many policy 
recommendations of Kadin to promote SMEs, see Chapter 4. 
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5.8 Summary and Conclusions  

In this chapter a description was presented of the process of initiating, drafting 
and implementation of the anti-monopoly law of 1999 and of the role of Kadin 
in this process. Here some final observations are made about this process and 
some conclusions are drawn about the role of Kadin. We present first a short 
summary of this chapter.  

The chapter starts with a short description of the business climate before 
1998. It recapitulated some characteristic features, like the dominant position of 
powerful conglomerates, the main control of them by Chinese Indonesian 
businessmen and by family members of Soeharto, the important role of the 
state-owned enterprises, the role of co-operatives, and the numerous regulations 
and practices, which were impeding a healthy competition between companies. 
After the step-down of Soeharto, feelings of frustration and discontent about the 
power of the conglomerates, the backward position of SMEs and collusive and 
monopolistic practices were the mainspring for the launching of the anti-
monopoly law of 1999.  

In the Soeharto era, it was the President, who had the authority to institute 
laws and it was the government, which took the initiative for launching and 
drafting new laws. After the reformasi, it was parliament which took such 
initiatives. Soon after the step-down of Soeharto in May 1998, parliament 
decided to set up an anti-monopoly law. Several parliamentary hearings took 
place in which drafts and amendments were discussed. Directly and indirectly, 
many parties were involved in the discussions. Different stakeholders took 
different positions about the anti-monopoly criteria, in particular about the 
maximum market share to be allowed (30 per cent at a national level as was 
proposed in the first draft of the law or 50 per cent at provincial level as was 
included in the final text of the law: a company which had a higher market share 
would violate the anti-monopoly law). This issue became the nucleus of the 
debates on the anti-monopoly law. Many leading officials from business 
associations and others took part in the passionate public debates on this issue. 
Business people, especially representing the conglomerates and large 
businesses, protested fiercely against a maximum market share of 30 per cent, 
or against any limitation of the market share for that matter. Finally, in 
parliament the 50 per cent limit was adopted as a compromise. 

The anti-monopoly law deals not only with practices that will be 
forbidden, but also with mechanisms to detect violations of the rules and ways 
to impose sanctions. The commission KPPU was installed to monitor the 
implementation of the anti-monopoly law. Its role was considered to be vital as 
a mechanism to enforce the law. The mandate and independence of KPPU was 
thoroughly discussed at parliamentary meetings. 

Kadin was an important participant in the process of forming and 
implementing the anti-monopoly law of 1999. Its views and recommendations 
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were discussed both internally and externally. There were different views within 
Kadin, which is not surprising since Kadin represents businesses of different 
scales, both large scale companies and SMEs. With regard to the debate on the 
maximum market share: Kadin was not in favor of any limitation and certainly 
did not approve of the 30 per cent limit. Kadin’s interventions seem to have 
contributed much to the compromise of 50 per cent market share. Kadin 
supported the articles in the law dealing with collusive and anti-competitive 
practices, like price-fixing, market allocation, etc.  

Realizing the new reality and because some of its recommendations had 
been partially adopted in the policy, Kadin decided to actively support the 
implementation of the new policy as soon as the new law was ratified by 
parliament. Two of Kadin’s senior members joined the monitoring body KPPU, 
and Kadin started to conduct many seminars to introduce the new policy in the 
business sector. 

The case study of this chapter first of all shows how complex processes of 
policymaking in Indonesia can be, especially after the reformasi. Before we 
embark on the policymaking and the role of Kadin after 1998, we will briefly 
discuss these issues during the Soeharto period. At that time, when 
policymaking was much centralized, policymaking processes were less 
complex. In the case of making new laws, the government took the initiative 
and drafted the laws, parliament was supposed to applaud, and other 
stakeholders were hardly involved. The efforts by Kadin to try and influence 
such processes were complicated by various factors.  

First, the legitimacy of Kadin and its interventions were not at all evident. 
It took years before Kadin was formally acknowledged as the Chamber of 
Commerce representing the Indonesian business sector. The legal recognition of 
Kadin by Law No.1/1987 did not imply that Kadin could exercise a lot of 
influence. One factor in particular affected the role of Kadin: the existing 
patron-client relationships between the President and high-ranking officials in 
the government and the army on one hand, and an exclusive elite of large 
businessmen owning conglomerates on the other hand (Section 5.2). These 
relationships not only allowed businessmen to enrich themselves and build 
business empires, they also became important channels to influence the 
regime’s policies. There were numerous Presidential and ministerial decrees 
that resulted from these patron-client relationships, granted exclusive licenses, 
allowed the use of public funds, allocated markets, created input and output 
barriers, etc. In such a powerful web of political patrons and business clients, 
Kadin could only be a modest player. 

Although Law No.1/1987 on Kadin postulated that Kadin was to be an 
important discussion partner of the government, communication between Kadin 
and the government was never formalized during the Soeharto regime. This 
meant that there were no proper procedures allowing Kadin to submit advice 
and recommendations to the government, and obliging the government to 
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respond. As this case study has shown, before 1998 this was one of the reasons 
of the halfhearted ‘recommendations’ by Kadin: although at several occasions 
Kadin had recommended anti-monopoly legislation, the recommendations were 
never formally submitted to the government.364  

After 1998, the scene changed completely. Decision-making on the anti-
monopoly law took place in parliament, and many public discussions in and 
outside the parliament were devoted to the anti-monopoly legislation. Many 
stakeholders presented their views at parliamentary hearings – Kadin was one of 
them. There were no formal procedures of communication between parliament 
and Kadin. Kadin was one of the discussion partners, who could elucidate their 
views. We have seen that in the stage of drafting the anti-monopoly law the 
position of Kadin was again unenthusiastic, but in the stage of implementing the 
law, Kadin became forthright, active and supportive. Kadin’s initial ambiguous 
position towards the anti-monopoly law had obvious reasons: Kadin was 
fragmented. It claimed to represent the entire business sector: both large, 
medium and small enterprises, both state-owned and private. The interests of 
these enterprises and their views on the anti-monopoly legislation were often 
very different. For instance, some large companies vehemently defended a free 
competitive market and did not want to limit market shares. Some SMEs, 
however, saw the law as an instrument that would protect them against 
conglomerates and large companies; they were very much in favor of limiting 
market shares. 

The difference between the interests of pribumi and Chinese Indonesian 
businessmen has also been a reason of fragmentation. Many of the discussions 
on the differences of interests between conglomerates and SMEs were covered 
discussions about differences of interest between pribumi and Chinese 
Indonesian businessmen. In those days, the general public saw Kadin as a 
pribumi stronghold. However, Kadin saw itself as representing the entire 
business sector, including large companies and business groups. It was not 
surprising that finally Kadin agreed on (and supported) a compromised version 
of the anti-monopoly law.  

Kadin is represented in KPPU. It is worthwhile to note that KPPU is an 
important formal institution. Its activities have a sound legal basis in the anti-
monopoly law of 1999, and KPPU is accountable to parliament, the 
government, and the public. Because of Kadin’s participation in KPPU Kadin 
has a formal outlet for its recommendations. This strengthens the institutional 
position of Kadin in the fight against monopoly. Experiences in KPPU find their 
way to Kadin and can be brought into the programs of ‘socialization’. This also 
strengthens the position of Kadin, which will gain much experience in the field 
of fair competition.  

                                                 
364 Many interviewed people suggested that the halfhearted nature of Kadin was due to the 
big influence of big businesses in the institute.  



 

 

 120 

After the reformasi many actors were involved in the processes of 
legislation. This has influenced the role of Kadin. In the days of the Soeharto 
regime it became the formal representative of the business sector, although in 
processes of law making they were seldom heard. Recommendations by Kadin 
in those days were on ad hoc, vague, and never formalized. After the reformasi, 
Kadin’s voice was only one of many, but now the voice was heard and taken 
into account. In the beginning of the introduction of the anti-monopoly law of 
1999, the role of Kadin was halfheartedly. This was to a large extent the result 
of internal divergences and conflicting interests within Kadin, in particular 
between conglomerates and SMEs. Kadin did not support parliament’s 
proposals on market shares. However, when the anti-monopoly law of 1999 had 
been approved by parliament, Kadin decided to actively support the 
implementation of the new law. Kadin became very active in the official 
committee, KPPU, which was established to implement the new law, and 
organized seminars to introduce the new legislation and its consequences to the 
business sector. By doing so, Kadin increased its credibility and strengthened its 
position. Moreover, in the field of business competition and anti-monopoly 
measures Kadin has found a formal outlet for its views and recommendations. 
 



Chapter 6 Kadin and Presidential Decree No. 18/2000 

on the Procurement of Projects 

6.1 Introduction 

The case study to be discussed in this chapter is very much related to the case 
study of Chapter 5 on the anti-monopoly law of 1999, which aimed at 
enhancing fair competition. The case study in Chapter 6 also deals with policies 
of fair competition: it centers on the procurement of projects by the Indonesian 
government, and the way private companies can apply for them. 

Periodically, the government of Indonesia allocates part of its budget to a 
wide range of governmental projects, which are to be executed by private 
cpmpanies. For instance, the Ministry of Education may require the annual 
supply of teaching materials, the maintenance of buildings, etc.; the Ministry for 
General Affairs365 may launch projects for the construction of railways, 
highways, bridges, buildings, etc.; the Department of Telecommunication may 
develop communication networks and construct communication facilities. Large 
amounts of money may be spent on such projects.366 Since these ‘office 
projects’ are extremely important for the Indonesian economy, it is in the public 
interest that the most qualified companies take them on in the most efficient 
way. The Ministry of Planning, Bappenas,367 is involved in the procurement of 
such projects. During the era of Soeharto, the projects were usually allocated to 
companies by direct assignment or by auctions. In the absence of transparent 
criteria, direct assignment could lead to corruption and certainly did not 
guarantee the choice of the most qualified companies. An auction was at least a 
process of selection, although this procedure showed a lot of arbitrariness. 
Companies were entitled to participate in the auctions if they were officially 
registered and could provide the certificate Tanda Daftar Rekanan. In many 
cases, registration was only possible if the companies were members of one of 
three governmentally authorized business associations: Ardin,368 Inkindo,369 and 

                                                 
365 Department Pekerjaan Umum is among other things responsible for the construction of 
public facilities. 
366 For instance, in 2003 the total budget for such projects was 70 to 90 trillion rupiahs. See 
Kontan No. 37, 16 June 2003. 
367 Bappenas: Badan Perencancan Pembangunan Nasional: the National Development 
Planning Board, also called Ministry of Planning. 
368 Ardin: Asosiasi Rekanan Pengadaan Barang dan Distribusi Indonesia (Business 
Association of Indonesian Suppliers and Distributors). Ardin represented enterprises 
(supplying both goods and services) in the non-construction sector.  
369 Inkindo: Ikatan Kosultan Indonesia (National Association of Indonesian Consultants).  
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Gapensi.370 These requirements excluded many companies from other business 
associations and provoked a lot of annoyance, which was expressed particularly 
during the years after the collapse of the Soeharto regime. 

In 2000, President Abdurrachman Wahid issued Presidential Decree No. 
18/2000 to regulate the procurement of government projects. The decree 
replaced the previous system of government procurement; direct assignment 
was abolished, procurement of projects would take place through auctions. 
Companies that wanted to tender at such auctions had to be a member of an 
accredited association; the obligation to be a member of the three business 
associations Ardin, Inkindo and Gapensi was suspended.371 Moreover, 
companies needed a quality certification.  

Following the issuance of this Decree, Kadin attempted to monopolize the 
organization of government procurements through a certification and 
accreditation scheme. This new role of Kadin was substantiated by the 
Presidential decree. Yet, Kadin’s attempts to become closely involved in 
government procurements raised controversy. Several agencies inside Kadin 
(i.e. Ardin and several other business associations) and outside Kadin (i.e. 
Bappenas) refuted Kadin’s role in monopolizing the organization of government 
procurement. The controversy ended when President Megawati (Abdurrachman 
Wahid successor) issued another decree making Kadin’s certification and 
accreditation optional for the business sector.  

We will show that the implementation of Presidential Decree No. 18/2000 
was very problematic. The controversial issues were the accreditation of 
associations, and especially the process of certification. Which institutes were 
authorized to provide certificates for companies to take part in the auctions? 
Bappenas and Kadin, major actors in the process of implementing Presidential 
Decree No. 18/2000, had very different views on these issues. 

This chapter will focus on the functioning of Kadin as the representative 
of the business sector during the drafting and especially the implementation of 
Presidential Decree No. 18/2000. Section 6.2 embarks on the reasons for the 
decree. In the same way as it was the case for the anti-monopoly law of 1999 
(see Chapter 5), the launching of Presidential Decree No. 18/2000 was to a large 
extent the result of dissatisfaction concerning practices of collusion and 
nepotism during the Soeharto regime.372 For a review of these practices, we 
refer to Section 5.2. Also, external pressure by IMF and World Bank played an 
important role.  

In Section 6.3 the role of Kadin in the processes of drafting and 

                                                 
370 Gapensi: Gabungan Pelaksana Konstruksi Indonesia (National Indonesian Association of 
Construction Firms). Members of Gapensi were enterprises in the construction sector.  
371 Bisnis Indonesia, 27 January 2000; see also Kontan, 21 February 2000. 
372 Schwartz notes that during the last years of the Soeharto regime hardly any major 
infrastructure contract was granted without one of Soeharto’s relatives ‘having a piece of it’ 
(see Schwartz, 1999, p.136). 
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implementing Presidential Decree No. 18/2000 will be discussed in detail. We 
will show that the implementation was very problematic, mainly due to 
interventions by Kadin regarding the issuing of quality certificates to 
companies. These certificates allowed the companies to participate in the tender 
for government projects. The interventions by Kadin even led to conflicts 
between Kadin and some important business associations. Kadin’s functioning 
in general was challenged, for instance by SMEs that complained that their 
interests were not protected well enough and by businesses that were not happy 
about the way membership of Kadin was organized.  

Section 6.4 describes the increasing tension between Kadin and the 
Indonesian government, in casu Bappenas, due to conflicting views of the 
authority of Kadin to issue certificates. Tension ran so high that a compromise 
was impossible and finally the President had to intervene. 
In the final section some conclusions are formulated concerning the role of 
Kadin in this case study.  

6.2 Towards Presidential Decree No. 18/2000 on the 

Procurement of Projects
373

 

As was discussed in previous chapters (see e.g. Chapter 5, Section 5.3), during 
the regime of Soeharto, Kadin at several occasions demanded a transfer of 
authority on business-related matters from the government to the private sector, 
to Kadin and to business associations. During the days of Soeharto, Kadin had 
also tried to play a role in the auctions for the procurement of projects.374 In 
1980, the Soeharto government had issued a Presidential Decree (No. 14/1980) 
in which companies’ participation in auctions for project procurement was 
regulated. If a company wanted to participate in the auctions, the certificate of 
Tanda Daftar Rekanan was required. The government issued this certificate and 
granted it to a company if certain conditions were fulfilled. One of these 
conditions was that the company had to be member of Kadin or another 
business association. Later the conditions became different for companies 
belonging to the three governmentally authorized business associations Ardin 
(enterprises in the non-construction sector), Inkindo (consultancy firms) and 
Gapensi (enterprises in the construction sector). For non-construction and non-
consultancy firms, membership of Kadin or Ardin was required; for companies 
belonging to Inkindo or Gapensi, membership of the corresponding business 
association was required. In the case of Ardin, Kadin wanted to change the rules 
in such a way that for non-construction firms, membership of Kadin was 

                                                 
373 The contents of this section is based on various publications and on interviews with 
Harmon Barmawi Thaib, the pr officer of Kadin Indonesia, who was also involved in the 
management of several programs of Kadin, including BARKI; see Section 6.3. 
374 Soy Pardede, head of the Trade Department of Kadin, 23 January 1999.  
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required. Compulsory membership of Kadin to get access to procurement 
auctions would very much increase the prestige of Kadin. Ardin strongly 
opposed such a change, as it did not want to share its authority in matters of 
procurement auctions. Consultancy firms and construction firms that wanted 
access to auctions of ‘office projects’ had to be member of Inkindo or Gapensi, 
respectively.  

Soon after the Soeharto period, a new Presidential decree was published 
dealing with some procedural changes in the processes of procurement of 
projects. With Presidential Decree No. 16/1999, the government granted a 
transfer of part of its authority to Kadin. According to this decree, companies 
that wanted to register for government procurement projects, had to be a 
member of a recognized business association and of Kadin. If companies that 
already had a Tanda Daftar Rekanan, were a member of Kadin, they were given 
priority.375 The fact that companies had to be a member of Kadin to get access 
to government auctions, added to Kadin’s prestige.376 Presidential Decree No. 
16/1999 did not satisfy, and during the presidency of Abdurrachman Wahid it 
was replaced by the more elaborate Presidential Decree No. 18/2000.  

The launching of Presidential Decree No. 18/2000 was to a large extent 
the result of foreign pressure. During Wahid’s presidency, there were many 
negotiations between IMF and the Indonesian government. As discussed in 
Chapter 5, the IMF imposed various conditions on the Indonesian government 
as part of a deal on financial assistance. Like the introduction of the anti-
monopoly law of 1999, the implementation of transparent and fair procedures 
for tendering in government projects was a conditions set by IMF. The World 
Bank, which considered an effective public procurement system to be essential 
for good governance, was prepared to help the Indonesian government setting 
up a new transparent procurement system.377  

Indonesia’s membership of AFTA (Asean Free Trade Area) and WTO 
(World Trade Organization) was also a reason for launching Presidential Decree 
No. 18/2000. This membership required a number of measures, e.g. official 
registration as companies involved in domestic and international trade, 
standardization of product, anti-monopoly legislation, and safety of product. 
Registered membership of recognized business associations, procedures of 
registration, criteria for membership, certificates of quality, criteria for quality 
and quality control as required according to Presidential Decree No. 18/2000 
were important AFTA and WTO requirements as well.378 According to several 

                                                 
375 Bisnis Indonesia, 20 January 2000. 
376 Suara Pembaruan, 25 February 2000. 
377 World Bank, 2001, Indonesia; Country Procurement Assessment Report; Reforming the 
Public Procurement System, Report No. 21823-IND. 27 March 2001. 
378 Emphasized by M.W. Datubara (interview 3 July 2003). In his view the accreditation and 
certification schemes as introduced by Presidential Decree No. 18/2000 also contributed to 
the implementation of the anti-monopoly law of 1999 and to fair competition. 
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interviewees, the main factor behind the issuing of Presidential Decree No. 
18/2000 was the IMF’s and World Bank’s pressure on the Indonesian 
government to make decision making more transparent. Transparency was 
considered to be one of the vital aspects of good governance. Presidential 
Decree No. 18/2000 was important to improving transparency in the relation 
between government and the business sector. According to these 
interviewees,379 foreign pressure had more effect than domestic factors like the 
pressure by Kadin. This does not make Kadin’s efforts to influence government 
policies less important. Pressure by Kadin showed that the aspirations of the 
business sector were in accordance with IMF and World Bank views. This 
harmony could strengthen the possibility of implementing the decree 
successfully. 

6.3 Kadin and the Problematic Implementation of Presidential 

Decree No. 18/2000 

Main Contents of Presidential Decree No. 18/2000  

Presidential Decree No. 18/2000 deals with the procedure for companies to get 
access to government-induced procurement auctions. Any company that wanted 
to tender in such an auction, had to be registered as a member of an accredited 
business association and had to have a certificate as evidence of quality.380 A 
business association was entitled to provide quality certificates to companies 
under its jurisdiction, if it was accredited. The Presidential Decree was 
accompanied by a Technical Guidance, in which the responsibility of 
accreditation was accorded to Kadin.381  
 
Kadin and the Drafting of Presidential Decree No. 18/2000 

Kadin’s involvement in Presidential Decree No. 18/2000 was formally justified 
by Law No.1/1987 on Kadin. As we have seen in Chapter 4, neither the 

                                                 
379 Dr. Tulus Tambunan and Professor Suryo Sediono, members of the LP3E Kadin, and 
Suprayitno, head of the Organization Department of Kadin and first secretary of the Tim 
Perumus Perubahan Keppres. No. 18/2000 Kadin. They emphasized that pressure by 
international financial institutions was more effective than Kadin recommendations. Harmon, 
a staff member of Kadin and second secretary of the Tim Perumus Perubahan Keppres. No. 
18/2000, shared this view. 
380 The quality certificate is supposed to authenticate a company’s competence to carry out 
procurement projects. The assessment of the competence is based on the assessment of the 
company’s performance in the last few years: for instance, the financial situation should be 
sound, and during the last five years there should not have been serious complaints by 
consumers (see Technical Guidance of Presidential Decree No. 18/2000, first appendix, part 
II, section 1 on certificates). 
381 Juknis/Petunjuk Teknis: the technical guidance of the Presidential Decree is a 
supplementary to Presidential Decree No. 18/2000. 
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introduction nor the implementation of this law was self-evident. During the 
Soeharto era, the law even led to friction between the government and Kadin: 
for instance, according to Article 8 of Chapter IV, Kadin was responsible for 
various tasks, such as the registration of companies. The government, however, 
kept control of this registration; the Ministry of Industry handled it.382 This 
ministry had developed a complex system of registration and the issuing of 
certificates, in which several departments and institutions were involved. When 
later on during the Soeharto regime, Kadin wanted to claim a role in this 
registration process, it was faced with a lot of resistance. Governmental interests 
were too great. If Kadin had taken over this task, government departments 
would have to close down and people would lose their jobs. Therefore, and in 
order to maintain a good relationship with the Ministry of Industry, Kadin 
played down its claims. After 1998 however, the situation changed: the position 
of the government was weakened. The government agreed to transfer authority 
from the ministries to the Chamber of Commerce. Presidential Decree No. 
18/2000 is an example of such a transfer.  

In the process of drafting Presidential Decree No. 18/2000 Kadin did not 
make a good start. It became involved too late and was not represented at the 
highest level.383 This had serious consequences, as will be shown below. In the 
main text of Presidential Decree No.18/2000, Kadin was not even mentioned. In 
the Technical Guidance, however, a supplement to the decree, Kadin was 
mentioned, because of its mandate according to Law No. 1/1987. The Technical 
Guidance was included as a lapiran, which is usually seen as an integral part of 
a new law or decree. However, the absence of Kadin in the main text of the 
Presidential Decree was much criticized.384 

In the Technical Guidance, Kadin was assigned an important role: it was 
responsible for the accreditation of the business associations for all non-
construction enterprises supplying goods and services (both industries and 
consultants). Another organization, LPJK, the Institution for Construction 
Services Development, was given the mandate of accrediting business 
associations of both industries and consultants in construction. The accredited 
associations were entitled to issue certificates to companies under their 
jurisdiction. 
 
Kadin’s Interventions to Implement Presidential Decree No. 18/2000 

As mentioned, according to Presidential Decree No. 18/2000 business 
associations had to be accredited by an independent institute before they were 

                                                 
382 A formal letter (WDP/Wajib Daftar Perusahaan) would confirm the registration of 
companies, which would give them access to auctions by government offices. 
383 Although Kadin was supposed to attend early meetings of the Tim Perubahan Keppres. 
No. 18/2000 on the presidential decree, only the regional branch of Kadin in Jakarta (Kadinda 
DKI) was represented. Vice-chairman Datubara was one of the representatives. 
384 According to the interviewees Suprayitno and Harmon of Kadin. 
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allowed to issue certificates ensuring quality standards.385 According to the 
Technical Guidance of Presidential Decree No. 18/2000, Kadin was responsible 
for the accreditation of business associations in the supply of goods and services 
in non-construction. Because of this assigned mandate, Kadin established 
BARKI, which worked under its authority and was given the mandate to handle 
the accreditation of business associations.386 Usually, the accreditation of 
business associations by Kadin did not create many problems. But there were 
some issues that did raise some annoyance. In the Technical Guidance, the 
mandate of accreditation by Kadin was described in general terms, which left 
room for interpretation by Kadin. As part of the accreditation process, Kadin not 
only made an assessment of the business association as a whole, but also of 
specific branches of the business association. Thus, it could happen that Kadin 
allowed the business association to provide quality certificates for certain 
subsectors and production activities, but not for all. This practice challenged the 
competence of the business associations, which considered themselves to be 
better able to assess professional competence within its sector. This issue could 
even cause conflicts (e.g. between Kadin and Ardin, which will be discussed 
later). Still, on the whole, the accreditation of business associations by BARKI 
was hardly controversial and was widely accepted. 

Some other decisions were controversial as well. The most striking 
decision concerned the issuing of certificates.387 In Kadin’s view, the process of 
certification, which in principle was done by the business associations, would 
create a lot of problems in real life. Some business associations were prepared 
for the task of issuing certificates, others were not. Some business associations 
had no regional branches, and yet they had to regulate certification in remote 
provinces. What would happen if business associations were not well-organized 
or willing to pay for procedures to provide certificates? What would happen 
with companies belonging to business associations that were not to be 
accredited? All these problems led Kadin to take the initiative to create its own 
organ to issue certificates, in particular for companies in the provinces. It was a 
joint committee, PBSP, consisting of members of Kadinda, i.e. Kadin-DKI, and 
of co-operating business associations.388 According to an official statement by 
Kadin, PBSP would issue certificates on behalf of the co-operating business 
                                                 
385 Media Indonesia, 21 January 2001. 
386 BARKI: Badan Akreditasi dan Registrasi Kadin Indonesia. 
387 The number of ‘office projects’ for which private companies could tender, could amount 
to thousands each year. Both national and local governments could launch projects. 
Numerous companies wanted to take part in the auctions and applied for certificates. Tens of 
thousands of certificates had to be issued to companies in Indonesian provinces and were 
issued under the jurisdiction of about 250 different business associations (interview with 
Datubara, 3 July 2003).  
388 PBSP: Panitia Bersama Sertifikasi Provinsi. PBSP was founded on 24 and 25 August 
2000, which was attended by various Kadinda and business associations. In April 2001, 
PBSP had issued about 5200 certificates. See Bisnis Indonesia, 16 April 2001. 
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associations; Kadin would only be responsible for the coordination. PBSP 
would fill the gap if business associations lacked the capacity to issue 
certificates themselves.  

Kadin’s initiative to create PBSP was justified by an article in the 
Technical Guidance of Presidential Decree No. 18/2000, which reads:389 
 

For non-construction companies, both consultants and industries 
supplying goods and services, certificates are issued by the 
business associations accredited by KADIN or by a Certification 
Committee set up and coordinated by KADIN in the case that the 
business association is not accredited or does not exist.  
 

The creation of PBSP by Kadin, although formally justified, was very 
controversial and met with a lot of resistance within Kadin as well as outside. 
According to opponents, Kadin should not be involved in the process of 
certification, since businessmen within Kadin could have an interest in 
procurement projects and would not be independent. If there was a role to play 
by Kadin in the process of certification, they should be an independent monitor 
of the process of certification. If Kadin itself were to issue certificates, this 
would make its role as an independent monitor impossible.  
 
The Kadin-Ardin Conflict  

One of the business associations, which vehemently opposed to Kadin’s role of 
issuing certificates and the creation of PBSP, was Ardin, chaired by Palinggi.390 
Ardin was a member of Kadin and was accredited by BARKI. The reason for 
Ardin’s opposition was the interpretation by Kadin of its mandate of 
accreditation as described above; Ardin, historically the most important 
business association in the non-construction sector, found it unacceptable that 
Kadin could decide on certificates for Ardin’s subsectors. The friction between 
Kadin and Ardin grew both at the national and at the regional level. In Jakarta, 
tension rose so much that the chairman of Ardin-DKI,391 Paskalis Poerba, 
threatened to take the chairman of Kadinda-DKI to court.  

As a reaction to Ardin-DKI’s opposition, on 22 November 2000 Kadin 
decided to expel Ardin-DKI.392 The clash between Kadin and Ardin had a lot of 
impact, especially on Ardin. In fact, it led to a split within Ardin. One part 

                                                 
389 Technical Guidance, Appendix 1, Art. 3b.  
390 The Indonesian Supplier and Distributor Association, Ardin, was one of the privileged 
associations under the regime of Soeharto; see introduction Chapter 6. 
391 Ardin-DKI is the local branch of Ardin in Jakarta. Although not responsible at a national 
level, Ardin-DKI is still important, since it is located in Jakarta, the capital of Indonesia, 
where most big businesses are located.  
392 Ardin-DKI was temporarily expelled from Kadin; Suara Karya, 21 March 2001; Bisnis 

Indonesia, 6 December 2000.  
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supported Kadin’s initiative of issuing certificates and creating PBSP, the other 
part did not. Under the leadership of Adhi Wargono, a new Ardin-DKI was 
established which supported Kadin. This new Ardin-DKI was recognized by 
Kadin and evidently strongly opposed by Paskali Poerba. Meanwhile, Paskalis 
Poerba’s Ardin-DKI had issued a large number of certificates. However, 
because there were two Ardin-DKIs, government officials did not recognize the 
certificates issued by Paskalis Poerba’s Ardin-DKI. This caused a lot of 
frustration amongst Ardin members who desperately wanted to take part in the 
auction.393 Because of the expulsion of Paskalis Poerba’s Ardin-DKI and the 
rejection of the certificates by local governments, regional branches of Ardin 
called a meeting to discuss the deadlock.394 During this meeting they decided to 
establish a new Ardin, which would accept the authority of Kadin. Chairman 

Paskalis Poerba was replaced by Victor Siregar,395 who took sides with396 Kadin 
in the conflict. In June 2002, Palinggi’s Ardin was officially expelled from 
Kadin.397 The replacement of Paskalis Poerba by Siregar brought an end to the 
tension between Kadin and Ardin. However, soon Siregar’s Ardin-DKI started 
to issue about 600 certificates itself, without PBSP being involved. This again 
caused problems between Kadin and Ardin. The Kadin-Ardin conflict about 
PBSP also caused friction in other Kadinda, e.g. within Kadinda North 
Sumatra.398 
 
The Kadin-UKM Case 

After the publication of Presidential Decree No. 18/2000, its implications were 
widely discussed in the media. Some involved parties399 organized a public 
seminar to discuss the issues of accreditation and certification. Main item was 
the large number of SMEs, which had problems to have access to the 
procurement auctions. Participants of the seminar claimed that the costs of 

                                                 
393 Bisnis Indonesia, 14 April 2001. About thousand companies were refused to take part in 
the local government (DKI) auctions because their certificates issued by Paskalis Poerba’s 
Ardin-DKI were not accepted by the local governments.  
394 On 22 March 2001. 
395 Bisnis Indonesia, 23 March 2001; see also Bisnis Indonesia, 16 March 2001.  
396 Victor Siregar also criticized the maneuver of the chairman of Ardin, Palinggi, to set up a 
separate Kadin-UKM to stand up for the interests of the SME’s (see later on in this chapter). 
397 Four DPD Kadin (Aheh, DKI, East Java, Middle Java) demanded Kadin to expel 
Pallingi’s Ardin; Suara Karya, 26 July 2001.  
398 One of the local Kadinda in North Sumatra, Kadinda Kota Medan, had issued seven 
hundred and fifty certificates to Ardin North Sumatra. Kadinda North Sumatra (Sumatra 
Utara), strongly disapproved this move and decided to expel Kadinda Kota Medan. This 
decision was criticized by nineteen Kadinda Tingkat II Sumatra Utara; see Bisnis Indonesia, 
10 April 2001; Bisnis Indonesia, 12 April 2001. 
399 Ardin, Gopeknas (Gabungan Pengusaha Kontraktor Nasional Indonesia; the Business 
Association of Indonesian contractors), business people, cooperatives and the NGO Pakkat 
Raya. 
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obtaining a certificate according to the rules of Presidential Decree No. 18/2000 
were too high. The participants blamed in particular Kadin, which would not 
give enough attention to the severe problems of the numerous SMEs in 
Indonesia. The seminar had an important follow-up. A group of Kadin members 
took the initiative to establish400 a separate Kadin-UKM (Indonesian Chamber 
of Commerce and Industry for SMEs). Referring to Law No. 1/1987, Kadin 
argued that this initiative was unlawful and it refused401 to recognize Kadin-
UKM. Nevertheless, the initiative was pursued.402 The new Kadin-UKM did not 
attract many members. Later the case was brought before court, which in 2005 
prohibited the use of the name Kadin-UKM, and consequently Kadin-UKM was 
dissolved. Formally, Kadin had won the case, but there was not much reason for 
satisfaction because many SMEs felt disappointed about Kadin.  
 
The Aspanji Case 

One of the new business associations created after the publication of 
Presidential Decree No. 18/2000 was Aspanji.403 It was a business association 
consisting of firms providing goods and services in the non-construction sector. 
It was competing with Ardin. Firms preferred to join Aspanji rather than Ardin, 
if they expected Aspanji being more successful in lobbying with local or central 
government authorities to get access to procurement of office projects.404 Since 
its creation Aspanji gradually expanded.405  

Aspanji was one of the business associations supporting406 the creation of 
PBSP by Kadin. It worked closely together with PBSP to issue certificates to 
companies under its jurisdiction. In North Sumatra, a few thousands of 
certificates were issued. They were, formally, jointly issued by Kadinda North 
Sumatra and Aspanji North Sumatra. The adopted procedure caused frictions: 
Kadin wanted that the certificates would be issued by PBSP and by PBSP only. 
It insisted that PBSP certificates would replace the already issued certificates. 
Kadinda North Sumatra and Aspanji North Sumatra were very disappointed, to 
say the least. They even claimed a huge amount of money from Kadin, as 
compensation for all made costs.407 The tensions run high. After a few months, 
the relations between Kadin and Aspanji were restored by a settlement.408  

                                                 
400 See also Chapter 4, Section 4.6 
401 Suara Karya, 12 June 2000; Suara Karya, 11 September 2001. 
402 Elias Tobing from the NGO Pakkat Raya was one of the leading personalities behind the 
initiative; see Suara Karya, 7 April 2001. 
403

 Ujung Pandang Press, 1 May 2009. Aspanji: Asosiasi Pengusaha Pengadaan Barang dan 
Jasa Indonesia. 
404 Berita Kota Makassar, 28 May 2008.  
405 Statement by the Chairman of Aspanji West Java Chapter, Gatot Tjahyono, in Pikiran-

Rakyat, 20 November 2009. 
406 Bisnis Indonesia, 8 December 2000. 
407 Bisnis Indonesia, 19 May 2001. 
408 Suara Karya, 23 June 2001. 
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The FNKA Case  

One of the important organizations, which opposed the issuing of certificates by 
Kadin’s PBSP was FNKA (Forum Nasional Komunikasi Asosiasi, National 
Forum for Communication between business associations) that represented 32 
business associations409 and associations of entrepreneurs. The forum was 
created in April 2001 in order to organize their opposition against the role of 
Kadin in government procurement procedures. Their opposition410 was much 
influenced by the criticism, expressed by three major business associations,411 
about the membership of Kadin. These three business associations wanted a 
reform412 of Kadin because of the unbalanced membership of Kadin: business 
associations and Kadinda were members of Kadin, but some individuals were 
granted the status of member as well.413 This privileged position of some 
individuals was a barrier to transparent and balanced decision making, and 
could be misused in the processes of accreditation and certification. The main 
reason of FNKA’s opposition was the view of many FNKA members that Kadin 
had not the authority to issue company certificates. The opposition414 was so 
severe, that about a hundred of businessmen went to the city council of Jakarta 
to request that the provision of certificates would be taken over from Kadin and 
would be handled again by the local government.415  

However, the main reason behind FNKA’s objection was the perception 
among FNKA members that Kadin was not equipped with the authority to issue 
company certification as stipulated in Presidential Decree No. 18/2000. Kadin 
insistence to issue company certificates raised strong reaction from the FNKA 
that mobilized a number of businessmen to protest in front of Jakarta city-
council as discussed above. 
  
The Inkindo Case 
                                                 
409 For instance the business associations for the pharmaceutical industries (Gabungan 
Perusahaan Farmasi); for the Mobile and Car industries (Gabungan Industri Alat-alat Mobil 
& Motor), for the industries producing Machineries to make Technical Tools (Asosiasi 
Industri Mesin Perkakas Indonesia); Real estate companies Realestat Indonesia (REI); for 
consultants (Ikatan Nasional Konsultan Indonesia/ Inkindo) and for steel companies (Asosiasi 
Industri Pengecoran Logam Indonesia) (Republika, 12 April 2001).  
410 Suara Karya, 2 March 2001; Suara Karya, 11 April 2001. 
411

 Asosiasi Perusahaan Jasa Barang Teknik Elektronik; Gabungan Perusahaan Farmasi 

Indonesia; Indonesia Gabungan Perusahaan Alat-alat Kesehatan dan Laboratorium 
412 Bisnis Indonesia, 19 February 2001. 
413 Some individual members occupied important posts within Kadin, for instance Bakrie, 
who was President of Kadin (see Chapter 4). Individual membership of Kadin was granted 
because of financial contributions to Kadin.  
414 Severe criticism was raised: for instance, as Dewan Penasehat Kadin Jabar, Maman Husen 
Wangsaatmadja blamed PBSP for lack of competence, according to him, the PBSP 
certificates were not much more than the detested old TDRs (Tanda Daftar Rekanan); Bisnis 

Indonesia, 18 January 2001. 
415 Kompas, 11 January 2001. 
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The collaboration between Kadin and Inkindo to implement Presidential Decree 
No. 18/2000 started almost as a success story. Inkindo was the first business 
Association that was accredited by Kadin through BARKI. Therefore, it was 
entitled to undertake its own certification, which was conducted without serious 
problems.416 However, there was a strong upheaval of members of Inkindo West 
Java. They tried to persuade four thousand consultant companies to resign from 
Kadin.417 They argued that Kadin was a sink of high costs and was incapable to 
satisfy members’ needs.  
 
The cases discussed above shows that the formation of PBSP by Kadin was 
controversial indeed and created a lot of problems. 

6.4 Tension between Kadin and Bappenas  

From the very beginning of the drafting of Presidential Decree No. 18/2000 up 
until its implementation, there has been a lot of friction between Kadin and 
Bappenas, the main governmental department involved in the auctions for 
‘office projects’. Basically, this was because of the totally different views on 
Kadin’s role in the procurement auctions.418 In Kadin’s perception, Law No. 
1/1987 on Kadin put a responsibility on Kadin’s shoulders: Kadin had to help 
ensure that the governmental ‘office projects’, financed by the state, were 
carried out by the most qualified companies. This justified Kadin’s accreditation 
and certification interventions. Bappenas had a different view: they felt that the 
procurement of governmental projects had nothing to do with Law No. 1/1987. 
They stated that the procurement of government projects was a government 
affair only. The government was the ‘consumer’, and the companies provided a 
product or service. There was no need for a third party to be involved. Kadin 
and Bappenas never agreed on this issue. 

Apart from the different views on Kadin’s authority concerning project 
auctions, the relation between Kadin and Bappenas also deteriorated because of 
the many problems that arose after Kadin created PBSP. The problems 
sometimes led to strange situations. For instance, during an official meeting of 
Kadin and Bappenas on 2 July 2002, two Ardins419 showed up together with 
their supporters. This led to chaos and caused a great deal of irritation in 
Bappenas, as they thought that this meant that Kadin was unable to solve its 
internal problems. 
 

                                                 
416 Suara Karya, 13 December 2000.  
417 Bisnis Indonesia, 18 March 2001. 
418 Interview with Datubara (3 July 2003). 
419 The old Ardin under Pallingi which was expelled by Kadin, and the new Ardin of Victor 
Siregar which was acknowledged by Kadin; interview with Datubara (3 July 2003). 
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Bappenas’ SKB 

As a reaction to all the friction and chaos because of the establishment of PBSP, 
Bappenas and the Ministry of Finance decided to publish an joint official paper 
to make their position clear: SKB.420 In the SKB, the role of Kadin was limited 
to the accreditation of business associations; the certification was left to the 
business associations. Kadin responded at once by repeating all the arguments it 
had used to justify PBSP, in particular the argument that some business 
associations in the remote provinces did not have the capacity to issue 
certificates.421  Kadin strongly opposed the SKB and even suggested that SKB 
was intended to restore the former practice of the allocation of office projects as 
it was done in the days of Soeharto. Meanwhile, Kadin sent a letter to all 
Kadinda to ignore SKB and continue the PBSP certification.422 
 
Bappenas’ Draft of a New Policy for Government Procurement Auctions 

Since the problems of certification continued to exist for so long, Bappenas 
decided to intervene again. In April 2003, it issued a draft for a new policy to 
organize the government project procurement auctions.423 The new policy 
implied a revision of Presidential Decree No. 18/2000. The revision would 
make it easier for SMEs to have access to the procurement of government 
projects, since projects with a budget of less than 1 billion rupiahs were to be 
carried out by SMEs only.424 Moreover, according to Bappenas, the new system 
would be much easier and cheaper than the old certification system. In fact, 
certificates were no longer required but became optional (i.e. also PBSP 
certificates were no longer obligatory, but optional). Tendering companies just 
needed to provide some basic information on the firm’s characteristics and the 
names of contacts. These documents were to be evaluated by the governmental 
office dealing with the auction. Malpractice by this office would be 
sanctioned,425 and according to Bappenas, transparency was ensured by 
interventions of independent external auditors. 

According to Agus Rahadjo, financial director of Bappenas, the 
accreditation and certification system would make the auctions too expensive.426 
The certification system would only be effective for big projects; however, most 

                                                 
420 SKB: Surat Keputusan Bersama is a ‘policy’ paper issued on behalf of several ministries 
or government offices. The SKB was published on 10 November 2000; see Suara Karya, 30 
November 2000. 
421

 Suara Karya, 4 December 2000; Republika, 2 December 2000; Media Indonesia, 2 
December 2000; Kompas, 2 December 2000. 
422 Republika, 30 November 2000. 
423 The draft was supposed to be effective in 2004/2005. See Kompas, 4 September 2003, 
“Revisi Keppres. 18/2000 Baru Berlaku 2004”.  
424 Media Indonesia, 26 Jan 2003, “Tender Satu Milliar Diserahkan kepada UKM”. 
425 Up to 5 billion rupiahs. 
426 The fees for accreditation and certification were not that high, but the cumbersome 
administrative procedures required skilled people and were very labor intensive.  
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projects (about 80 per cent) do not fall in this category. The new system was 
also supported by other government departments.427 The new policy document 
did not mention a specific role for Kadin because of Law No. 1/1987.428 In fact, 
the revision reflected Bappenas’ view that the procurement of government 
projects was government business.  

Kadin reacted on the publication of Bappenas’ new policy draft by 
installing an ad hoc committee429 consisting of high rank Kadin people, in order 
to prepare an official collective response.430 This response was discussed431 and 
contained a strong protest against Bappenas’ new policy draft. Pungky 
Bambang Purwadi, chairman of Kadinda-KDI, formulated his views as follows: 

 
Bappenas proposes a draft that does not show any attempt to execute 
more reliable auctions for government procurement. Certification is no 
longer relevant, and therefore the role of the business institutions like 
Kadin is undermined … Kadin opposes the Bappenas draft, which 
increases non-transparency of government procurement auctions and 
therefore is likely to lead to KKN.  

 
H.W. Pawennei, former chairman of Ardin, was also skeptical about Bappenas’ 
policy revision, and especially about its claim that it would help SMEs. In his 
view, it would not help SMEs much, since in practice big businesses may 
disguise themselves as SMEs by forming groups of SMEs which they control. 
The fact that big businesses can register as SMEs is a real barrier for the 
effective implementation of the new policy.432 He also stated that many SMEs, 
even if they have been successful in the auctions, do not have the means to 
(pre)finance the projects, and therefore they have to find big businesses for 
financial support. Big businesses anticipate on these possible events. In some 

                                                 
427 For instance by Harmawan Kaeni, head of the Planning and Programming Department of 
the Ministry, responsible for public housing and regional infrastructure.  
428 In my interview (on 3 July 2003) with Datubara he made it clear that he was very 
disappointed about this omission.  
429 The committee (Tim Kadin Indonesia Untuk Mempersiapkan Usul 
Penyempurnaan/Perubahan Keppres. 18/2000 dan Petunjuk Teknisnya) was chaired by 
Pungky Bambang Purwadi, chairman of Kadinda-DKI. Several representatives, like Sofwan 
Arfan and Datubara, were members of the committee.  
430 Most participants in the discussions were representatives from Kadinda, both at a national 
and a regional level, rather than from business associations.  
431 On 26 April 2003 the committee (Tim Kadin Indonesia Untuk Mempersiapkan Usul 
Penyempurnaan/Perubahan Keppres. 18/2000 dan Petunjuk Teknisnya) organized a public 
conference where proposals by the committee for a collective response were discussed and 
amended.  
432 This view is shared by Datubara, who in his interview stated that although SMEs are given 
access to auctions, in a competition they will be defeated by big companies because of the 
available finances. SMEs should be indicated specifically, as well as ‘SME projects’. 
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cases, SMEs that had secured a contract were unable to start the project because 
of the lack of capital. In such a situation, the SMEs tended to turn to the big 
businesses.  

Kadin’s joint response also commented on the efficiency and costs of 
Bappenas’ proposed procedures. Kadin claimed that their certification schemes 
could be handled in less time and were less costly than the Bappenas 
procedures; this was in fact true since in the Bappenas scheme all procedures 
had to be repeated for each project.433 If companies wanted to tender for more 
projects (which was often the case), they had to deal with a huge amount of 
paperwork. The certificates issued by Kadin’s PBSP or by business associations 
would allow the participation in auctions for different projects. 

Kadin’s main objections against Bappenas’ new system dealt however 
with the lack of transparency and Bappenas’ unwillingness to delegate 
economic power to extra-state actors. The new system would mean a setback in 
the process of the decentralization of economic power.  

The divergences between Kadin and Bappenas reached a level that made 
compromises impossible. Finally, the dossier was handed over to President 
Megawati Soekarnoputri, the successor of Abdurrachman Wahid. Unfortunately 
for Kadin, in 2004 the President decided to make Kadin’s certification by PBSP 
optional rather than compulsory. Consequently, the importance of having such a 
certification procedure diminished dramatically. The entire issue was no longer 
seen as that important.434  

6.5 Summary and Conclusions 

The case study of this chapter deals with the regulation of the procurement by 
the government of ‘office projects’ (e.g. the construction of railways and 
highways, the construction and maintenance of school buildings, teaching 
materials, etc.). In the days of Soeharto, such projects were allocated to private 
companies through direct assignment or auctions. Private companies could only 
participate in the auctions if they were officially registered. Registration was 
only possible if the companies were a member of one of the three official 
business associations. The criteria of assignment and registration were not at all 
transparent, and the procedure excluded many companies. Two years after 

                                                 
433 In my interview (on 3 July 2003) with Datubara, he was very disappointed about this 
omission.  
434 In August 2007 a process was started to create an influential institute dealing with 
government procurement; the institute was to be operational from 2008 (see Kontan, Minggu 
V, August 2007, “Jangan Sampai Menjadi Preman Tender”). This institute, linked to several 
important government institutes, will operate directly under the president and is called LKPP 

(Lembaga Kebijakan Pengadaan Barang dan Jasa Pemerintah). The institute will monitor 
auctions, may cancel the results of auctions, consult parties involved in the auctions, and will 
function as a mediator in dispute settlement. 
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Soeharto stepped down, President Abdurrachman Wahid issued Presidential 
Decree No.18/2000 to govern the future procurement of government projects. 
Direct assignment was abolished; procurement of projects would only take 
place at auctions. Companies could only tender in such auctions if they were a 
member of an accredited association. Moreover, they needed a quality 
certification. The power of accrediting business associations was given to 
Kadin. 

The implementation of Presidential Decree No. 18/2000 was very 
problematic. The main controversy was the process of certification. Bappenas 

and Kadin, major actors in the process of implementing Presidential Decree No. 
18/2000, had very different views on the issue. Bappenas shared the view of 
many business associations that it should be the business associations’ 
responsibility to issue quality certificates allowing the participation in auctions. 
In Kadin’s view, the proposed process of certification would create a lot of 
problems. Some business associations were not prepared for the task of issuing 
certificates, for instance because they had no regional branches, which would 
mean that certification in remote provinces could not be organized efficiently. 
These and other possible problems led Kadin to take the initiative and create its 
own organ to issue certificates, in particular for companies in the provinces; this 
organ consisted of a joint committee, PBSP, consisting of members of Kadinda 
and co-operating business associations. According to the official argumentation 
by Kadin, PBSP would issue certificates on behalf of the co-operating business 
associations, and Kadin would only be responsible for co-ordinating. PBSP 
would fill a gap if business associations lacked the capacity to issue certificates 
themselves. The creation of PBSP by Kadin was very controversial and met a 
lot of resistance both within and outside Kadin. According to the opponents, 
Kadin’s mandate should be limited to an independent monitor of the process of 
certification. If it were to issue certificates itself, this would make Kadin’s role 
as an independent monitor impossible. The issue continued to raise opposition 
by several important business associations and led to increasing tensions 
between Bappenas and Kadin. At some stage, when a deadlock seemed to have 
been reached, the dossier was handed over to the new President, Soekarnoputri, 
the successor of Wahid. In 2004 she decided to make Kadin’s certification by 
PBSP optional, which drastically reduced the importance of the issue; gradually, 
tension was reduced.  

In no other case discussed in this thesis, the role of Kadin caused so many 
problems as in this case study. I will try to explain why Kadin’s role was so 
problematic and what went wrong. First, I would like to emphasize that it is not 
surprising that there are problems and friction as a reaction to a new policy to 
regulate procurement of office projects: after all, great economic interests were 
at stake. For most companies Presidential Decree No. 18/2000 implied new 
positions on the economic chessboard. Some business associations and 
companies lost influence and power (in terms of easier access to project 
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auctions), other ones found new opportunities for gaining access to the auctions. 
It is no surprise that in a competitive environment, such changing positions lead 
to protests and friction. However, the extent to which Kadin’s interventions 
created problems went far beyond a ‘natural protest’ against a change in the 
rules of the game: the positions hardened, arguments were repeated again and 
again, and no compromise could be found. 

In defending its interventions of accreditation and certification, Kadin 
kept referring to Law No. 1/1987 on Kadin, especially Chapter IV, Article 8, 
where it says that:435 

 
… the Indonesia Chamber of Commerce can also conduct: a. 
various services in forms of registration, arbitration, and 
recommendations on Indonesia business, including legalizing 
letters recognizing business companies … 
 

From such texts Kadin deduced its claims to play for instance a role in the 
procurement auctions and to intervene by creating PBSP. The texts in Law No. 
1/1987 were formulated vaguely, and carried all traces of a compromise 
between government and business sector. Kadin wanted a transfer of power to 
the private sector, the Soeharto government resisted. The interpretation of 
almost all texts left much room for maneuvering. They were in no way a 
foundation for a strong and well-defined position of Kadin; interventions by 
Kadin were rather ad hoc and depended on the approval of the government. 
Ever since 1987, Law No. 1/1987 on Kadin was never a sound legal foundation 
for Kadin’s claimed responsibilities. Why would this change after 2000? 

Kadin insisting on Law No. 1/1987 was doomed to fail. Even if Kadin 
had been mentioned in the main text of Presidential Decree No. 18/2000 instead 
of in the Technical Guidance, this would probably not have changed a lot. The 
text of Law No. 1/1987 was too vague and ambiguous, and led to various 
interpretations. Instead of insisting on this act, it would have been much more 
useful if a dialogue between Kadin and Bappenas had taken place to address the 
main issues of the procurement of office projects. Bappenas made a point by 
arguing that the government was the ‘consumer’, and private companies were 
providing a product or service; why should a third party come in? This is a basic 
question. No government, anywhere in the world, is competent to judge the 
technical and managerial quality of proposals for office projects, that are related 
to so many domains of economic life. It has to rely on independent advisors, 
peers or institutions to evaluate project proposals. Many procedures could be set 
up to acquire independent quality advice; many scenarios are possible: one of 
them would be that the Chamber of Commerce were to play a role. This 
Chamber of Commerce may indeed mobilize enough expertise to furnish proper 

                                                 
435 Law No.1/1987 on Kadin, Jakarta; 2004; p.xii. 
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advice or to monitor processes to furnish such advice.436 For quality advice, the 
government of Indonesia could certainly turn to Kadin, provided that it could 
expect the advice to be set up in an appropriate way: based on transparent and 
clear criteria, efficiently and independently, without any external influence or 
pressure from politics or people. Whether the present case study shows much 
evidence that Kadin could meet such expectations will be discussed below. 

A role of Kadin as an independent monitor of processes of quality 
evaluation, and thus as an actor in procurement auctions, can only be successful 
if the government of Indonesia, in particular Bappenas, members of parliament 
and the public believe Kadin to be a competent and independent authority, 
capable of defending the interests of the whole business sector. To a large 
extent, this faith depends on the confidence that the business sector itself has in 
Kadin. Is Kadin seen as an independent organization, with transparent rules and 
regulations, with a management that is accountable and that does not favor 
influential members? Our case study shows that this was not the case (yet). In 
spite of many laudable efforts to have internal debates and procedures to arrive 
at collective responses, the case study shows that Kadin still showed 
institutional weaknesses. In fact, the dissatisfaction on Kadin’s envisaged role in 
the procurement of office projects led to a lot of criticism on the Kadin 
organization. One point of criticism refers to the issue of membership. Many 
Kadin members are not satisfied with Kadin’s regulations on membership and 
voting rights. Especially the privileged rights of some influential individuals are 
criticized. Also the relation between Kadin and the business associations and the 
autonomy of the business associations has not yet been sorted out. Last but not 
least, there is a lot of dissatisfaction among the SMEs, which claim that Kadin 
does not do enough to defend their interests. In particular in this case study, 
where the grand majority of the office projects are executed by SMEs, this point 
has raised a lot of unrest. These weaknesses challenged Kadin’s credibility as 
the organization defending the interests of the entire business sector. 

To conclude the analysis in this chapter, the friction due to the 
problematic implementation of Presidential Decree No. 18/2000 made 
institutional weaknesses of Kadin visible. Kadin’s management and influential 
elite did not seem to be very aware of these.437 Due to this shortcoming, Kadin 
was not able to properly assess the feasibility of its own interventions in the 
process of implementation of Presidential Decree No. 18/2000.438 Kadin seemed 

                                                 
436 Here many issues are at stake, the definitions of quality, criteria of quality, competence of 
the tendering companies, criteria of competence, etc. 
437 In almost all interviews with officials of Kadin about this case study, the critical 
comments dealt with the reactions of opponents. A critical reflection on Kadin’s own 
functioning and its impact is lacking.  
438 Kadin made also some strategic errors, the opponents were right by saying that Kadin’s 
decision to issue certificates itself would be inconsistent with its role of independent 
monitoring of processes of certification.  
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to be obsessed by its (justified) struggle for the transfer of economic power 
from the government to the private sector and for transparency of the 
procurement auctions. However justified this objective was, it was not the full 
problem. Even if a substantial part of the authority on the auctions had been 
transferred to the private sector and the auctions had been much more 
transparent, this would not guarantee that ‘the office projects were to be carried 
out by the most qualified companies in a most efficient way’. This last issue 
would require a lot of preparation, great involvement by and many discussions 
with business associations. Many more aspects play a role – not just procedures 
of accreditation and certification: quality measurement, quality control, 
standardization of product, international standards and requirements, safety, 
environmental constraints, pollution, etc. All these aspects are important in view 
of a growing need to adapt to international standards, required by, for instance, 
WTO and AFTA. Instead of a defensive struggle for authority, Kadin had better 
invested in increasing its credibility by building up competence to make sure 
‘the office projects were to be carried out by the most qualified companies in a 
most efficient way’. 





Chapter 7 Kadin and the Manpower Law of 2003 

7.1 Introduction 

Before 1998, when Soeharto was still in power, labor rights in Indonesia were 
hardly discussed. Instead, they were suppressed and abused.439 Yet, since the 
fall of Soeharto, several changes have been introduced to improve the freedom 
and rights of labor, as well as to secure their material welfare in terms of wages, 
pensions, etc. This chapter discusses one of these changes: the legislation on the 
‘Settlement of Employment Terminations and Determining the Payment of 
Severance Pay, Long Service Pay and Compensation in Firms’.440 The 
discussion in this chapter follows the chronological description of how Kadin 
tried to influence policymaking on this new legislation. 

In 2000, the Minister of Employment and Transmigration issued the 
Ministerial Decree No. 150/2000 relating to changing existing labor laws. This 
decree was revised twice (resulting in the Ministerial Decrees No. 78/2001 and 
Ministerial Decree No. 111/2001) and later turned into the Manpower Law No. 
13/2003. Several articles, dealing with such issues as the settlement of 
employment terminations and long service pay, led to strong reactions from 
employers and to strong, and sometimes even violent, protests from employees. 

The analysis in this chapter focuses on the role of Kadin in the process of 
creating and implementing labor legislation from 2000-2003. We aim at 
addressing the following issues. First, we discuss how Kadin responded to the 
contents of Ministerial Decree No. 150/2000, which were very labor-friendly 
initially. When this decree was issued, Kadin and other business associations 
immediately expressed their worries. They claimed that the articles in the decree 
would lead to a large increase of labor costs, which would endanger the 
country’s economic performance, leading to a decline of the Indonesian 
economy. We will see that due to the criticism of Kadin and others, the 
government was willing to modify some of the articles, which led to Ministerial 
Decree No. 78/2001. 

                                                 
439 Manning, 2004; Van der Eng, 2004. 
440 Keputusan Menteri Tenaga Kerja R.I. Nomor: Kep-150/Men/2000; Tentang Penyelesaian 
Pemutusan Hubungan Kerja dan Penetapan Uang Pesangon (Severance Pay), Uang 
Penghargaan Masa Kerja (Long Service Pay) dan Ganti Kerugian (Compensation) di 
Perusahaan, see “Peraturan Pemerintah RI dan Keputusan Mentri Tenaga Kerja Tentang 
Ketenagakerjaan, Jamsostek, Penempatan TKI, UMR/UMP dan Serikat Pekerja/Buruh”, 
2001, CV. Tamita Utama, Jakarta, pp.41-67), see also Sri Kusumastuti Rahayu and Sudario 
Sumarto, “The Practice of Industrial Relations in Indonesia”, SMERU Research Team, 
March 2003. 
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Second, we discuss how the labor movement reacted to the intentions to 
revise Decree No. 150/2000 and issue Ministerial Decree No. 78/2001. We will 
see that labor protests emerged on a large scale. Next, we will show that the 
reactions from the labor movements again led to a response from the 
government: it modified Decree No. 78/2001 and published Ministerial Decree 
No. 111/2001, which partly reversed earlier modifications as demanded by the 
employers. 

Third, we discuss the process of the increasing tensions between business 
associations and labor unions about the new labor legislation. Ultimately, during 
the presidency of Megawati these tensions led to the creation of a tripartite 
forum of state, business and labor to solve conflicts related to business-labor 
issues. When President Megawati came to power, she appointed Jacob Nuwa 
Wea, a former labour representative, as her Minister of Manpower and 
Transmigration. He managed to finally find a compromise between business 
and labor, which, however, appeared to be a disappointing result for both sides. 

We investigate the process of tripartite interaction between business, 
labor and the government, which led to the preparation and introduction of 
Manpower Law No. 13/2003. In the tripartite dialogue business and labor were 
to negotiate under the guidance of the state. The tripartite dialogue forced labor 
and business representatives to accept compromises on the contents of labor 
market policymaking. At the same time, however, within the framework of the 
tripartite dialogue both parties were also competing to get their interests 
recognized by the state as much as possible. We will briefly address the role of 
the media in the business-labor policymaking process. The media affected both 
success and failure of Kadin’s interventions. 

The discussion of the creation of a new labor law in the early 2000s 
illustrates how Kadin after 1998 was challenged by other, newly emerging 
social pressure groups – in this case the labor movement – which also tried to 
influence policymaking by the state. This was new to Kadin. In our analysis we 
seek to describe and understand to what extent Kadin was successful in 
representing the business sector’s interests in this increasingly competitive 
environment. 

Interestingly, in contrast to the previous two cases, business operated 
collectively, and for the first time Kadin was seen as an important venue for 
representing interests, in this case vis-à-vis labor. Due to this collective 
approach, the analysis suggests that in the end the business sector and Kadin as 
its main representative were successful in changing at least partially the labor 
laws according to their own interests.441 At the same time, the business 
community had to cope with the fact that labor unions played an important role 
in policymaking after 1998. 

                                                 
441 See also Manning (2008) and Caraway (2004) who have shared similar views on this. 
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This chapter is organized as follows. Section 7.2 briefly discusses labor 
legislation and labor rights in the pre-reform period. This describes the context 
in which discussions on reforming labor laws took place during the reformasi. 
Sections 7.3-7.9 chronologically describe the development of, and disputes 
related to, the drafting of new labor legislation between 2000 and 2003. The 
chapter ends with a short summary and conclusions in Section 7.10.  

7.2 Labor Laws before the Reformasi  

Labor legislation in Indonesia dates back to the first years after the 
independence. When Soekarno was President he established a number of laws – 
the first one was ratified as early as 1948442 – that were effectively favoring 
labor. These laws secured workers’ freedom of association and assembly, as 
well the right to strike and bargain collectively over labor rights. In case of 
labor dismissals, so-called dispute-resolution committees consisting of 
representatives of employers, workers and the government had to approve such 
decisions. Firing workers was therefore not easy and even expensive, since 
employers had to make severance payments.443 The most important law in this 
respect was Law No. 1/1951. It included detailed protection for labor and 
discussed issues such as working hours, restrictions on child and woman labor, 
annual leave, etc.444 Table 1 in the appendix provides an overview of labor 
legislation since the country’s independence. 

During Soekarno’s presidency several labor unions were established. In 
most cases, these unions were affiliated to different ideologies and/or religions, 
such as communism, nationalism or the Islam. At the end of the 1950s, there 
were twelve different labor unions, the biggest of them being the All-Indonesia 
Central Labor Organization.445 This union was affiliated with the Indonesian 
Communist Party.446 

 he used his power to issue several decrees that gave the regime 
possibilities to effectively limit labor rights, for example through strict 
registration requirements in case of strikes, and interventions by the military 
and/or policy in cases of labor disputes and strikes.447 Also, striking was made 
more difficult by imposing legal barriers. Moreover, when he came to power, 
Soeharto banned the All-Indonesia Central Labor Organization. In line with the 
corporatist model of the New Order, in 1973 he established one state-controlled 
trade union: the All Indonesia Workers Federation.448 In 1985 this union was 
                                                 
442 Law No. 12 on Labor. 
443 Caraway, 2004. 
444 Manning and Roesad, 2007. 
445 Sentral Organisasi Buruh Seluruh Indonesia (SOBSI) 
446 Partai Komunis Indonesia (PKI). 
447 See appendix Table 2 for a list of ministerial decrees and regulations since the 1950s. 
448 Federasi Buruh Seluruh Indonesia (FBSI). 
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renamed as the All Indonesia Workers Union, or Serikat Pekerja Seluruh 
Indonesia (SPSI).449 Pressure was put on other unions to merge into this state-
sponsored union. Any remaining non-state controlled unions would have no 
access to the state and therefore had hardly any influence. The state-sponsored 
union became an umbrella organization of 21 labor unions representing labor in 
different sectors. In this respect, the union found itself in a similar position as 
Kadin did during the Soeharto regime.  

Especially during the 1980s, the regime was strongly oppressive to 
labor.450 Thanks to international pressure, labor oppression was reduced to some 
extent, leading to the introduction of some regulations favoring labor (such as 
minimum wages and a holiday bonus requirement). Yet, the government never 
really gave up its approach towards labor and continued to be oppressive when 
needed. To conclude, during Soeharto’s regime labor rights were therefore 
effectively neglected. Although labor legislation was protective, at least 
formally, the decrees and military interventions strongly reduced the practical 
effects of this legislation. 
 

7.3 Labor Policies in the Post-Soeharto Period: The Early Days 
 
After the fall of Soeharto, the political landscape changed quite dramatically. As 
has been discussed in Chapter 3 of this thesis, the government – instead of being 
rather immune to outside interference with policymaking – suddenly had to deal 
with increased activism from parliament and society. The political power of the 
President in decision making had been reduced substantially as compared to that 
of Soeharto during the New Order. Moreover, increased activism in parliament 
and the reduced influence of Golkar meant that ministers had to negotiate 
important policy decisions with many different political parties before these 
decisions could be made. Also, social pressure groups became stronger vis-à-vis 
the government and had better access to policymaking processes now that the 
power of the President and executive had weakened. Finally, the government 
was more closely monitored by the media after it had received more freedom of 
press. 

Within this process of political change after the reformasi, labor was 
developing into a force that gradually became more powerful. This was partly 

                                                 
449 The establishment of the FBSI and later the SBSI was embedded in the Pancasila 
ideology on industrial relations. This effectively meant that the labor union was not supposed 
to organize strikes and protests as this would run against one of the central principles of 
Pancasila, which stresses communalism and togetherness. See Sri Kusumastuti Rahayu and 
Sudario Sumarto, ibid., p.5. 
450 During 1983-1988 Sudomo, a former navy official, was Minister of Manpower and 
Transmigration. He adhered to the so-called security approach to reduce the number of labor 
conflicts and violently oppress them when they came to the surface (Caraway, 2004, pp.33-
34). 
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due to the public opinion on how the Soeharto government had treated labor 
before 1998. Actually, Soeharto increased feelings of injustice when in 
September 1997 – just a few months before he had to resign – he passed 
Manpower Law No. 25/1997. This law formalized several restrictions on labor 
and labor union activities, such as limits on strikes and registration requirements 
for labor unions. The law was very controversial and even the state-controlled 
SPSI was against it. Notwithstanding the protests Soeharto passed the law.451 
The oppressive nature and human rights abuse of the Soeharto regime gave 
labor leverage after the reformasi in the sense that people expected the new 
government to compensate for the behavior of the previous regime and to give 
in to at least some of the claims labor was going to make. Moreover, public 
opinion and policymakers had become critical of neo-liberal policies that were 
demanded by the International Monetary Fund and the World Bank during the 
crisis, which especially hit the poor.452 Again, this was expected to lead to more 
attention for labor demands from the government. 

The rising power of labor was also due to international developments. 
One major development was the ratification of International Labor Organization 
(ILO) Convention No. 87 in June 1998. This convention established the 
freedom of association and protection of the right to organize. Although initially 
ratification of this convention did not lead to changing labor policies of the 
Indonesian government (as it remained committed to the Manpower Law passed 
by Soeharto in 1997), continuous pressure from the ILO especially made the 
government decide to improve labor policies. In particular, under the guidance 
of ILO it issued Trade Union Law No. 21/2000, which was one of the first 
major laws that were accepted during the reformasi.453 This law permitted 
workers to establish labor unions at the enterprise level. The establishment of 
this law quickly led to an enormous rise of enterprise unions, which at a higher 
level were organized in labor union federations. The number of labor union 
federations (called labor unions from now on) increased from just one during 
the New Order (namely, SPSI) era to 61 at the end of 2001. These labor unions 
represented approximately 11,000 companies and had 11 million members.454 
The largest and most important labor unions were the Konfederasi Serikat 
Pekerja Seluruh Indonesia (FSPSI), chaired by Jacob Nuwa Wea and 
                                                 
451 Caraway, 2004. 
452 Manning, 2008. 
453 See Manning (2008) and Van der Eng (2004), “Business in Indonesia: Old Problems and 
New Challenges”; see also Sri Kusumastuti Rahayu and Sudario Sumarto, “The Practice of 
Industrial Relations in Indonesia”, 2003, SMERU Research Team, March, pp.5-6. 
454 See SMERU, “Industrial Relations in Jabotabek, Bandung, and Surabaya During the 
Freedom to Organise Era”, May 2002, p.24. Data are from the Directorate General of 
Inspections and Supervision (Binawas), Department of Manpower and Transmigration, 2001, 
and Minister of Manpower and Transmigration Briefing at the Tripartite National Dialogue 
with the Association of All Indonesia Workers Union in Kabupaten/Kota, city of Bekasi, 23 
November 2001. 
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representing about 6,240 enterprise unions; Dewan Executif F-SPSI Reformasi, 
chaired by Andi Hisbulin P and representing 3,150 enterprise unions; Federasi 
Serikat Buruh Demokrasi Indonesia (FSBDSI), chaired by A. Azis Riambo SH 
and representing 121 enterprise unions; and Serikat Buruh Sejahtera Indonesia 
(SBSI), chaired by Muchtar Pakpahan and consisting of 229 enterprise unions. 
In Table 3 in the appendix the full list of all labor unions (in 2001) is given. 

So, one important implication of Trade Union Law No. 21/2000 was that 
it led to an expansion of organized labor and thus a much stronger pressure on 
the government to take into account labor demands as compared to the pressure 
from labor during the New Order regime, when labor was very poorly 
organized. 

Meanwhile, the controversy over Manpower Law 25/1997 led to the 
passing of two laws, the aim of which was to postpone implementation. In the 
end, the 1997 Law was not to be implemented until October 2002.455 This gave 
room for drafting a totally new labor law that aimed at gaining the support from 
all parties involved, in particular labor unions and business associations. 

7.4 Ministerial Decree No. 150/2000 

As discussed above, during the Soeharto regime the government used the 
issuance of ministerial decrees as a way to circumvent existing labor laws, 
enabling them to use these laws in a way that best suited the interests of the 
Soeharto government and/or the business sector.456 After the fall of Soeharto, 
the government again used decrees, though this time it seemed for different 
reasons. One of the most controversial decrees was Ministerial Decree No. 
150/2000 (also known as Kep-150), which focused on industrial relations 
disputes and dispute resolution. This decree was established as a temporary 
solution in anticipation of the drafting of a new labor law.  

Ministerial Decree No. 150/2000 was launched in April 2000 and became 
effective on 20 June of the same year. Decree No. 150/2000 covered a number 
of aspects related to ‘The Settlement of Employment Termination and 
Determining the Payment of Severance Pay, Long Service Pay, and 
Compensation in Firms’. The decree contained several remarkable changes with 
respect to existing labor laws, particularly with respect to the Ministry of 
Manpower regulation No. 3/1996. Decree No. 15/2000 was supposed to replace 
this regulation from the Soeharto era, which had had only little impact on 
regulating disputes and dispute resolution between business and labor. First, 
employees who resigned or who were sacked because they were found guilty of 

                                                 
455 Ford, 2004. 
456 In total 197 decrees were issued during the Soeharto regime, all favoring government and 
business (Nikkei Weekly, 25 June 2001, cited in Caraway (2004)). 
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serious offense457 were entitled to a payment based on the length of their time 
with the company (i.e. length of service pay). Second, the maximum period for 
severance pay was increased from five to seven months of salary, whereas the 
length of long service pay was increased from six to ten months of salary. Third, 
employees were entitled to receive long service payment if they had served a 
minimum of three (instead of five) years. Finally, employers who temporarily 
suspended employees had to pay 75 (instead of 50) per cent of the salary until 
the industrial disputes resolution committee reached a decision.458 

These changes obviously favored labor. With these new rules, it became 
more difficult and more costly for employers to dismiss employees. The 
launching of this labor-friendly decree was undoubtedly affected by the 
increasing influence of labor movements and labor unions. Given the new 
political constellation, it was felt that after the Soeharto period in which labor 
had been repressed, it was now time for change. Moreover, labor was affected 
strongly by the Asian crisis, giving way to increased pro-labor regulation as this 
would reduce the likelihood of increasing unrest within society. In addition, in 
2000, when the decree was introduced, Bomer Pasaribu was the Minister of 
Employment. He had been a leading figure in the labor movement. This may 
have been one of the reasons why the contents of the decree appeared to be 
favoring labor interests.459  

When the decree was launched, the business community strongly 
criticized it. Criticism was aimed at the fact that the decree did not take into 
account business interests. According to the business community, it would lead 
to an impossibly high financial burden for many companies, at a time when the 
Indonesian business sector was much affected by the Asian crisis. The decree 
would strongly reduce Indonesia’s attractiveness to foreign investors and would 
lead to relocation of industries to neighboring countries. Some business 
representatives accused the government of using this decree to improve its 
image among labor.460 Others pointed out that these new rules were added to the 
problems Indonesian business (domestic as well as foreign) already had to deal 
with, such as the high costs of the bureaucracy and a weak institutional 
environment. It was stressed that important industries such as the shoes, 
electronic and textile industries were relocated to other countries such as China 
and Vietnam, mainly because of a weak institutional environment (such as weak 

                                                 
457 For example, by ‘… carelessly or intentionally causing damage, harm or leaving any 
goods belonging to the employer in poor condition’; see Article 18 of the decree. 
458 Table 4 in the appendix covers an overview of the contents of Ministerial Decree No. 
15/2000 as compared to Ministry of Manpower regulation No. 3/1996 with respect to 
determining payment of severance, long service pay and compensation in firms. 
459 In an interview Pasaribu did acknowledge that after years of decrees that mainly favored 
the government and business, the time had come to turn to labor, also because there was fear 
of social unrest due to massive unemployment following the Asian crisis (Caraway, 2004). 
460 Jakarta Post, 20 April 2001, cited in Caraway (2004). 
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law enforcement), high corruption, security problems, and rising costs of 
labor.461 It was said that due to the weak institutional environment, the high 
levels of corruption, the security problems and the rising labor costs, about 50 
textile industries had already been moved to Cambodia and Vietnam.462 The 
new labor laws would make it very hard, if not impossible, for many companies 
to survive the painful economic situation Indonesia experienced during the turn 
of the century.  

The business association for the shoes industry, Aprisindo (Asosiasi 
Persepatuan Indonesia), was one of the first to criticize the decree, pointing out 
the negative effects for business in general and for the shoes industry in 
particular. Although the association was relatively small, it still had a lot of 
influence within the Indonesian business sector, because of the charismatic 
secretary-general Djimanto and Chairman Anton Supit, who put Aprisindo at 
the centre of many discussions about state-business relations.463 The criticism of 
this business association was soon adopted by other associations, such as the 
Union of Indonesia Export Companies,464 led by secretary-general Toto 
Dirgantoro, by the Indonesian Apparel Manufacturers Association (AAMI) and 
the Indonesian Toy Business Association (APMI), and by the director of the 
Indonesian Textile Association API (Asosiasi Pertekstilan Indonesia), Benny 
Soetrisno.465  

Apindo, the Indonesian Employers’ Association, also criticized the decree 
and recommended the government to revise.466 Similar demands were voiced by 
Kadin at various occasions. At various occasions Kadin recommended revising 

                                                 
461 Data collected by the World Bank on the quality of the institutional environment for 214 
countries in 2000 actually seem to support this view. In a sample of 188 countries for which 
information about the quality of the rule of law (measured as perceptions of the extent to 
which agents have confidence in and abide by the rules of society, and in particular the 
quality of contract enforcement, property rights, the police, and the courts, as well as the 
likelihood of crime and violence) was available, Indonesia ranked number 160 – just above 
Togo and Burundi. With respect to regulatory quality (measured as the ability of the 
government to formulate and implement sound policies and regulations that permit and 
promote private sector development) the same dataset shows that Indonesia ranked number 
125 of the 188 countries for which data were available: just below the Ivory Coast and just 
above the Kyrgyz Republic. Finally, with respect to control of corruption Indonesia is one of 
the worst performers of all countries in the dataset, ranking number 166 of the 187 countries 
for which data were available. See Kaufmann, Kraay and Mastruzzi, Governance Matters IV: 

Governance Indicators for 1996-2004, World Bank, 2005. 
462 See Business News, 26 January 2001. 
463 Djimanto and Anton Supit were often invited for public discussions with labor unions and 
the government. 
464 Gabungan Perusahaan Eksportir Indonesia. 
465 Kompas, 24 June 2001, “Nasib Buruh Memperpanjang Daftar Keluhan Sektor Usaha”, in 
Industrial Relations in Jabotabek, Bandung, and Surabaya During the Freedom to Organize 

Era, Smeru and USAID/PEG, May 2002, p.18. 
466 Suara Pembaruan, 27 January 2001. 
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Ministerial Decree No. 150/2000:467 in January 2001 the chairman of the Kadin 
Department of Public Policy, Fadel Muhammad, was one of the first Kadin 
officials who strongly recommended the government to revise Ministerial 
Decree No. 150/2000,468 and also Aburizal Bakrie, chairman of Kadin, openly 
complained about the adverse impact of the decree on business.469 In a more 
elaborated reaction to the launch of the decree, the Kadin chairman of the 
special task force for manpower issues,470 Hasanuddin Rachman, stated that 
according to Kadin 27 articles of the 37 articles of the decree needed to be 
changed.471 Of these articles seven needed to be revised completely.472 These 
articles dealt with issues such as payment to employees in case of voluntary 
resignation, housing, and the rule that business should pay 75 per cent of salary 
in case of dismissal. With respect to this last issue, Rachman argued that the old 
rule of 50 per cent was fair enough. Moreover, he argued that long service 
payments should stop after six months as was the situation before the decree 
was launched, instead of it being extended to ten months. Especially the item 
referring to the rule that employers had to pay employees who voluntarily 
resigned met with a lot of resistance among the business people.  

The above discussion clearly shows that among representatives of the 
business sector, there was a general consensus that Ministerial Decree No. 
150/2000 harmed the interests of Indonesian business. Business representatives 
insisted that the decree should be replaced, or at least revised, in order to 
improve the balance between the interests of labor and business. Kadin and its 
representative in labor affairs, Apindo,473 played a pivotal role in voicing the 
complaints. The consensus among businessmen on this issue was one of the few 
occasions in which Indonesian business seemed to speak with one voice. In 
many other cases, and at least with respect to the cases discussed in Chapters 5 
and 6, such a consensus was lacking due to conflicting interests of different 
subclasses of businessmen. The strong consensus of business on the issue of 
Ministerial Decree No. 150/2000 also allowed Kadin to play an important role 
as a representative of business interests. Perhaps for the very first time, Kadin 
was actually functioning as the peak organization representing business 
interests. 

                                                 
467 “Sikap Resmi Apindo, dan Kadin Indonesia, Kompartemen Antar Lembaga 
Ketenagakerjaan”, Jakarta, 9 April 2001; see also Business News, 26 January 2001. 
468 Bisnis Indonesia, 25 January 2001. 
469 Bisnis Indonesia, 4 April 2001. 
470 Pokja Ketenagakerjaan Kadin Indonesia; ‘pokja’ is short for ‘kelompok kerja’, which can 
be translated as working group set up to accomplish specific tasks. This special task force 
was installed by Kadin to formulate a formal reaction to the launch of the decree. 
471 Suara Pembaruan, 27 January 2001. 
472 The articles that were heavily criticized were the following: article 15 (clause 1), 16 
(clauses 1 and 4), 18 (clauses 3 and 4), 19 (clause 3), 21, 22, and 26. 
473 See Chapter 4 for a detailed discussion of the relationship between Kadin and Apindo. 
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Because of the strong and widespread opposition by Kadin and sectoral 
business associations against Ministerial Decree No. 150/2000, the government 
decided to revise and replace the decree. The government became more and 
more convinced that the institutional climate for (foreign) investors had to be 
improved and that the reallocation of various industries to countries like China 
and Vietnam had to be stopped. This change was possible especially after the 
Minister of Manpower and Transmigration, Bomer Pasaribu, was replaced by 
Hamdi Al Hilal. The new minister was more pro-business, and this clearly 
increased opportunities for business and for Kadin to successfully raise its voice 
and demand changes to the decree. The government made its intentions of 
revision public in November 2000. Kadin made it clear474 that it wanted to be 
involved in the process of revising the decree in order to be able to influence 
decision making regarding labor policies and to defend business interest.475 

7.5 Labor Opposition against Revising Ministerial Decree No. 

150/2000 

When the government announced its intentions to revise and replace Ministerial 
Decree No. 150/2000, several labor organizations were strongly to opposed to 
this and immediately mobilized their organizations to make their wishes heard 
with both business and the government. The two most influential (and 
independent) labor organizations FSPSI476 (All Workers Labor Union) and 
SBSI477

 (Indonesian Welfare Labor Union) were among these organizations.478 
They advised the government not to revise the decree, but only provide 
additional explanations with respect to some articles. Some individual labor 
representatives also were opposed to the government’s intentions to replace the 
decree. Among those who openly expressed their discontent with the 
government’s policy were influential labor union officials like Jacob Nuwa 
Wea, chairman of FSPSI, Andi William Sinaga, the public relations officer of 
the National Board of SBSI (DPP-SBSI),479 Kus Haryanto, secretary of the 
Tripartite Department of SBSI, Muchtar Pakpahan, chairman of SBSI, and 
Raswan Suryana, secretary-general of SBSI.  

Raswan Suryana was against the government’s intentions of revising the 
decree, because according to him the potential dangers as perceived by business 
in terms of industrial relocation to neighboring countries were not because of 
the new labor legislation, but mainly because of the weak institutional 

                                                 
474 As expressed for instance by Pungky Bambang Purwadi, the then chairman of Kadin-DKI. 
475 Kadin Daerah Khusus Ibukota or the regional (Jakarta) branch of Kadin. 
476 Federasi Serikat Pekerja Seluruh Indonesia. 
477 Serikat Buruh Sejahtera Indonesia. 
478 Kompas, 9 February 2001. 
479 Dewan Pengurus Pusat SBSI. 
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environment and the related high level of corruption in the bureaucracy, leading 
to forceful constraints on and high costs for doing business in Indonesia. He 
argued that therefore the remedy to the problem of industrial relocation was not 
to revise Ministerial Decree No. 150/2000, but to combat bureaucracy and 
corruption.480 Jacob Nuwa Wea was also against any revision.481 His opinion 
actually had great weight among labor, since he was not only chairman of the 
influential FSPSI but also a member of the PDI-P,482 at the time the dominant 
political party in parliament. In his view the government should go no further 
than to provide additional explanations to some of the articles of the decree, 
instead of revising the drcree. This view was supported by the secretary of the 
Tripartite Department of SBSI, Kus Haryanto. 

As is shown by the above discussion, the intentions of the government to 
revise Ministerial Decree 150/2000 met with strong opposition from labor. 
Regarding the labor law policies, the government had to maneuver between 
different interests in society. This was a major change for policymakers in 
Indonesia as compared to the situation during the New Order, when the 
President and the cabinet could simply make decisions without consulting 
society. Clearly, this was no longer possible in the new situation after 1998.  

7.6 Labor Laws are Changed Again: Ministerial Decrees 

78/2001 and 111/2001 

In spite of labor’s strong opposition, the government yielded to the views of the 
business sector and decided to revise the contents of Ministerial Decree No. 
150/2000. On 4 May 2001, Minister Hamdi Al Hilal launched Ministerial 
Decree No. 78/2001, which was to replace Decree No. 150/2000.483 Whereas 
No. 150/2000 was clearly pro-labor, No. 78/2001 signified a clear set-back of 
labor rights. The decree contained major revisions of articles of Decree No. 
150/2000 that were considered most problematic by the employers.484 The labor 
                                                 
480 Suara Karya, 2 February 2001; Kompas, 9 February 2001. 
481 See Jacob Nuwa Wea’s statement during a panel discussion organized by F-PDIP (Fraksi 
Partai Demokrasi Indonesia Perjuangan) in Jakarta in February 2001. 
482 See Chapter 3 for a discussion of the political parties of Indonesia since 1997. PDI-P was 
the new PDI that emerged after severe internal conflicts and incidents, inflicted by 
interventions of the state (27 July 1997). PDI became into PDI-P (Partai Demokrasi Indonesia 
Perjuangan) led by Megawati Soekarnoputri, daughter of the late Soekarno.  
483 Ministerial Decree No. 78/2001 issued by the Minister of Employment and 
Transmigration. 
484 In particular Ministerial Decree No. 78/2001 was changed with respect to the following 
articles: article 15 (clause 1), 16 (clauses 1, 2 and 4), 17, 18, 26 and 35. It did not make 
changes with respect to some pressing demands from business to also change articles 19, 21 
and 22, however. See Appendix table 4 for a comparison between Ministerial Decree No. 
150/2000 and No. 78/2001. See: SMERU, Industrial Relations in Jabotabek, Bandung, and 
Surabaya During the Freedom to Organize Era, May 2002, pp.19-20. 
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unions, however, did not want to accept the changes because of this set-back of 
rights. Moreover, the changes were made by the government without consulting 
the unions. As a reaction to the launch of the decree therefore, some labor 
unions organized strikes. In East Java, for example, FSPSI organized a strike on 
21-23 May.  

After the launch of the decree the minister delayed implementation, 
hoping that labor representatives could be convinced of the need for the 
changes. Although Minister Hamdi Al Hilal reiterated his view that the 
measures were taken in the national interest and were needed to stop 
unemployment figures from rising, he offered to partially revise Ministerial 
Decree 78/2001.485 On 16 May 2001, a Surat Edaran was published,486 which 
led to a delay of 14 days of the implementation of Decree 78/2001. However, 
the unions were not satisfied with the revision since it did not substantially 
change the policy. So, when the government failed to convince the unions of the 
need for the changes, the decree came into force on 31 May. 

On this last day of May 2001, the minister launched Decree No. 
111/2001, along with Ministerial Decree 78/2001.487 By launching this 
complementary decree, the government made it possible for companies to 
formulate their own internal regulations regarding some of the labor regulations 
that were so controversial. These internal regulations could overrule official 
regulations in certain circumstances. Thus, the launching of Decree No. 
111/2001 was to be seen as a compromise between the opposite positions of 
labor and business in the hope that the conflicts between both parties could be 
reduced. Soon, however, this strategy turned out to be unsuccessful. Replacing 
Ministerial Decree No. 150/2000 by Decrees No. 78 and No. 111 did not end 
the business-labor conflicts at all. 

Putting into force Ministerial Decree No. 78/2001 led to strong reactions 
from labor. Everywhere in the country, massive protests and rallies were 
organized and demanded the restoration of Decree No. 150/2000. In early June, 
the office of the local governor in East Java was besieged by thousands of 
protesting workers.488 About 38,000 workers in Purwakarta, West Java, 
threatened to deploy massive rallies as a protest against the government and 
demanded the resignation of the Minister of Manpower and Transmigration, Al 
Hillal.489 In Semarang, East Java, a large number of labor unions and other civil 
society organizations joined forces and demanded the withdrawal of Decree No. 

                                                 
485 As a compromise to satisfy labor demands, he revised Article 35A of Ministerial Decree 
No. 78/2001 on the compensation to be paid to employees who are accused of misbehavior. 
486 Surat Edaran No. 151.SB.01.13.2001. 
487 See Eggi Sudjana, “Peraturan Pekerja Peraturan Buruh 2000-2002”, 2002, Durat Bahagia, 
Jakarta, pp.75-77; also see appendix table 4 of this chapter for a comparison between 
Ministerial Decree No. 15/2000 versus Ministerial Decrees No. 78/2001 and No. 111/2001. 
488 Suara Karya, 6 June 2001, and Koran Tempo, 8 June 2001. 
489 Koran Tempo, 16 May 2001. 
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78/2001. In Samarinda, East Kalimantan, thousands of laborers went on strike, 
and about 500 representatives went to the local government office to demand 
the cancelation of the decree.490 In Medan on Sumatra, protests were organized 
against the government’s labor policies, again mobilizing thousands of 
protesters.491  

At various occasions, local authorities seemed inclined to give in to the 
demands of the protesters. As discussed in Chapter 3, after the decentralization 
policies, which had started with the establishment of Law No. 22/1999 on 
‘Local Autonomy and Law,’ local authorities had obtained the power to decide 
on these matters at the local level. Thus, for example, workers’ representatives 
in East Kalimantan had a meeting with the local parliament, which was attended 
by representatives of the Indonesian Employers’ Association Apindo. In 
response to the labor rallies, the vice-governor of East Kalimantan, Yurnalis 
Ngayoh, promised to send a formal letter to all business enterprises in the region 
asking them to restore Ministerial Decree No. 150/2000. When in Tangerang, 
West Java, thousands of labors organized a rally demanding the cancellation of 
Decree No. 78/2001, the mayor canceled the decree and restored Decree No. 
150/2000.492 In a short period of time, local authorities of 19 different regions 
decided to cancel Decree No. 78/2001 and restore No. 150/2000. 

Meanwhile, business representatives kept on raising their voices during 
the period of massive labor protests. Again, Apindo played a leading role. 
Prominent representatives of this organization such as Djimanto and Anton 
Supit493 reiterated their criticism on the Ministerial Decree No. 150/2000.494 
According to Anton Supit, the revisions in Decree No. 78/2001 did not go far 
enough to solve the problems the business sector had with Decree No. 
150/2000. Of course, this was like pouring oil on the fire, making the conflict 
over the decree between labor and business even more intense. 
In the media the conflict between business and labor about the decree received a 
lot of attention. In most cases, the claims made by labor were supported. The 
way the media covered the conflict expressed the widely felt belief that after the 
fall of Soeharto the government should become more responsive to labor 
demands in general. 

                                                 
490 Kompas, 2 June 2001. 
491 Koran Tempo, 12 June 2001. 
492 Media Indonesia, 22 May 2001. 
493 As mentioned above, Djimanto and Supit were both leading figures in Aprisindo, the 
Indonesian association for the shoe industry. Because they both were charismatic business 
leaders, they were asked to play an active role in Apindo as well. Djimanto was vice-
chairman and Supit a regular member of Apindo. 
494 Suara Pembaruan, 15 June 2001. 
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7.7 The Business-Labor Conflict Continues 

Both labor and business were unhappy with the situation as created by the 
government and its policy on establishing labor rights. Soon after issuing 
Ministerial Decrees No. 78/2001 and 111/2001, Jacob Nuwa Wea, chairman of 
FSPSI, recommended that the government should withdraw both decrees 
because of the escalation of labor rallies, which at times became violent.495 This 
recommendation was supported by Bomer Pasaribu, the former Minister of 
Employment and Transmigration, who had issued Decree No. 150/2000. Bomer 
Pasaribu argued that both decrees were rejected in 19 regions anyway. He also 
stressed that both decrees violated higher legislation, referring to Labor Law 
No. 12/1964 which specifically dealt with employment termination in private 
firms (see Table 1 in the appendix), as a decree has a lower legal status than a 
law.496 Finally, he argued that the contents of Decree No. 150/2000 were 
temporary only. As soon as the new labor law would be ratified by the 
parliament, the regulations of the decree would be replaced anyway. So, why 
not withdraw the decrees and wait for the new law? 

The chairman of DPP-FSPSI,497 Hikayat Atika Karwa, recommended 
postponing the implementation of the two ministerial decrees until the new 
labor law was ratified by parliament. At the same time, the labor movement 
organized new rallies in Bandung, Surabaya and Jakarta.498 On 11 June 2001, 
labor demonstrated at the Presidential and vice-Presidential palace in Jakarta.499 
Moreover, labor rallies were organized in Surabaya and Medan. Meanwhile, 
labor unrest intensified in Bandung and in Kediri at Gudang Garam, a major 
cigarette factory. A popular protesters’ slogan was ‘down with Ministerial 
Decree 78/2001, it is favoring business and undermining labor’.500 On 13 June 
2001, unrest grew even more when a mass rally was organized in Jakarta during 
which the demand to cancel Decree No. 78/2001 was supported by the local 
parliament of Jakarta and by the governor of the DKI-Jaya, Sutiyoso. A similar 
move was made by the local authorities in Surabaya. Also in Batam, authorities 
took the initiative to postpone the Ministerial Decree No. 78/2001.501 Here, the 
argument was that this decree (instead of Decree No. 150/2000) was 
jeopardizing foreign investment, as these foreigners threatened to leave the 

                                                 
495 Media Indonesia, 16 June 2001. 
496 John Handol ML, an influential businessman, also stressed that Ministerial Decrees No. 
78/2001 and 111/2001 violated Law No. 12/1964; see Suara Karya, 26 July 2001, John 
Handol ML, “Buruh Terjepit Undang-Undang”. 
497 DPP-FSPSI represents the FSPSI labor organisation at the national level. 
498 Republika, 14 June 2001.  
499 Again, the protest focused on the rising prices and insufficient labor rights.  
500 “Cabut Kep 78/2001, Pengusaha Dienakin, Buruh Dicuekin”. 
501 Bisnis Indonesia, 15 June 2001. 
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country due to labor unrest.502 On 13 and 14 June 2001 labor demonstrations in 
Bandung and in Sidoardjo turned violent. Several incidents between 
demonstrators and the police were reported. In Bandung the local authorities 
announced that Ministerial Decree No. 78/2001 would be postponed. To some 
people these steps seemed justified, since it reduced labor unrest and its 
destructive effects on the economy and stability of society; to others they were a 
testimony of weakness and policy inconsistency. 

The government tried to respond very carefully to these demands of both 
labor and business. In doing this, it took into account the fact that the decrees 
were to be elements of a process towards the establishment of a new labor law. 
The secretary-general of the Ministry of Manpower and Transmigration claimed 
that the two decrees should be seen as products of tripartite negotiations, 
involving business, labor and the government.503 Because of this the decrees had 
to be acknowledged by all parties involved. 

The opinion of President Wahid played an important role as well.504 
According to him, Ministerial Decree No. 150/2000 should be replaced by 
Decrees No. 78 and 111/2001, because of the negative impact Decree No. 
150/2000 was expected to have on foreign direct investment.505 At the same 
time, he suggested some modifications to the implementation of the decrees. In 
particular, those regions or companies that had already successfully 
implemented Ministerial Decree No. 150/2000, could continue to use this 
decree. For the remaining regions and companies, labor should be allowed to 
propose recommendations for a pro-labor policy.506 His position on the decrees 
was opposite to those of many local governments and of the national 
parliament, which was to restore Decree No. 150/2000. Apparently, his position 
was also not influenced by the continuing and increasing labor rallies. 

Mainly because of labor unrests, parliament – by way of Committee 
VII,507 a parliamentary committee that specifically deals with industrial relations 

                                                 
502 The general manager of Batamindo Industrial Park in Batam, John Sulistyawan, stated that 
inflows of foreign investment were mainly determined by three factors: security; law and 
order; and peaceful labor-business relations. He supported the rejection of the Ministerial 
Decree No. 78/2001 to avoid labor rallies in Batam. 
503 This claim was contested by many people; see e.g. Jacob Nuwa Wea’s interventions 
during a meeting of Committee VII of parliament, to be discussed later in this section.  
504 Although the influence of the president in Indonesia was weakened very much after the 
reformasi, the voice of the president still mattered. It did occur sometimes that the opinions of 
the president and governmental officials diverged. This was also the case regarding the 
question whether or not Ministerial Decree No. 150/2000 should be restored.  

505 Media Indonesia, 13 June 2001; Bisnis Indonesia, 13 June 2001. 
506 This was mentioned in the meeting between the president and labor representatives of the 
DPP (Dewan Pengurus Pusat) of Federasi Serikat Pekerja Seluruh Indonesia (FSPSI) and 
nine members of DPD (Dewan Pengurus Daerah) in the presidential palace. 
507 Ketenagakerjaan Komisi VII DPR. 
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– finally recommended to restore Ministerial Decree No. 150/2000.508 To 
support this decision, Hadi Wasikun, a member of Committee VII, referred to 
the fact that 65 enterprise unions, local parliaments, governors and vice-regents 
had officially rejected Ministerial Decree No. 78/2001. So, there seemed to be 
strong support for this decision, at least among labor and local governments. Of 
course, Kadin and a large number of business associations remained strongly 
against restoring Ministerial Decree No. 150/2000. At the same time, however, 
although Ministerial Decree No. 78/2001 was more in line with their interests, 
they were not very satisfied with this decree either. Only Aprisindo explicitly 
welcomed this decree to avoid further labor turmoil. The chairman of the labor 
union FSPSI, Jacob Nuwa Wea, who was also a member of the committee and a 
leading figure in PDI-P, argued that Ministerial Decree No. 78/2001 was not the 
outcome of representative tripartite negotiations between business, labor and the 
government anyway, and should therefore be withdrawn. 

Meanwhile, the support labor gained from local governments seemed to 
help reduce labor protests at least to some extent. For instance, in Sidoardjo, 
East Java, vice-regent Saifullah, agreed to restore the Ministerial Decree No. 
150/2000 because of the devastating effects of the labor rallies. As a response, 
the chairman of the FSPSI branch in Sidoardjo, Dikdik Bagio Utomo, stopped 
the rallies. In Semarang, the vice-chairman of the FSPSI branch of East Java, 
Sitompul, expressed his appreciation for the local government which had sent 
orders to 35 regents and mayors in East Java to restore Decree No. 150/2000. 

The conflict between business and the labor movement on the new labor 
legislation also led to reactions and discussions from the public. One of the 
main issues that were discussed dealt with the growing importance of tripartite 
deliberations between the business sector, labor unions, and the government.509 
Among those who were stressing the importance of such a tripartite mechanism 
were Hadi Soestastro, executive director of CSIS,510 Julius Rizaldi,511 chairman 
of the central board of the Association of Indonesian Lawyers DPP-Ikadin,512 
and James Castle,513 chairman of the American Chamber of Commerce in 
Jakarta, who suggested to change the existing paradigm of perceiving labor, 
business and government as conflicting parties into a new paradigm where the 

                                                 
508 Kompas, 14 June 2001. 
509 Sri Kusumastuti Rahayu and Sudario Sumarto, “The Practice of Industrial Relations in 
Indonesia”, by SMERU Research Team, March 2003, pp.16-20.  
510 Centre for Strategic and International Studies, a leading research institute in Jakarta, 
where many national and international meetings are held.  
511 Bisnis Indonesia, 8 July 2001, “Solusi Meredam Perseteruan antara Pengusaha dan 
Buruh”. 
512 DPP-Ikadin: Dewan Pengurus Pusat Ikadin. 
513 Suara Pembaruan, 19 July 2001, “Keharmonisan antara Pekerja dan Pengusaha”.  
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parties are partners514 rather than rivals. Developing a tripartite mechanism 
would improve information exchange and create an understanding for each 
other’s positions and views. This would help decision making with respect to 
difficult issues like labor rights, which would be supported by all three 
participants. 

Before 1998 and in the early years of the reformasi, most business-labor 
disputes were settled by bipartite negotiations between employers and 
employees.515 In 2000 and 2001, however, at a regional level several business-
labor disputes were solved by setting up a tripartite forum of labor, business and 
local government. This was the case, for instance, in Bekasi in 2001 on 
minimum wages, in Surabaya in 2000 on various issues, and in Tangerang in 
2000 on the raise of oil prices.  

Yet, other participants in the public debate continued to emphasize that 
labor right policies were not the main issues in Indonesia. Bomer Pasaribu, the 
former Minister of Manpower and Transmigration, frequently stated that the 
crucial issues were security and political instability, and related to these the high 
level of investment risk. In terms of labor, he said, Indonesia was still attractive 
because of the lower wages in comparison with neighboring countries such as 
Malaysia and Thailand. According to Dikdik Rachbini,516 the major problem in 
Indonesia was the mismanagement of economic resources and corruption. 
Efforts to solve these problems were prerequisites for solving labor-business 
problems. Notwithstanding these critical remarks, labor rights reforms remained 
high on the agenda in Indonesia. 

7.8 Towards the Manpower Law of 2003 

After the labor rallies had turned violent mid-June 2001, Vice-President 
Megawati Soekarnoputri charged the co-ordinating Minister for Social, Political 
and Security Affairs, Agum Gumelar, with the task of co-ordinating efforts to 
settle labor-business disputes. Clearly, the government realized it was time for 
some serious action in order to solve the problems regarding labor rights. In 
particular, it had come to the conclusion that the conflict could only be solved 

                                                 
514 See also Paulus C. Nitbani, who comments on the communication problems between the 
partners, which have to be overcome; see Suara Pembaruan, 10 June 2001, 
“Kepmennakertrans Nomor 78 Tahun 2001: Mempersoalkan Nasib Buruh dan Pengusaha”. 
515 Examples are the long-lasting disputes in Bogor on labor demands, the disputes in 
Surabaya (in 1994, 1996, 1998, and 2000) on various issues and the widespread disputes on 
factory automation in 1996. 
516 Dr. Dikdik Rachbini from the Economics Department of Universitas Indonesia, also a 
member of Committee VI of parliament, is a leading economist in Indonesia, who is often 
invited by the media and at governmental meetings to give his views on numerous economic 
issues.  
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by co-ordinated action involving both labor and business representatives, which 
should work together with the government.  

On 15 June 2001, a meeting was held chaired by Agum Gumelar. Present 
were the Minister of Manpower and Transmigration, Al-Hilal Hamdi, and 
representatives of three business associations and 18 labor unions. The meeting 
was meant as a first attempt to establish a representative tripartite committee 
consisting of representatives of business associations, labor unions and the 
government. The committee would discuss labor-business problems and make 
suggestions to the Minister of Employment and Transmigration on how to solve 
them. During the meeting it was decided to postpone the implementation of 
Ministerial Decree No. 78 and No. 111/2001 and to restore Decree No. 
150/2000 for a month – until the new tripartite committee had been 
established.517  

The initiative to establish a tripartite committee was brought up at a 
meeting in Geneva during the 89th ILO (International Labor Organization) 
Conference, which was held from 5 to 21 April 2001.518 The meeting was 
convened by the Indonesian Ambassador with the UN in Geneva to discuss the 
labor-business tensions in Indonesia. Representatives from both labor and 
business were present at this meeting.519 Since the conflicts over the new labor 
legislation had turned so violent, all parties realized that a solution to the 
conflict was absolutely necessary. Companies were afraid of losing their 
business and losing out on foreign economic and financial support. Both were 
indispensible to recover from the economic crisis in business since 1998. Labor 
on their part realized that continuing the conflict would eventually hurt workers, 
as it could lead to massive unemployment if the crisis were to continue or even 
intensify. The fact, therefore, that both representatives of business and labor 
were present in Geneva showed that the initiative to actively develop a tripartite 
mechanism to solve business-labor disputes was supported by both sides. 

In the Indonesian context, tripartite deliberation was not an unknown 
phenomenon. Actually, already during the New Order tripartite deliberations 
were used in business-labor relations, at least officially. The principle of these 
deliberations fitted into Pancasila, in which communalism and togetherness 
were prominent. In practice, however, these deliberations did not involve real 
co-operation between the parties involved since, as is already discussed, labor 
was effectively suppressed. In this context, the ideology was used as an 

                                                 
517 Republika, 16 June 2001. 
518 Suara Pembaruan, 16 June 2001. 
519 The business sector was represented by Suparwanto from Apindo, the government by 
Edison Situmorang, and the labor unions by Andre Maramis (from DPP-FSPKP), A. 
Kusumanegara (from DPPS Arbumusi), Ferry Julyantono (DPP-Gabungan Serikat Pekerja 
Merdeka Indonesia/Gaspermindo), Timboel Siregar (adviser), HL Amri (DPP-SPNI), Miyadi 
Suryadi (Gaspermindo Baru), Sultan Meranjat (SRI), Rekson Silaban (DPP-Serikat Buruh 
Sejahtera Indonesia/SBSI), and Haryono (KNPI). 
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argument to stress that labor was not supposed to organize strikes and protests 
as this would run against the principles of communalism and togetherness. 
Interestingly, in the new political setting after the reformasi, the Pancasila 
principles finally seemed to be effectuated and seemed to be helpful in solving 
business-labor disputes regarding the new labor law. 

Initially, however, the establishment of the tripartite committee 
(Tripartite Nasional) failed, due to the inability of labor to select its 
representatives.520 The largest labor union FSPSI (by way of its chair Jacob 
Nuwa Wea) wanted to adopt different criteria of representation than the other 
labor unions. In particular, while the FSPSI preferred the proportional system 
which would benefit the biggest union, the medium-sized and small unions 
preferred the coalition system, which would give all unions equal 
representation. This led to an impasse as no decision on this matter was taken, 
which meant that after one month the committee was still not established. As 
was decided at the meeting of 15 June Decree 78/2001 was to be restored. On 
17 July 2001, Jacob Nuwa Wea challenged the Minister of Manpower and 
Transmigration by suggesting that Ministerial Decree No. 78/2001 should not 
be restored, but instead Decree No. 150/2000 should remain effective until 
parliament had formulated the new labor law. Yet, Minister Al-Hilal Hamdi 
found it too risky to postpone the restoration of Ministerial Decree No. 78/2001 
because of the perceived negative impact of Decree No. 150/2000 on 
business.521 

The situation changed when at the end of July 2001 Megawati 
Soekarnoputri became the new President of Indonesia. During her Presidential 
campaign she claimed that during her presidency she would strive for 
improving the position of the poor and the blue collar workers. This was 
reflected in her choice of the people who became cabinet members. With 
respect to labor issues, she made an important decision by replacing Al Hillal 
Hamdi, who as Minister of Manpower and Transmigration had been favoring 
business interests more than those of labor; as the new minister she appointed 
Jacob Nuwa Wea, the leading labor representative and a former member of 
parliament for the PDI-P (Megawati’s party). The fact that he had a background 
as a leading labor representative, plus the fact that he was a member of 
Megawati’s party made him the best candidate for this position. 

The impact of this decision became obvious right away. On 10 August 
2001, the new Minister of Employment and Transmigration stated that 
Ministerial Decree No. 150/2000 would continue to be effective until another 
policy protecting labor interests was established. Obviously, business 
associations were not happy with this decision. The new minister also 
announced he would start an investigation into the question to what extent 

                                                 
520 Kompas, 10 July 2001, see also Media Indonesia, 27 June 2001. 
521 Suara Karya, 12 July 2001. 
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Decree No. 150/2000 affected the move of industries from Indonesia to 
neighboring countries. Finally, he expressed his intentions to improve 
communications with Kadin and Apindo. 

This sudden change in the political landscape together with the rather 
violent labor rallies of the past few months meant that the role of Kadin and 
other business associations in the business-labor disputes came under great 
pressure. The restoration of Ministerial Decree No. 150/2000 in fact implied the 
end of the disputes between business institutions and labor, at least for the time 
being. Business had lost the battle and had to wait for new opportunities to 
voice their interests and influence decisions regarding labor rights to support 
these interests. All attention now focused on parliament’s preparations of the 
draft of a new law on the settlement of business-labor disputes. The business 
associations had no other option than to refocus their efforts and participate in 
the preparations of the new law as much as possible. 

7.9 Drafting the Manpower Law of 2003 

As mentioned before, the last time labor rights law had been ratified by 
parliament was in 1997 (Law No. 25/1997).522 However, this law met with 
strong opposition from labor and was therefore postponed on 1 October 1997 
until October 2002. So, formally at least, Labor Law No. 22/1957 on labor 
dispute settlement and Law No. 12/1964 on protecting labor rights in private 
companies continued to be the legal basis for the labor rights.523 A new labor 
law should replace these old laws. In August 2001 the government started the 
process of preparing drafts for the new law. The government managed to 
informally involve a large number of labor and business organizations in the 
process. The process of drafting a new law took a long time. It was only in 
February 2003 that two drafts were presented in parliament:  the draft for the act 
Penyelesaian Perselisihan Hubungan Industrial and the draft for the act on labor 
(Ketenagakerjaan). 524 

These drafts were the result of discussions between labor and business 
representatives during a series of meetings facilitated by the government. 
Therefore, it was expected that the discussion of the drafts in parliament would 
not face that many problems.525 Surprisingly, when the drafts were presented in 
parliament, both labor unions and business associations criticized the contents. 

                                                 
522 Suara Pembaruan, 2 February 2003. 
523 UU No. 22/1957 tentang Penyelesaian Perselisihan Perburuhan dan UU No. 12/1964 
tentang PHK Diperusahaan Swasta. 
524 On 3 February 2003, the drafts were passed to the Pansus (Panitia Khusus). As discussed 
in Chapter 5, a Pansus is a special committee set up by parliament if the text of a law has to 
be drafted, discussed, modified, and ratified or rejected by parliament. 
525 This was stated by the chairman, also a member of Committee Komisi VII of parliament, 
of the Tim Kecil Pembahasan Informal RUU Ketenagakerjaan oleh Buruh dan Pengusaha. 
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The discussions about the new labor law once again seemed to reach a 
deadlock. In an attempt to revive the discussions, Minister Jacob Nuwa Wea 
organized another series of meetings between business and labor to rewrite the 
drafts. Initially, however, these meetings did not lead to a satisfactory result. 
There was still a lot of disagreement on several articles related to the provision 
of prayer facility, menstruation leave, the right to breastfeed during working 
hours, rules regarding outsourcing, rules regarding temporary employment, the 
right to strike, and rules on resignation. As a response to this deadlock situation, 
the chairman of Sub Komisi Ketenagakerjaan Komisi VII DPR, Rekso Ageng 
Herman, was appointed to chair a new team consisting of labor, business and 
independent representatives that was to discuss those articles on which labor 
and business still had conflicting views.526  Rekso Ageng Herman organized a 
series of meetings between business and labor. This new team was successful: 
within four weeks they succeeded in reformulating the main (though not all) 
articles. These drafts were to be sent to parliament for ratification. 

Yet, even though new drafts of the law were formulated, this did not end 
discussions. Several labor unions rejected the draft of Penyelesaian Perselisihan 
Hubungan Industrial and the draft of Ketenagakerjaan, since the texts were said 
to accommodate too much the interests of business, undermining the needs of 
labor.527 This view was particularly defended by the chairman of the Anti-Labor 
Abuse Committee (KAPB),528 529 which represented 22 labor unions.530 The 
chairman of this committee emphasized once more that the main problem for 
business in Indonesia was bureaucracy and corruption, not labor rights. In his 
view, the two policy drafts were even weaker than Law No. 22/1957 and No. 
12/1964. In particular, he criticized the restraints on organizing rallies531 and 
outsourcing.532 He also rejected the claim of his critics that the drafts reflected 
the views of the majority of the laborers. According to the chairman of KAPB 
many labor unions had not been involved in the drafting process. The criticism 
of KABP was supported by KSPI.533 Yet, whereas KAPB strongly rejected the 

                                                 
526 The official name of this team was Tim Kecil Pembahasan Informal RUU 
Ketenagakerjaan oleh buruh dan pengusaha. 
527 Bisnis Indonesia, 8 February 2003. 
528 Komisi Anti Penindasan Buruh, and by the vice-director of Lembaga Bantuan Hukum 
(LBH) Jakarta, Surya Tjandra. 
529 Similar views were expressed by the vice-director of Lembaga Bantuan Hukum (LBH) 
Jakarta, Surya Tjandra. 
530 For instance the ASPEK Indonesia, FNPBI, Kawasan Berikat Cakung, FSPI, 
Gaspermindo, and AJI. 
531 The new law stipulated that one week before a rally is organized a letter has to be sent to 
the authorities, containing the names and number of participants. 
532 With respect to outsourcing activities, there were no health and pension insurance 
arrangements in the new law. 
533 KSPI (Kongres Serikat Pekerja Indonesia) unites various labor unions.  
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drafts,534 other labor unions, among which the influential FSPSI and SBSI, 
supported them. Clearly, there was no consensus among labor about whether or 
not to accept the drafts.  

One day before the Perlindungan Ketenagakerjaan draft was to be 
accepted in parliament, hundreds of laborers and members of NGOs organized a 

rally at the Bundaran Hotel Indonesia, a strategic spot in Jakarta.535 The strike 
was led by KAPB together with several NGOs dealing with labor rights.536 
Criticism on various articles was raised again and participants in the rally 
strongly criticized those labor unions that supported the drafts.537 

Notwithstanding these protests, Jacob Nuwa Wea recommended that 
parliament authorize the act on labor.538 Rekso Ageng Herman, chair of the 
team that had redrafted the new law, argued that the protests were not supported 
by the majority of the labor unions.539 Moreover, the minister said he would not 
accept the threat of labor unions and other organizations organizing rallies.540 
He emphasized that the new legislation was required urgently in view of the 
massive unemployment, and that the drafts were the results of intensive 
discussions with representatives of business and labor unions.541 He was 
supported by the chairman of the Komite Pemulihan Ekonomi, Sofyan 
Wanandi, who advised the government not to change the drafts any more. He 
argued that global economic developments required new domestic and foreign 
investments. 

Parliament finally adopted the drafts during a session on 25 February 
2003.542 Yet, this process was not a smooth one. The session during which the 
drafts were discussed with representatives of both business and labor was 
interrupted twice because of tumultuous discussions on issues raised by Apindo 
and Kadin. These business representatives highly criticized the amount of long 
service pay,543 the amount of penghargaan compensation received,544 and the 

                                                 
534 Kompas, 8 February 2003; Republika, 8 February 2003. 
535 Bisnis Indonesia, 24 February 2001. 
536 For instance Kopbumi, YLBHI, and LBH Apik. 
537 For example, Dita Indahsari of FNPBI argued that the draft still incorporated several 
articles undermining labor interests, i.e. out-sourcing workers, contract workers, and PHK. 
538 Bisnis Indonesia, 18 February 2003. 
539 Suara Pembaruan, 21 February 2003. 
540 Bisnis Indonesia, 27 February 2003. 
541 Kompas, 22 February 2003. 
542 Koran Tempo, 26 February 2003. 
543 Due to pressure of the interventions made by Kadin and Apindo it was finally decided that 
employees who had worked for eight years, would get nine times their monthly salary or 
wage. This amount was less than previously demanded by Jacob Nuwa Wea as chairman of 
FSPSI (ten times the monthly salary for nine years of service). It was also less than demanded 
by most labor unions. 
544 Employees would still receive three times their monthly salary. 
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compensation received by employees who violated existing regulations.545 With 
respect to these three cases, Ministerial Decree No. 150/2000 had been harmful 
for business interests. During the discussions on the drafts of the labor laws, in 
all three cases the drafts were eventually adjusted to accommodate the demands 
of the business sector. In the end, the new labor laws were adopted by 
parliament under tense conditions: controversies regarding the laws within 
parliament, and protesting rallies outside parliament.546  

After the draft texts were endorsed by parliament, there were still some 
labor unions that were not satisfied.547 Yet, the majority of the unions were 
prepared to accept the texts. Chairman Rodja of the most important labor union 
FSPSI made a statement that despite some unsatisfactory articles the 
organization was willing to accept the law. Business representatives were also 
ready to respect the decisions of parliament and to accept the new law. 
According to chairman Bakrie, Kadin was quite satisfied with the contents of 
the law, although it did not meet all demands of the business sector,548 but at 
least this new law was seen as much more business-friendly than Decree No. 
150/2000.549 Therefore, after the finalization of the drafts texts into the text of 
Labor Protection Law No. 13/2003,550 the final text was ratified in parliament in 
April 2003 and signed by the President soon afterwards.  

In the process of establishing new labor legislation, minister Jacob Nuwa 
Wea played a crucial role. Apart from being the chairman of an influential labor 
organization, he was also a former member of parliament for PDI-P. As a 
former MP he was accustomed to the practice of negotiating and policymaking. 
He also spoke the language of the people, which earned him respect among 
labor. At the same time, he was a realist who was aware of the fact that a 
compromise between labor and business was necessary to be able to draft the 
new labor legislation. Such a compromise, he realized, would not be perfect for 
either party involved. Still, probably because of his status he managed to 
function as an intermediary between both parties involved in formulating Law 
No. 13/2003. His role was particularly important after the new law was 
promulgated. While several labor organizations still rejected it, Nuwa Wea 

                                                 
545 In these cases employees would no longer get any compensation. 
546 Organized by Forum Pemimpin and Aktivitas Perempuan Serikat Pekerja; Media 

Indonesia, 28 February 2003; see also Suara Pembaruan, 25 February 2003. 
547 Some of the labor unions that were not satisfied were: Kongres Serikat Pekerja Indonesia 
(KSPI), Komite Anti Penindasan Buruh (KAPB), Aliansi Jurnalis Indonesia (AJI), Aspek 
Indonesia, Front Nasional Perjuangan Buruh Indonesia (FNPBI ), FGII (Forum Guru 
Independen Indonesia), Persatuan Pekerja Muslim Indonesia (PPMI), Konsorsium Pembela 
Buruh Migran Indonesia (Kopbumi), YLBHI, and Solidaritas Perempuan. 
548 Bisnis Indonesia, 8 March 2003. 
549 The law includes several articles satisfying demands from Kadin and other business 
associations. Based on an interview with Sihite, head of the management department of 
Kadinda-DKI, 3 July 2003. 
550 Undang-Undang Ketenagakerjaan No. 13 tahun 2003. 
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made it clear to them that they had better accept the deal and the new 
legislation. After all, more protests and opposition would hurt labor even more. 

Even though the contents of the new law remained to be criticized by 
both business representatives and labor unions, their diverging opinions about 
the law did not escalate into large labor-business conflicts as occurred after the 
drafting of Decree No. 150/2000.551 Actually, since the ratification Manpower 
Law No. 13/2003 has been functioning without too many problems. One of the 
reasons of this success is the fact that labor-business conflicts are now solved or 
prevented by way of tripartite discussions both at a national and at a local 
level.552 This type of tripartite dialogue has been quite common since the early 
2000s. Both labor and business have become aware of the fact that such 
dialogues are most fruitful in solving disputes. It creates a sphere in which both 
parties trust each other and in which both parties respect the position of the 
other. The labor unions in particular have become aware that too radical 
demands lead to a weakened business sector, which in the end may be contra-
productive for labor as well. A close-down of factories would not be a victory 
for labor, but instead a loss for both business and labor.  

7.10 Conclusions 

This chapter discusses the process of labor rights legislation and the role of 
Kadin in establishing this new legislation. The case study in this chapter covers 
the period from the adoption of Ministerial Decree No. 150/2000 in 2000 until 
the ratification of Manpower Law No. 13/2003 in 2003. As we have seen, 
Ministerial Decree No. 150/2000 was particularly labor-friendly. When this 
decree was launched, Kadin played an important role as the organization that 
channeled business’ strong criticism on the decree and that mobilized efforts to 
revise it. Kadin representatives, through their contacts with the Ministry of 
Employment and Transmigration but also through their appearances in the 
media, stressed that the initial version of the decree would be very harmful for 
Indonesia’s economy. The decree would make labor costly and would reduce 
the competitiveness of Indonesian exporters. It would also lead to a reduction of 
foreign investment and would even lead to a displacement of multinationals 
from Indonesia to cheaper neighboring countries such as Vietnam, China and 
Cambodia. They argued that therefore Decree 150/2000 had to be replaced by a 
new decree in which labor rights were less harmful for the Indonesian economy 
and Indonesian business. During the initial phase of the period 2000-2003 

                                                 
551 Hasanuddin Rachman in bulletin Kadin Edisi No. 47 Nov-Des 2002, pp.21-25; “Diseputar 
Proses Pembuatan Undang-Undang Ketenagakerjaaan” by Rachman, secretary-general DPP-

Apindo. 
552 Examples are the payment negotiations conducted by Lembaga Komisi Pengupahan, P4D, 
Lembaga K-3, Lembaga Produksi, etc. 
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business focused on influencing policymaking by directly or indirectly (through 
the media) communicating with the government. There was no direct interaction 
with labor representatives yet. 

The government appeared to be sensitive to the demands of business. It 
feared that the adverse effects of the decree would make the economic burden of 
the Asian crisis, which had hugely affected the country’s economy, even larger. 
Kadin and the government thus had similar interests and responsibilities: too 
high labor costs had to be prevented, and it was necessary to create an economic 
environment that was attractive to domestic and foreign investors. Kadin’s 
efforts in lobbying for a more business-friendly decree were successful in the 
end. In early 2001 the government issued Ministerial Decree No. 78/2001, in 
which several of the regulations that favored the position of labor over business 
were mitigated or even removed. 

After the government had decided to replace Ministerial Decree No. 
150/2000 by Ministerial Decree No. 78/2001, there were strong and large-scale 
protests by labor and protest rallies were organized in many cities, at times 
violent. In spite of the economic problems of the country, they managed to 
mobilize enormous support for their protests. Under pressure of the massive 
labor revolt, the government did not dare to maintain Ministerial Decree No. 
78/2001 and was thinking of reinstalling Ministerial Decree No. 150/2000. 

In those hectic days, the position of Kadin changed. Instead of discussing 
matters with the government bilaterally, it realized it now had to take labor 
seriously. Both the business sector and the government began to realize that 
labor was a powerful party in the process of policymaking. Labor unions 
became participants in the discussions and negotiations on legislation. When 
parliament decided to prepare Manpower Law 13/2003 (replacing Ministerial 
Decrees No. 150/2000, No. 78/2001 and No. 111/2001), representatives of labor 
unions participated in tripartite committees and meetings involving 
representatives of business, labor and government. Thus, labor unions became 
important actors in debates on labor legislation. Kadin became one of the three 
parties in this triangular relationship and was no longer the only party to talk 
with the government. Instead, it had to accept that it could only play a modest 
role in the tripartite interaction with labor and government on issues regarding 
labor legislation. In similarly, labor became aware that it was in every one’s 
interest that Indonesia was attractive for investors and that radical and violent 
rallies could hurt the economy, which would also hurt labor interests.  

The bottom line of this case study is that it shows that in the new reality 
of the Indonesian political economy after 1999, tripartite negotiations between 
business, labor and government had become a necessary practice of channeling 
policymaking. With respect to labor legislation, it took quite some time (with a 
lot of disagreements, conflicts, protests and violence) before this practice of 
tripartite negotiations was established. These negotiations are now common 
practice in Indonesia. 
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As this case study shows, Kadin’s role as the representative of business interests 
was never seriously challenged by the business sector. In contrast to what we 
have seen in the cases described in Chapters 5 and 6, there was no serious 
fragmentation of interests and views among business members of Kadin, which 
could have impeded the effectiveness of Kadin’s actions. The main reason for 
this apparent harmonious situation may have been that in this particular case the 
interests of all business people were quite similar. To all these business people, 
labor costs were an important part of the total costs of production, and rising 
labor costs would seriously affect their performance and competitiveness. On 
several occasions, Kadin worked closely together with some of its most 
important member business associations, such as for instance the Indonesian 
shoes association Aprisindo and the Union of Indonesian Export Companies, in 
trying to convince the government (and later labor as well) representatives why 
the proposed labor legislation should be changed. 
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Appendix Tables Chapter 7 

 
Table 1: Overview of the Labor Legislation in Indonesia 1948-early 2000 

 
Source: SMERU, The Practice of Industrial Relations in Indonesia, March 2003. 
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Table 2: Overview of Industrial Relations Regulation in Indonesia 1948-early 2000 

 

 
Source: SMERU, The Practice of Industrial Relations in Indonesia, March 2003. 
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Table 3: Overview of the Labor Union Federations, 2001 

 

 

 
Source: SMERU, The Practice of Industrial Relations in Indonesia, March 2003. 
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Table 4: Comparing the Contents of Minister of Manpower Regulation No. 3/1996, 

Ministerial Decree No. 150/2000, and Ministerial Decrees No. 78/2001 and 111/2001 
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Table 4 (continued) 
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Table 4 (continued) 
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Table 4 (continued) 

 

 
Source: SMERU, Industrial Relations in Jabotabek, Bandung, and Surabaya During the Freedom to Organize 
Era, May 2002. 

 





Chapter 8: Summary and Concluding Remarks  

8.1 Introduction 

In this thesis we have discussed the changing nature of economic policymaking 
in Indonesia during the period 1999-2003, the period after the political and 
economic changes of 1997-1998 or the fall of the Soeharto regime. In particular, 
we focused on changes in the relations between the government and the 
business sector. We analyzed these changes by looking at the role of Kadin, the 
Indonesian Chamber of Commerce and Industries, in shaping economic 
policymaking. As we have made clear in this thesis, Kadin – being an 
organization encompassing many business associations at the sectoral level – 
was expected to represent private businesses and to defend their interests. In this 
position it had a role to play in the process of policymaking in Indonesia, at 
least potentially. We argued, however, that this role depends to a large extent on 
the political regime and the way the regime handles state-business relations. 
During the Soeharto regime, when a strong corporatist model prevailed and the 
government played a dominant role in policymaking, Kadin’s role was 
described in the literature as fairly marginal; it was simply not allowed playing 
a major role in the policy game, a view to which we largely subscribe. Kadin 
had been subdued simply as an instrument of Soeharto’s government to get 
legitimacy from the business sector. Kadin’s position before 1997-1998 has 
been discussed in Chapter 4 of this thesis. 

Yet, as we have argued, the economic and political reforms starting from 
1997-1998 provided a new and challenging environment, allowing Kadin to – at 
least potentially – increase its influence on policymaking. Our analysis of the 
three case studies in Chapters 5-7 aimed at illustrating whether and to what 
extent Kadin’s efforts to influence policymaking have been successful in the 
post-Soeharto period. As our discussions of the three case studies showed, the 
efforts of Kadin to become a more important player in the policymaking process 
were only marginally successful. One main reason for this is that Kadin 
remained to have the image of being an institution under the control of the big 
businesses in Indonesia. This image may have hampered Kadin’s attempts to 
devise a strong anti monopoly law in Indonesia because it had to face public 
resistance against monopoly (chapter 5). Second, Kadin suffered from internal 
fragmentation: opposition from its own members (next to opposition from some 
government agencies) made its attempt to monopolize the organization of 
government procurements failed (chapter 6). Third, at times Kadin’s efforts to 
influence policy making was also constrained by the inconsistency of 
government’s policy directions. This was particularly obvious in case of the 
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process of creating and implementing labor legislation. In the process of 
developing new legislation, the government switched its position several times 
from being pro-labor to being pro-busines back to being pro-labor again. This 
put Kadin in an awkward position. (chapter 7). A final main reason for the 
marginal success of Kadin was that in the post-Soeharto era Kadin was not the 
only organization that represented specific interests. The economic and political 
reforms had given room to many other representatives of societal interests to 
raise their voice. Moreover, in comparison to the Soeharto period, the 
government and parliament had become much more open to demands from 
society.  

In this final chapter, in Section 8.2 we summarize the main issues and 
findings of the different chapters of this thesis. In Section 8.3 we draw 
conclusions regarding the role of Kadin in policymaking during the first five 
years after 1997-1998, substantiated by the results from our research on the 
three case studies. Finally, in Section 8.4 we briefly put the results of our 
analysis into perspective by discussing the role of Kadin in policymaking 
processes at the end of the first decennium of the 21st century. 

8.2 A brief summary of the main findings 

In Chapter 1 we briefly discussed the political economic reality of Indonesia 
before and after the regime switch of 1998, with a specific interest in the 
relationship between the government and the business sector. In this chapter, we 
also broadly described Kadin as the organization encompassing many business 
associations at the sectoral level. This description was instrumental to develop 
our main research question for the thesis, which focused on the changing nature 
of state-business relations due to the political-economic reforms Indonesia went 
through during the late 1990s and early 2000s. Thus, the research question 
central to this thesis was defined as follows: 

 

Did the political and economic changes of 1997-1998 lead to a change 

in Kadin’s role in influencing economic policymaking by the state? If 

yes, what did change, how did it change, and why did it change? 

 
In Chapter 2 we developed the theoretical framework we used throughout the 
thesis to analyze the changing nature of the state-business relationships in 
Indonesia for the Soeharto as compared to the post-Soeharto period. This 
framework consisted of two main components. First, we discussed the nature of 
state-business relationships based on the corporatist model. Second, we 
discussed three main determinants of the success of interest group 
representation within a corporatist model. The determinants on which we 
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focused were legitimacy, credibility, and institutionalization of interest group 
representation. 

As discussed in Chapter 2, the political theoretical model of corporatism 
turned out to be very relevant for describing and understanding state-business 
relations in Indonesia before and after the political and economic changes of 
1997-1998. Our analysis showed that Indonesia during the Soeharto regime was 
a clear example of state corporatism, as the state was authoritarian and very 
much controlled interest group representation. This was also the case with 
respect to business representation. The state legitimized Kadin as the formal 
representative of business interests, and in this capacity the organization was 
able to participate in the policymaking process. Moreover, as the state allowed 
Kadin to represent business, the involvement of Kadin in the policymaking 
process was also institutionalized. In practice, however, Kadin had virtually no 
autonomy in representing business interests. This strongly limited Kadin from 
effectively influencing the contents of business-related policies. Of course, the 
business sector was aware of the fact that Kadin was closely related to and 
dominated by the state and that therefore it played only a very limited role in 
policymaking. Consequently, the credibility of the organization among 
businessmen was low. This lack of credibility was reinforced by the fact that 
Kadin suffered from strong fragmentation of interest representation as different 
groups of businessmen, including small versus big business, Chinese versus 
Indonesian business, etc. had to be covered.  

After the regime change in 1998 the state became much less dominant 
and the model of state corporatism was abandoned. Instead, a new political 
economy model was established, which we could perhaps describe as loose 
form of corporatism. In the new model, the state played a far less dominant role 
than it had during the past five decades. For Kadin this opened opportunities to 
become more independent from the state, providing – at least potentially – more 
room to effectively influence policymaking and serve the interests of the 
business society. The main question then was: how did Kadin perform in this 
respect after 1998? 

Chapters 3 and 4 were instrumental in discussing the background against 
which we developed our answers to the above question. In Chapter 3 we 
provided a detailed description of the main developments regarding Indonesian 
politics since the independence of the 1940s. It described how under Soeharto’s 
New Order from the late 1960s to the late 1990s the state and its political 
institutions became very influential. Political power and influence were 
concentrated in the hands of the Indonesian President who was supported by the 
military – which played a crucial role in Indonesian politics – and the army-
backed, dominating political party Golkar. State-dominated political and 
economic life and societal interests were dealt with only to a marginal extent. 
From the late 1980s Indonesian societal groups became dissatisfied and 
frustrated with the authoritarian regime. Slowly but surely, resistance started to 



 

 

 178 

develop against the New Order regime in general and the dominant position of 
President Soeharto and his family in economic life in particular. Protests were 
raised increasingly, and people demanded political openness and 
democratization. Public outrage reached its peak in 1997 when general elections 
were held. The period of the election campaign turned violent as several people 
got killed or seriously injured during protests that were precipitated by police 
forces. Most importantly, the public seemed outraged by the fact that the 
government had tried to incapacitate PDI, the political party of which Megawati 
Soekarnoputri was the leader. Megawati was seen as a major threat to 
Soeharto’s position.  

The breakdown of the Soeharto regime was expedited due to the Asian 
crisis at the end of the 1990s. This crisis also severely hit Indonesia. Within a 
short period of time the economic situation in the country became disastrous. 
This led to strong calls from society for the resignation of Soeharto. After the 
President resigned in May 1998, de-concentration of Indonesian political power 
began. Several political changes were set into motion. First of all, parliament 
became more independent from the country’s leadership when the constitution 
was amended in 1999 (followed by further amendments in 2000, 2001, and 
2004), granting parliament more political power. Second, new laws were 
introduced in 1999 which aimed at effectively increasing the autonomy of local 
government and parliamentary councils. Third, another set of new laws opened 
possibilities to establish political parties, trade unions and NGOs, resulting in 
the emergence of many political parties, mass organizations, and NGOs. 
Finally, new laws substantially reduced the role of the military forces in politics. 
Thus, policymaking was no longer monopolized by the government; instead, 
democratization was introduced as different societal groups and organizations 
were allowed to participate in and have an influence on the policymaking 
process. 

In Chapter 4 we discussed how Kadin developed since its official 
establishment in 1968. During the New Order regime within the corporatist 
structure, the government allowed Kadin to represent business. In practice this 
meant that in most cases the organization did not play an independent role in 
policymaking, even though it was formally recognized (or, formally legitimized 
in the terminology of the model discussed in Chapter 2) by the government with 
the establishment of Law No. 1/1987, it had close connections with Golkar – the 
main political party before 1998 – and it had direct access to the People’s 
Consultative Assembly through its seat in the Utusan Golongan Ekonomi, i.e. 
its relationships with the state were at least to some extent institutionalized 
(again using the terminology of the model in Chapter 2).  

When after 1998 a new political reality emerged, Kadin had to reposition 
itself. On the one hand, the political changes increased the organization’s 
possibilities of influencing political decisions and serving business interests. 
The fact that Kadin’s role as a peak business representative was legitimized in 
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Law 1/1987, in combination with the fact that its relationship with the state was 
institutionalized through direct and indirect contacts with Golkar and 
parliament, positively contributed to the possibilities of influencing decision 
making. At the same time, however, Kadin also had to compete with various 
other parties, all lobbying for political support of the specific interests of 
societal groups they represented.  

Next to the limited role Kadin was allowed to play in policymaking 
during the New Order regime, conflicts within the organization itself reduced its 
effectiveness of being the representative of business interests. In Chapter 4 we 
have shown that since its establishment, Kadin had to deal with several internal 
conflicts of interest and power struggles. In particular, conflicts arose between 
Indonesian and Chinese businessmen, as well as between small and large 
business enterprises. These conflicts of interest made Kadin’s role as the peak 
business organization a difficult one. The Indonesian business sector was 
characterized by a fragmentation of interests, i.e. different parts or segments of 
the national business sector had different interests, all of which competed for 
attention when state policies were being shaped. These internal conflicts 
remained strong, also after 1998 when major political changes took place. The 
fragmentation of interests and the resulting internal conflicts weakened Kadin’s 
credibility (again referring to the terminology used in Chapter 2) as a 
representative of business interest, both with the government as well as with 
society at large, reducing its impact on economic policymaking. 

In Chapters 5, 6 and 7 we illustrated the difficulties of Kadin to 
effectively represent business interests after the political changes in 1998: we 
discussed in detail three case studies of economic policymaking during 1999-
2003. In particular, we focused on the role Kadin played in shaping economic 
policies and on its interaction with the state and state organizations, as well as 
with other societal organizations. 

Chapter 5 provided a detailed discussion of the process that led to the 
anti-monopoly law of 1999 and the role Kadin played in this process. One of the 
major reforms of the Indonesian economy after 1998 concerned the creation of a 
more liberal economic environment, in which competition between companies 
was encouraged. During the New Order, the Indonesian economy was 
characterized by monopolistic behavior, cartel practices, collusion, exclusive 
licensing and market allocation by government-supported conglomerate 
companies and/or companies that were directly linked to the Soeharto family. 
The analysis first of all confirmed the idea that during the New Order regime 
Kadin was not very influential in the policymaking process. Although it had 
raised its voice against the monopolistic practices of conglomerates, the 
government did not really listen to what the business organization had to say. 
After 1998 this situation changed: the government and the political parties in 
parliament were now willing to listen to the demands from society. Liberalizing 
the market was one of these demands, because the dominant position of the 
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conglomerates and companies related to the Soeharto family in the economy 
was seen as one of the main causes why Indonesia was so severely hit by the 
crisis. As the representative of the business society Kadin was one of the 
societal parties that became involved in discussions on how to reform the 
economy. One of the main issues in the debates was the drafting of a new anti-
monopoly law. 

Initially, Kadin’s position in the debate was half-hearted. On the one 
hand, it supported the drawing up of a new anti-monopoly law; on the other 
hand, it did not support the demands for high restrictions on the maximum 
percentage of market shares companies were allowed to obtain under the new 
law. Here, as we argued, the conflicts of interests of the different types of 
business Kadin had to represent became more prominent. Although small 
business was clearly in favor of breaking down the market power of large 
companies, large companies obviously tried to defend their positions as much as 
possible. On the issue of the maximum percentage of market shares, Kadin 
seemed to be inclined to support the interests of the large companies. At least to 
some extent, the conflicts of interests related to the contents of the anti-
monopoly law were also reflecting the differences between Indonesian and 
Chinese businessmen. The largest conglomerates were owned by Chinese 
businessmen; Indonesians in most cases owned large, but smaller 
conglomerates. We suggested that Kadin’s involvement in the drafting of the 
law contributed to lowering the restrictions on the maximum market share the 
new law allowed companies to hold (50 instead 30 per cent). After the law was 
finally ratified in parliament, Kadin also played an important role in the 
implementation. Most importantly, it was actively involved in a commission 
that was to monitor the implementation. Moreover, it introduced the law within 
the business sector by setting up information programs and seminars. To 
conclude, Kadin seemed to have been successful in shaping the contents of the 
new anti-monopoly law at least to a certain extent. Yet, in doing so it mainly 
supported the interests of only a small part of the Indonesian business sector. 
Kadin’s way of acting on this issue may have further sharpened the 
fragmentation of interests and views within the Indonesian business sector, 
especially between small and large business. 

In Chapter 6 we discussed the case of the rules and regulations 
concerning the procurement of government projects. These rules and regulations 
established how companies could be involved in delivering goods and services 
to the government. Again, this was a hot issue in the debate related to how the 
Indonesian economy should be reformed after 1998. And again, as with the anti-
monopoly law, it was extremely important to the business sector, as many of 
these government projects involved large sums of money. During the Soeharto 
regime government projects were assigned in ways that were not transparent in 
many cases. Consequently, many businessmen were not satisfied with the 
existing system and they were in favor of changing it to make it more 
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transparent and open. Since demands for changing the system were widely 
supported by society as a whole and the business community in particular, a 
new Presidential decree was established in 2000.  

Soon after this establishment, however, controversy developed with 
respect to the implementation of the new procurement rules. An important 
aspect of the new rules was the obligation for businesses that wanted to tender 
for government projects to be a member of an accredited association and to 
obtain a quality certification. Kadin was supposed to play a crucial role in the 
issuing of these certificates. However, Bappenas – the state institution that also 
played an important role in the process of the procurement of government 
projects – objected to Kadin’s involvement in issuing certificates. Many 
business associations supported Bappenas in this. The controversy between 
Kadin and Bappenas built up until finally President Megawati had to intervene, 
after which the tension faded away. The intervention effectively meant that 
Kadin’s role in the process of the procurement of government projects was 
reduced. The most important message of our case study is that Kadin was not 
seen as a strong institution by the business community, the government and 
society at large; Kadin was not really accepted as the peak business organization 
representing business interests. Instead, Kadin’s way of acting with respect to 
the implementation of the decree on the procurement of government projects 
raised a lot of criticism. 

Finally, in Chapter 7 we discussed the case of the creation and 
implementation of a new labor law. As discussed, the Soeharto regime was 
rather oppressive regarding labor. In line with the corporatist model, labor 
representation was organized through a state-controlled labor union. The 
marginalization of labor before 1998 did put business in a favorable position as 
it effectively had a very weak opponent in discussions concerning labor 
contracts and conflicts. 

It was no surprise then that after the step-down of Soeharto demands for 
better labor rights were raised fairly quickly. The changing political landscape 
was conducive to reforming the legislation of labor rights. On the one hand, the 
government was more willing to listen to demands from society; on the other 
hand, many different interest groups, among which there were labor unions as 
well, were established directly after the fall of the New Order. Consequently, 
pressure from society as well as from foreign sources (in particular ILO) caused 
the government to draw up legislation in which labor rights were improved and 
more protected. 

For Indonesian business, the rise of labor representation created a 
completely new political reality. Unlike before 1998, they now had to deal with 
a stronger opponent in discussions on labor rights. The description of the 
creation of the new labor legislation showed that during the period 1999-2003 
both business and labor were pressing the government to draw up new 
legislation that would favor their interests as much as possible. Kadin, and 
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business in general, underlined the negative consequences of the new legislation 
because it would make labor too expensive, which would ultimately hurt the 
Indonesian economy. Labor representatives on their part made it clear that 
better labor rights were fair after decades of having been ignored. As the 
government had become more susceptible to demands from society, it changed 
labor legislation several times, giving in to demands from both business and 
labor. Ultimately, the disagreement between labor and business representatives 
was settled by tripartite negotiations that also involved the government. 

The most important message of the case study in Chapter 7 was that 
Kadin had to face a new reality in which it had to negotiate with labor unions 
over policymaking regarding labor issues. Before 1998 this had not been the 
case. The case study is an excellent illustration of one of the main findings in 
this thesis, i.e. while on the one hand Kadin’s room for maneuvering with 
respect to influencing policymaking had increased due to the weaker position of 
the government, on the other hand influencing policymaking became more 
difficult because Kadin had to compete with other societal organizations (in our 
case study with labor unions) for state attention. We also remarked, however, 
that in our case study Kadin’s role as the representative of business interests 
was never seriously challenged by the business sector. There appeared to be no 
serious fragmentation of interests and views among Kadin business members. 
We argued that the main reason for this was that in this particular case the 
interests of all business people were more or less similar. For all business 
people, labor costs were an important factor in their total costs of production; 
rising labor costs would therefore seriously hurt their performance and 
competitiveness. 

8.3 Conclusions: From Strong State Corporatism to Societal 

Corporatism 

After having discussed the main findings of the thesis, we come back to the 
research question, which we discussed in Chapter 1 and which we repeated at 
the beginning of Chapter 8. The research question was defined as:  
 

Did the political and economic changes of 1997-1998 lead to a change of 

Kadin’s role in influencing economic policymaking by the state? If yes, what 

did change, how did it change, and why did it change?  
 
Based upon our analysis in this thesis, we formulate the answer to this research 
question as follows. To start with: yes, the political economic changes of 1997-
1998 did lead to a change of Kadin’s role in influencing policymaking by the 
state. Before 1998, the Indonesian political economy model was characterized 
by strong state corporatism. The state played a dominant role in the 
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policymaking process and controlled societal demands by organizing and 
controlling interest groups. Business demands were organized by legitimizing 
Kadin as the formal representative of the business sector. In practice, this meant 
that Kadin would play a very limited role in policymaking. And even though it 
was formally legitimized and it had direct links to government officials and 
policymakers, the fact that it was the only recognized representative of business 
also meant that it had to take into account many different interests (e.g. small 
versus large business, Chinese versus Indonesian businessmen), which caused 
internal fragmentation and conflicts of interests. 

After 1998, the political changes led to the breakdown of the model of 
state corporatism. The state stopped dominating the policy making process. 
New interest groups were established and were more independent from the state 
in recommending policies and representing interests. Still, some form of 
corporatism remained, also after the political changes of the late 1990s, as 
representation of interests was – at least to some extent – centralized in all-
encompassing organizations, such as Kadin. Moreover, at least in the case of 
Kadin it was still strongly influenced by elites, as representatives of big 
businesses dominated the executive board, reflecting a weak ‘bottom-up’ 
process. 

The Indonesian political economy model changed into what has been 
called a model of societal corporatism. According to the model of societal 
corporatism, interest groups and other organizations and institutions are more 
independent from the state and bargain with state institutions and/or with each 
other over allocating resources. The tripartite discussions as described in 
Chapter 7 of this thesis fit well into the model of societal corporatism. 

Now Kadin had more room for making independent recommendations on 
issues regarding business interests. As compared to the new interest groups, 
Kadin had the advantage of being formally recognized by the government by 
way of Law 1/1987. Moreover, it had institutionalized contacts with 
government officials that were established during the New Order regime. Yet, it 
also experienced fierce competition from other, mainly newly established 
interest groups (such as labor unions; see Chapter 7), and from government 
institutions like Bappenas; see Chapter 6) with respect to influencing the 
policymaking process. Moreover, its fragmental internal nature continued to 
exist, even after 1998. Conflicts of interest between small and large enterprises 
and between Indonesian and Chinese businessmen continued to be present. 

The new political economy model, in which there are more possibilities 
for representing interests but in which there is also more competition between 
interest groups with respect to influencing state policy decisions, has certainly 
changed the role of Kadin as a representative of business interests. Yet, it has 
not necessarily made it easier for Kadin to be more successful in demanding 
policies favoring these interests. The case studies in our thesis have provided 
evidence for this latter statement. At the same time, the case studies also 
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showed that Kadin was able to shape policymaking at least to some extent (see 
e.g. the contents of the anti-monopoly law and the legislation on labor rights) 
and that Kadin promoted the implementation of new laws by introducing them 
within the business sector by setting up information programs and seminars. 

Based upon the discussions and analyses of the case studies in this thesis, 
the most important recommendations for Kadin we can offer are the following. 
First, the organization should accept the new political reality and should 
therefore focus on developing good working relations with representatives of 
the government, labor and other interest groups so as to ensure that business 
interests are taken seriously in policy discussions. In this respect, developing 
well-functioning frameworks for tripartite or multi-partite negotiations should 
receive attention from all parties involved. Second, Kadin should pay attention 
to reducing internal frictions as much as possible as this would increase its 
credibility in discussions on economic policymaking. Promoting the interests of 
small and medium-sized business, harmonizing the relations between 
Indonesian and Chinese businessmen, and offering more and better services to 
its members (databases, issuing of certificates, networking, organizing seminars, 
etc.) would certainly contribute to reducing these internal frictions.  

8.4 Epilogue: Kadin and Indonesian Policymaking After 2003 

As discussed in section 8.3 the analysis of the three case studies discussed in 
chapters 5-7 deal with Kadin’s role as a business representative during the first 
years after the step-down of Soeharto in 1998 until 2003. The question remains 
what happened after 2003? How did Kadin’s position as a business 
representative evolve during the remainder of the decade? Did they cope with 
internal frictions effectively? How did they deal with the competition between 
interest groups with respect to influencing state policy decisions? Events in the 
post-2003 indicate that, in line with the model of societal corporatism – in 
which interest groups and other organizations and institutions are more 
independent from the state and bargain with state institutions and/or with each 
other over allocating resources –, Kadin has been able to further develop its 
independent position vis-à-vis the Indonesian government. In particular, during 
the past few years, Kadin has come up with several policy recommendations 
that were not in line with proposals made by the government. Several cases can 
illustrate these observations; we will discuss three of them shortly below. 
 
Revitalizing Indonesia’s industrial sector 

The first case is concerned with the role of Kadin in preparing the so-called 
“industrial road map” for Indonesia. In 2004, Kadin – in cooperation with BI 
(the Indonesian Central Bank), business associations, the American Chamber of 
Commerce, and the Japanese Chamber of Industry, developed this industrial 
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road-map for Indonesia. This road-map was a comprehensive plan containing 
proposals on how the performance of Indonesian industry in general, and of 
some high-potential sectors in particular, could be stimulated. Among other 
things, it put forward detailed suggestions to reform the tax system so as to 
promote investments in general, and investment in sectors of specific interest 
for foreign investors in particular.  

When drafting the road-map, Kadin invited many representatives of 
interest groups from inside and outside the organization (such as Kadin’s 
committee for Small and Medium-sized enterprises and co-operatives as well as 
numerous business associations) to participate in the process. By letting these 
representatives participate, the development of the road-map did not raise a lot 
of criticism, and frictions between different interest groups were avoided. This 
suggests that, at least in this specific case, Kadin was able to cope with internal 
frictions effectively. At the same time, the development of the road-map 
allowed the organization to put forward their own ideas on how to revitalize the 
Indonesian business sector, independently from the government. The road-map 
was finally sent to various ministries responsible for developing the economy as 
an input for discussions about how to develop the real sector. 

Next to providing input for the industrial road-map, Kadin also submitted 
another document to the various ministries entitled “Revitalization of the 
Industry and Investment” as an input for further developing the Indonesian 
industrial sector. In this document Kadin made suggestions with respect to 
improving business law and taxation policy, business-friendly manpower 
policies, further empowerment of the private sector, support of regional 
autonomy, and policies promoting the development of small and medium-sized 
enterprises. These initiatives show that Kadin took its role as business 
representative seriously, being capable of offering practical solutions rather than 
simply criticizing government policies. Clearly, Kadin’s intention was to be 
considered as an important partner for the government in revitalizing the 
economy with special emphasis on policies favoring the business sector. 
Perhaps, one of the strongest signals of the government taking Kadin seriously 
as a partner in its plans to improve the Indonesian economy after 2003 was the 
appointment of M.S. Hidayat, chairman of Kadin, as Minister of Industry during 
the second period of Soesilo Bambang Yudhoyono’s presidency.  

 
Indonesia’s oil price policies 

The second case study discussed here concerns Kadin’s reaction on the 
government’s oil price policies. In 2006 and 2008, the government of President 
Soesilo Bambang Yudhoyono decided to raise the oil prices twice during a 
period of a global increase of oil prices. This was a very sensitive issue, since 
this was very likely to lead to inflation, which would be unfavorable for the 
economy as a whole, including most industrial sectors, but would particularly 
hurt the small and medium-sized enterprises. Not surprisingly then, these 
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policies were detrimental to the public support of the government. Indeed, as the 
price increases were announced, several political parties questioned this 
decision during several parliamentary meetings. At the same time, many 
societal groups, such as political parties, members of Parliament, non-
governmental organizations, trade unions, professional associations, and so on, 
expressed their opposition in critical commentaries in the media, and in several 
cases also during mass rallies.  

When the opposition against this government policy began to spread, 
Kadin joined the bandwagon by expressing their support to opposing the oil 
price policy. Kadin was particularly concerned with the adverse impact the 
policies would have on small and medium-sized enterprises. Therefore, in order 
to protect these smaller businesses, Kadin mobilized its special committees for 
these businesses to help them dealing with the possible adverse effects of the 
rising oil prices. Interestingly, Kadin changed its position on this issue after it 
had various meetings with government agencies involved in the oil price 
policies. It announced that it no longer opposed the oil price policy, apparently 
because it had become convinced that prices increases were inevitable and 
keeping prices fixed would even further hurt the economy as a whole. In 
particular, Kadin had become aware of the serious constraints the government 
budget would be confronted with if it would continue its policy of subsidizing 
the price of oil. A weak financial position of the government was seen as an 
important obstacle to economic success.  

At the same time, however, Kadin requested that the adverse effects of oil 
price increases would be compensated by improving access to commercial bank 
credit for small and medium-sized enterprises, and by protecting the poor from 
adverse consequences as much as possible. So, Kadin decided to accept the 
government’s oil price policies, despite continuing pressures from critical 
elements in society, especially the urban poor, NGO activists and others. This 
shift of position illustrates that in the post-2003 years Kadin sometimes 
deliberately took an independent position vis-à-vis other forces in society when 
this was necessary to support business interests. 
 
The ASEAN-China Free Trade Agreement  

The third case study we discuss here deals with Kadin’s recent proposition to 
the government to delay the implementation of ACFTA, the ASEAN-China 
Free Trade Agreement, which was agreed upon in the year 2002 and was 
scheduled to commence early 2010. The business sector was shocked when at 
the beginning of 2010 the government rather suddenly announced that Indonesia 
– just as for any of the other ASEAN countries – was going to implement the 
trade liberalization agreement with China. Until then, the business sector had 
been under the impression that the implementation of the agreement had been 
postponed to an unspecified later date.  
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When the government announced the implementation of the free trade 
agreement, the Indonesian business sector heavily criticized the government for 
its failure to communicate this decision much earlier so as to allow the business 
sector to prepare for the consequences this would have for their activities. 
Actually, the business sector had already expressed its worries regarding the 
opening up of trade relations with China before the announcement that the trade 
liberalization agreement with China would be implemented. During the years 
before 2010, cheap Chinese products had increasingly invaded Indonesia’s 
domestic markets, leading to the closing of several Indonesian businesses and 
contributing to an increase of unemployment. Therefore, the harsh criticism the 
Indonesian government had to face after its announcement regarding the free 
trade agreement with China was no surprise. Several societal groups such as 
NGOs, business associations, workers, and also Kadin, raised their voice in 
early 2010. 

According to Kadin, there were at least 228 items (including steel, textile 
and textile products, machinery, electronics, organic chemicals, petrochemicals, 
furniture, cosmetics, herbals, footwear, maritime products, and so on) that 
needed to be protected and to be excluded from the agreement with China. It 
therefore demanded the Minister of Trade, Mari Pangestu, to bring up this 
concern during negotiations with the Chinese government officials and to 
propose postponement of the liberalization of trade regarding these 228 items. 
The Minister gave in to these demands from Kadin, but unfortunately, the 
proposal was rejected by the Chinese negotiating team on the ground that an 
exception could not be given exclusively to Indonesia; a comprehensive re-
negotiation about an exemption of these items also with other ASEAN members 
would be too complicated. China, however, promised that it would reevaluate 
trade liberalization with Indonesia whenever it would lead to severe economic 
damage to the Indonesian economy. Although Kadin was clearly disappointed 
with the government’s decision to continue the trade liberalization with China, 
it nevertheless decided to stop pushing the government to change its policy 
regarding trade relations with China. 

Instead, Kadin started attempts to influence implementation of the free 
trade agreement its own way by involving Indonesian businessman of Chinese 
origin in negotiations with Chinese officials about the implementation of the 
agreement and its consequences for Indonesian business. In particular, Kadin 
mobilized Perpit, the Indonesia-China Association of Businessmen, an 
organization founded in 2009, to conduct direct negotiations with their Chinese 
counterparts regarding co-operation and stimulating Chinese investments in 
small and medium-sized enterprises and labor intensive industries in Indonesia.  
To conclude, this third case study shows that Kadin was actively trying to 
protect the interests of business, in particular those of the small and medium-
sized enterprises. In their attempts to protect these interests, it operated 
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independently from the government, seeking for solutions outside the 
government-to-government diplomatic practices. 

 
To summarize, the three case studies in this section do seem to corroborate one 
of the central arguments of the thesis, i.e. after 1998 Kadin has become 
increasingly independent from the government, maintaining its own view with 
respect to business sector interests and proposing economic policies that are not 
necessarily in line with government policy. At the same time, as was illustrated 
with the first case study, Kadin has shown willingness to take into account 
interests of various stakeholders when deriving at policy recommendations, 
leading to carefully drafted programs, and reducing the potential for frictions 
between different interest groups. This is not to say, however, that Kadin has 
always shown to give in to demands from these different interest groups (as was 
shown with the oil price case). It seems, therefore, that Kadin has developed 
into an organization that has become able to serve the interests of business 
relatively independently from government and society at large, without being 
completely immune to these other interests. Our conclusion therefore is that 
since 1998, Kadin has gradually become in good shape to be accepted as a 
representative of the Indonesian business community and as a critical partner 
for the Indonesian government in deciding on business-related economic 
policies. 
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APPENDICES 





Appendix I: List of Abbreviations and Words in Bahasa 

Indonesia  
 
o ABRI (Angkatan Bersenjata Republik Indonesia): Indonesian military 

force 
o AD/ART (Anggaran Dasar dan Anggaran Rumah Tangga) Kadin: Kadin 

statutes 
o AFTA: Asean Free Trade Area 
o API (Asosiasi Pertekstilan Indonesia): Indonesia Association for Textile 

and Textile Products 
o Apindo (Asosiasi Pengusaha Indonesia): Indonesian Employers 

Association 
o Aprisindo (Asosiasi Persepatuan Seluruh Indonesia): Indonesia Business 

Association for Shoes 
o Ardin (Asosiasi Rekanan Pengadaan Barang dan Distribusi Indonesia): 

the Business Association of Indonesian Suppliers and Distributors 
o Ardin-DKI: regional branch (Jakarta) of Ardin 
o Bappenas (Badan Perencanaan Pembangunan Nasional): National 

Development Planning Board  
o BPPN (Badan Penyehatan Perbankan Nasional), also known as IBRA: 

International Bank for Reconstruction Agency  
o Buka Puasa Bersama: collective breakfast during the Ramadan month 
o Bundaran Hotel Indonesia: a strategic location in Jakarta in front of the 

Hotel Indonesia, often the place where demonstrations are held 
o DEMMI (Dewan Ekonomi Masyarakat Muslim Indonesia): organization 

of Indonesian Muslims with economic interests  
o Deperindag (Departemen Perindustrian dan Perdagangan): Ministry for 

Industry and Trade  
o Dewan Penasehat Kadin: advisory board of Kadin  
o Direktur Pendanaan Bappenas: funding director of Bappenas 
o DKI (Daerah Khusus Ibukota): special status of Jakarta  
o DPR: House of Representatives or the Indonesian parliament  
o DPRD: regional council  
o DPRK: local district council  
o Dwi-Fungsi ABRI: the military dual function  
o FKAP (Forum Komunikasi Antar Pengusaha): communication forum for 

entrepreneurs 
o FSPSI (Federasi Serikat Pekerja Seluruh Indonesia): All Workers Labor 

Union 
o Gapensi (Gabungan Pelaksana Konstruksi Indonesia):  National 

Indonesian Association of Construction Firms 
o Gapmmi (Gabungan Perusahaan Makanan dan Minuman Indonesia): 

Indonesian Association for Food and Beverages 
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o Golkar (Golongan Karya): the Functional Group (political party)  
o Gubernur BI: the governor of the Indonesian Central Bank (Bank 

Indonesia)  
o Gudang Garam: a well-known brand of kretek cigarettes  
o Gus Dur (Abdurrachman Wahid): the fourth President of Indonesia  
o Hipmi: association of young Indonesian entrepreneurs  
o HIPPI (Himpunan Pengusaha Pribumi Indonesia): association of native 

Indonesian entrepreneurs 
o Ikadin (Ikatan Pengacara Indonesia): the Association of Indonesian 

Lawyers  
o IMF: International Monetary Fund  
o Inkindo (Ikatan Kosultan Indonesia): National Association of Indonesian 

Consultants. 
o Iwapi (Ikatan Wanita Pengusaha Indonesia): association of Indonesia 

female entrepreneurs  
o Juknis (Petunjuk Teknis): Technical Guidance  
o Kabinet: the (President’s) cabinet  
o Kadin (Kamar Dagang dan Industri Indonesia): Indonesian Chamber of 

Commerce and Industries 
o Kadinda Kalbar: regional branch of Kadin for Western Kalimantan 

(Borneo)  
o Kadinda-DKI or DKI-Jaya: regional branch of Kadin for Jakarta  
o Kadinda-Sulsel: regional branch of Kadin for South Sulawesi  
o Kamers van Koophandel en Nijverheid: Chamber of Commerce formed 

by the Dutch colonial administration before the Indonesian independence  
o Keanggotaan Luar Biasa: extraordinary membership  
o Keanggotaan Penuh: full membership  
o Kepmen (Keputusan Mentri): Ministry Decision  
o Ketentuan Peralihan: transitional regulation  
o Ketua Umum (Golkar): chairman of Golkar  
o KKN: corruption, collusion and nepotism  
o Kompartemen Kebijakan Publik Kadin Indonesia: Kadin Compartment 

for Public Policy  
o Kompartemen: part of Kadin with a specific function or responsibility, 

e.g. the forestry compartment or the compartment for public policy  
o KPPU (Komisi Pengawasan Persaingan Usaha): Commission 

Monitoring Business Competition  
o Mekanisme Tripartite Baru: (the new) Tripartite Mechanism  
o MPR (Majelis Permusyawaratan Rakyat): People’s Consultative 

Assembly  
o MUI (Majelis Ulama Indonesia): Indonesian Cleric Assembly  
o Musyawarah Nasional Khusus (Kadin): extraordinary national conference 

of Kadin  
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o Musyawarah Nasional Pertama Kadin: Kadin’s first national congress  
o Musyawarah Nasional: national conference  
o Ormas: mass organization    
o Otonomi Daerah: regional autonomy  
o Pancasila: Indonesia philosophy consisting of five principles  
o Panja (Panitia Kerja): committee that drafts a bill 
o PDI-P (Partai Demokrasi Indonesia Perjuangan): Indonesian 

Democratic Party of Struggle 
o Pelelangan: auction  
o Pilkada: election of the head of the local government  
o PKI (Partai Komunis Indonesia): Indonesian Communist Party  
o PLN (Perusahaan Listrik Negara): national electrical company  
o Poros-Tengah: Middle-Axis   
o PPP (Partai Persatuan Pembangunan): United Development Party  
o Pribumi: native Indonesian  
o Rapat Konsultasi Nasional Kadin: Kadin’s national level consultation 

meeting  
o Repelita (Rencana Pembangunan Lima Tahun): Five Years Economic 

Plan  
o Rupiah: currency of Indonesia 
o RUU (Rancangan Undang-Undang): bill  
o SBSI (Serikat Buruh Sejahtera Indonesia): Indonesian Welfare Labor 

Union  
o Sekretariat Kabinet: cabinet secretariat  
o SMEs: small and medium enterprises  
o SOEs: state owned enterprises  
o SPSI (Serikat Pekerja Seluruh Indonesia): All Indonesia Workers Union  
o Surat Edaran Bersama: ‘policy’ documents issued by government offices  
o Surat Presiden: President’s (formal) letter  
o TNI (Tentara Nasional Indonesia): Indonesian Military  
o Undang-Undang Dasar: state constitution  
o Undang-Undang Perlindungan Konsumen: act on consumer protection  
o Utusan Golongan Ekonomi: representatives from the economic sector in 

the People’s Consultative Assembly (MPR)  
o UUD 1945 (Undang-Undang Tahun 1945): constitution of 1945  
o WTO: World Trade Organization  
o Xin-Wei: television news program in Chinese  
o Forum Kerja Tripartite Nasional: national tripartite forum Yayasan: 

foundation 
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Appendix II: List of Presidents/chairmen of Kadin (1968-present) 
 
1968-1972: Brigjen Usman Ismail 
1972-1973: Brigjen Sofiar (passed away during his presidency) 
1973-1979: Marsekal Suwoto Sukendar 
1979-1982: Hasyim Ning 
1982-1988: Sukamdani Gitosardjono 
1988-1994: Sotion Ardjanggi 
1994-2004: Aburizal Bakrie 
2004-present: Mohamad Hidayat 
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Appendix III: List of vice-Presidents/chairmen of Kadin (1999-

2004) 
 
Vice-President co-ordinating Organization, Regional Chambers, Industries and 
Entrepreneurs Associations Development 
Vice-President co-ordinating Small and Medium Enterprises and Cooperatives 
Development 
Vice-President co-ordinating Investment 
Vice-President co-ordinating Foreign Relations 
Vice-President co-ordinating Human Resources 
Vice-President co-ordinating Metal, Machinery, Chemical and Agro Industries 
Vice-President co-ordinating Textile, Electronic and Multifarious Industries 
Vice-President co-ordinating Trade Affairs 
Vice-President co-ordinating Transportation 
Vice-President co-ordinating Telematics (Telecommunication and Information 
Technology) 
Vice-President co-ordinating Construction and Real Estate 
Vice-President co-ordinating Mining and Energy 
Vice-President co-ordinating Agriculture, Fishery and Livestock 
Vice-President co-ordinating Forestry and Plantation 
Vice-President co-ordinating Tourism 
Vice-President co-ordinating Financial Services, Organizational 
Vice-President co-ordinating Social Welfare 
Vice-President co-ordinating Environment 
Vice-President co-ordinating Trade, Tourism and Investment Promotion 
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Appendix IV: List of all compartments of Kadin (1999-2004) 
 
Compartment of Organization 
Compartment of Regional Chambers Development 
Compartment of Industries and Entrepreneurs Associations 
Compartment of Membership Certification 
Compartment of Business Partnership  
Compartment of Funding Programmes  
Compartment of Management Small and Medium Scale Business and 

Cooperatives  
Compartment of Empowerment of Small and Medium Scale Business and 

Cooperative  
Compartment of Investment  
Compartment of Capital Market Compartment of coordination of Bilateral and 

Multilateral Committees  
Compartment of Sub Regional Economic Zone Compartment of Asia Pacific 

Area Compartment of Human Resources Development  
Compartment of Industrial Relations Compartment of Intern-Labor Institutions  
Compartment of Basic Metal and Machinery Industries  
Compartment of Chemical Industries  
Compartment of Agro Industries  
Compartment of Textile Industries  
Compartment of Electronic Industries  
Compartment of Multifarious Industries  
Compartment of Foreign Trade  
Compartment of Domestic Trade  
Compartment of Public Policies  
Compartment of Air Transportation  
Compartment of Sea Transportation  
Compartment of Land Transportation  
Compartment of River, Lake and Ferry Transportation  
Compartment of Multimode/Goods Forwarding Services  
Compartment of Telematics (Telecommunication and Information Technology)  
Compartment of Postal and Courier Services  
Compartment of Mass Media  
Compartment of Real Estate  
Compartment of Construction Compartment of Construction Design and 

Engineering Services  
Compartment of Consultancy Services  
Compartment of Oil and Gas Compartment of General Mining  
Compartment of Electricity Energy  
Compartment of Agriculture  
Compartment of Fishery  
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Compartment of Livestock  
Compartment of Forestry  
Compartment of Plantations  
Compartment of Hotel Industry  
Compartment of Tourism Supporting Facilities  
Compartment of Banking  
Compartment of Insurance and Other Financial Institutions  
Compartment of Funds and Facilities  
Compartment of Poverty Eradication  
Compartment of Entrepreneurship Socialization  
Compartment of Environmental Certification  
Compartment of Environment  
Compartment of Exhibitions and Conventions 
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Appendix V: Alternative policymaking models 
 
As was discussed in chapter 2 of this thesis, in the literature several types of 
policymaking models may be distinguished: closed versus open policymaking 
models, elite versus group-oriented policymaking models, and system versus 
structural models. In chapter 2 the closed versus open policymaking models 
have been discussed in some detail. In this appendix, we will briefly describe 
the alternative types of policymaking models that have been discussed in the 
literature. 
  

Elite versus Group-Oriented Policymaking Models  

An alternative way of distinguishing between policymaking models is by 
looking at the type of actors involved in the policymaking process. Depending 
on these actors, one may recognize elite-oriented and group-oriented 
policymaking. The elite-oriented model posits that public policy is a reflection 
of the dominant values and interests of the elite. According to this model, 
involvement in policymaking is not equal among the different groups in society. 
Instead, policymaking is dominated and carried out by small elite. According to 
Gaetano Mosca, the elite includes those who are dominant and superior in terms 
of politics, economic power, social status, culture, etc. The remainder of society 
(i.e. the dominated class) lack public policy information, and therefore policy 
decisions are taken by the more informed elite. Thus, this model assumes that 
policymaking is a top-down, rather than a bottom-up process.553 

The group-oriented policymaking model, on the other hand, states that 
policy is the result of interactions among different groups in society. These 
groups are assumed to be autonomous and self-organizing, at least to a large 
extent. David Truman argues that interactions of community groups can have 
political impact only if they aim their demands towards state institutions. 
Groups are seen as a bridge between individuals and the state. Thus, politics is 
seen as the attempts of different societal groups to influence government 
policies. Some authors argue that this model may only apply to more advanced 
industrial and emerging economies, since autonomous self-organizing societal 
groups are absent in many developing societies.554 
 

System versus Structural Models  
Yet another way of distinguishing policymaking models is by focusing on the 
mechanism of policymaking processes. Basically, two models of policymaking 
can be distinguished here: system and structural models. The system model, 
developed by David Easton, argues that decision making is a systemic process 

                                                 
553 Mosca 1998. 
554 Truman, 1951. 
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in which actors interact with their environment.555 A system consists of input, 
process, output, and feedback. These different parts of the system are 
connected, creating a dynamic process of policymaking. Pivotal decision 
making is the process of converting input (i.e. discussions, bargaining, policy 
proposals) into output (i.e. public policies). Through feedback output is 
evaluated in terms of its ability to achieve certain goals. This model has a 
number of weaknesses, one of them being the fact that one may question 
whether input really comes from society, or whether it is manipulated by the 
bureaucracy.556 This critical view of the system model is linked to the critical 
remarks with respect to the public choice approach of open policymaking 
models. 
The structural approach stresses the importance of the organization structure of 
the state in producing and implementing policies.557 There are three types of 
organizational structure that may determine policy processes. First, the 
organizational structure of the state may be hierarchical. If this is the case, the 
organization of the state is characterized by a high degree of hierarchy with a 
rigid definition of tasks.558 Second, the organizational structure of the state may 
be organic, which means that it is highly flexible and less hierarchical.559 Third, 
the organization may have a matrix structure that tries to combine effective 
control and flexibility in policymaking. In essence, the system approach argues 
that the organizational structure of the state is responsible for the success or 
failure of policymaking and its implementation. 
 

                                                 
555 Easton, 1971, pp.7-33. See also Easton in Verma, 1999, pp.274-282 . 
556 Easton, ibid, pp.54-56.  
557 Rajawali, 1986. 
558 Ibid. 
559 Ibid. 





English summary 

 
This thesis discusses the changes in the relations between the government and 
the business sector in Indonesia during the period 1999-2003, i.e. the period 
after the fall of the Soeharto regime. We analyze these changes by looking at 
the role of Kadin – the Indonesian Chamber of Commerce and Industries, an 
organization representing business interests – in shaping economic 
policymaking after 1998. During the Soeharto regime, when a strong corporatist 
model prevailed and the government played a dominant role in policymaking, 
Kadin’s role in shaping economic policies was strongly marginalized. The 
economic and political reforms starting from 1997-1998 provided a new and 
challenging environment, allowing Kadin to – at least potentially – increase its 
influence on policymaking. We use three detailed case studies (on the 
establishment of the anti-monopoly law, on new rules regarding the 
procurement of government projects, and on establishing a new manpower law) 
to illustrate whether and to what extent Kadin’s efforts to influence economic 
policymaking were successful in the post-Soeharto period. The discussions of 
the three case studies show that the efforts of Kadin to become a more important 
player in the policymaking process were only marginally successful. The main 
reason for this was that in the post-Soeharto era Kadin was not the only 
organization in Indonesian society that represented specific interests. The 
economic and political reforms had given room for many other representatives 
of societal interests to raise their voice. Moreover, compared to the Soeharto 
period, the government and parliament had become much more open to 
demands from society. 



 

 

 

Nederlandse samenvatting 

 
In dit proefschrift worden de veranderende relaties tussen de overheid en het 
bedrijfsleven in Indonesië bestudeerd voor de periode 1998-2003, de periode na 
het aftreden van president Soeharto. Deze veranderingen worden bestudeerd aan 
de hand van de rol die Kadin – de Indonesische Kamer van Koophandel, een 
organisatie die de belangen van het bedrijfsleven behartigt – in deze periode 
heeft gespeeld bij de totstandkoming van politiek-economische besluiten. Ten 
tijde van het Soeharto-regime vervulde de overheid een zeer dominante rol met 
betrekking tot de economische besluitvorming; Kadin speelde daarbij slechts 
een marginale rol. De politieke en economische hervormingen die vanaf 1997-
1998 werden ingezet, boden Kadin – althans in potentie – meer ruimte om de 
politieke besluitvorming te beïnvloeden. Aan de hand van drie case studies 
illustreert dit proefschrift in hoeverre Kadin de politieke besluitvorming in de 
periode 1998-2003 heeft beïnvloed. De case studies betreffen de totstandkoming 
van een nieuwe mededingingswetgeving, nieuwe regelgeving ten aanzien van 
procedures voor de aanbesteding van overheidsprojecten, en de totstandkoming 
van een nieuwe arbeidswetgeving. De beschrijving van deze drie case studies 
toont aan dat Kadin slechts zeer beperkt invloed heeft gehad op de politieke 
besluitvorming rond economische vraagstukken. Voor een belangrijk deel kan 
dit verklaard worden uit het feit dat de politieke en economische hervormingen 
van na 1998 ruimte boden aan allerlei maatschappelijke organisaties (zoals 
werknemersorganisaties, NGOs, etc.) om zich te laten horen en zich te 
bemoeien met politieke besluitvorming. Tegelijkertijd leidden de hervormingen 
ertoe dat de overheid meer belang hechtte aan behoeften van de samenleving. 
Hierdoor werd het speelveld voor Kadin om de belangen van het Indonesisch 
bedrijfsleven te vertegenwoordigen ingeperkt. 
 


