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Introduction 
Ten years after the 1997/98 economic crises, some economists consider Indonesian economy has gone through recovery period and been back to the same level as before the crises considering financial indicators have shown improvement. When the crises took place in 1998, the economy dropped with negative growth at -13.1%, but afterwards, it grew positively. Even since the year 2004, Indonesian economy has been back to its average pace at 5-6% per year. After experiencing hyper-inflation in 1998 (77.5%), Indonesia has successfully kept its inflation rate at single digit, except in 2005 when fuel price was increased very highly. 

Although the economic growth, inflation and interest rates have shown favorable development, they should only be temporary targets in economic development. The primary objective of economic development of a country should be the improvement of public welfare as indicated by the reduction of poverty and unemployment. Recently, the macroeconomic indicators are considered to have recovered as before, but poverty and unemployment are still at high rates. In 1996, statistic data showed that poverty was 17.4% of total population (34.01 million people). In 2007, although the percentage declined (16.7%), the number of poor people was much bigger (37.2 millions). Similar fact was also shown in unemployment figure. In 1996, unemployment rate was 4.8% of labor force (4.9 million people), while in it grew to 9.8% (10.6 million people) in 2007. 

Considering the fact that poverty and unemployment rates were higher than those of pre-crises 1997/98, it is definitely not true that economic policies have been successful in improving public welfare. In other words, it means that government policies for economic recovery are fail or not effective. It was even more disappointing when we see the fact of the last five years (2004-2008), as the government budget for poor reduction increased sharply, the number of poor people did not decrease significantly. (See- Figure 1). 

Figure-1. Poverty Reduction Budget and Number of Poor People 
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During eight years after 1997/98 crises, IMF had been watching and deeply involved in economic crises management in Indonesia. The involvement of IMF in crises management was divided into two periods. The first six years (1998-2003) economic policy of the government had only been to follow IMF policy matrix as guided in the Letter of Intent (LoI). The remaining two years, which was Post Program Monitoring, during 2004-2005, had taken place without LoI. In other words, IMF diagnoses and prescription for curing have failed to take Indonesia to the same level as before the crises 1997/98. What is called recovery has only been increasing poverty and unemployment in the country. 

As a matter of fact, public welfare may only be reached through investment and productivity improvement in real sectors. Then, it becomes important to analyses economic policy choice of the government within eight years under IMF control. As publicly known, IMF and the World Bank are agents of neo-liberalism. There are many studies mentioning that the same prescription was given to all countries affected by economic crises. Those studies proved that by using the same prescription in many countries, IMF had only come to 30% of success rate. Even there was no success story in middle and big economies. In various countries, IMF policy was unable to strengthen the economy, but made those countries become repeated patients. [1] This paper highlights what kind of prescription IMF had written for Indonesia that made public welfare no better than before the crises. 

Letter of Intent = Liberalization 
On January 15, 1998 the Government of Indonesia (GoI) signed Letter of Intent (LoI) with IMF. As the creditor, IMF immediately requested the GoI to draft policies to be included in the LoI. Those policies were made upon analyses made by IMF and proposal drafted by government experts. There were at least 130 requirements for IMF loan, which covered various sectors of economy. 

Upon the analyses on LoI and policy matrix during the first six years period, there must be at least five categories of arguments that were made as the basis for LoI. The first was acute corruption, dominating government role, subsidy, over-protection and inconsistency on free trade. However, the above four arguments were merely simplification of problems and over-stated conditionality packed with both open and hidden agenda of liberalization. 

Firstly, it was argued that the crises took place as a result of corruption, collusion and nepotism (KKN/Korupsi, Kolusi dan Nepotisme) that have grown vastly in Indonesia. Therefore, LoI contents had been made based on this argument, such as: reduction of Bulog’s (Badan Urusan Logistik/Logistics Affairs Office) roles. Before the LoI, Bulog was responsible for the supply and stock management of various commodities, such as: sugar, flour, soy beans, cattle foods, etc. the latter commodities were free to be imported by private sectors as Bulog had not been responsible to stabilize their price. The GoI was also recommended to cut import tariff. [2] 

IMF also had the same recommendation for Pertamina, State Enterprises in Oil and Gas. IMF requested the GoI to invite international independent auditor to audit Pertamina, Bulog and PLN. The audit results were submitted to IMF and the World Bank[3]. In the year of 2000, IMF put in a few paragraphs of LoI to immediately cut off Pertamina and PLN monopoly.[4] 

KKN was and have been a very serious problem in Indonesia, a burden that has hindered the economy to grow at higher rate. The idea for state enterprises to improve their performance is also reasonable and widely accepted. However, the KKN argument to reduce Bulog’s responsibility and liberalizing agriculture product without preparation were absolutely careless decision. Bulog has vital functions in Indonesian economy, therefore, IMF advice should be to wipe out the KKN and not amputate its functions. 

In the case of Pertamina’s function in oil production and distribution in Indonesia, IMF agenda had targeted to complete the oil and gas law by 2001 that would change Pertamina’s functions. It was too risky to establish a new body and change Pertamina’s function without transition period. That could be harmful to supply and price stability of energy price for industry and households. The issue in the first argument is to pick up the pace of liberalization in Indonesia in agriculture and oil industries. Indonesia is a huge potential market for those products. In the case of Pertamina, Indonesian fuel market (including kerosene, gasoline and diesel fuel) is very huge, which has attracted to foreign company to enter the down-stream sector. Therefore, the GoI was encouraged to open the sector for foreign investment and raise fuel price at the same time. 

Secondly, it was said that the government role was too dominant in the economy and become the major cause of KKN and industrial sectors inefficiency. Upon this argument, IMF added into LoI requirement to audit and privatize states enterprises (BUMN). Henceforth, the GoI selected the best enterprises to be privatized as LoI of January 2000 mentioned that priority of privatization would be on Indosat and Telkom. Monopoly of various BUMNs in operating ports, airports, toll roads, etc., would also be ended. Of which the plan should have been finished by March 2000.[5] 

In many countries, including the developed one, state enterprises roles are very important in economy. State enterprises still hold strategic sectors even in this liberalization era because state enterprises are not merely business entities. They act as agents of development. Stiglitz (2002) wrote in his book that government’s involvement in economic activities is unfocused and inefficient. However, through its enterprises government has strategic position to protect national interests and manage public welfare. 

When privatization was performed without taking into account national industrial strategy, privatization would be boomerang to Indonesian economy. Before privatizing state enterprises, BUMN mapping should be done first. Strategic BUMN and those with Public Service Obligation (PSO) cannot be privatized. It must be clearly understood than mismanagement in BUMN will not be solved only by privatization. Privatization, which was a pattern of neo-liberal strategy, has also been employed by IMF to force the government to open strategic sector for foreign investment.[6] 

Thirdly, the GoI has allocated too much subsidy to various sectors that burden government budget. Energy subsidy, both for fuel and electricity, has been disbursed for quite long period, as well as food subsidy for wheat-flour, soybeans, corns, etc. It was not surprising that reduction of subsidy for strategic commodities became top priority in the first LoI. Although public at large were suffering heavy pressure from the crises, IMF made the electricity tariff and fuel price hikes as performance indicator of the government by the end of March 1998. [7] 

Efforts to cut fuel subsidy was still being scheduled in the nest LoI. After scheduling fuel price increase for 22% in 2000, IMF in 2002 LoI had encouraged the implementation of an automatic mechanism for adjusting domestic fuel price. Subsidy cut-off by only reviewing budget documents and budget deficit was a serious simplification of problem. Fuel had become the primary energy source not only for industry, but also for households. To introduce new energy sources and to cut-off old energy source needed transition policy and programs. 

Budget discipline that prioritizing subsidy cut-offs to strategic commodities without considering public readiness and social-economic effects on public interest had finally been paid at a very high cost. In the IMF LoI table of performance criteria, it was stated that electricity tariff must be raised by 30% and subsidy on petroleum products be removed by at the latest in March 1998.[8] This policy had ignited riot on May 1998 that cost Indonesia very much. During the next president era, Megawati Sukarnoputri, IMF advice to cut fuel and electricity subsidies and to raise telephone tariff at the same time had triggered large demonstration in big cities. 

Fourthly, in IMF opinion, Indonesian protective economic policy made Indonesian products uncompetitive and the economy vulnerable against crises. In IMF’s and neo-liberal economists’ views, protective strategy would only make Indonesian products uncompetitive in international market. Among other reasons, they also said that protection of energy source has been enjoyed by industrial sector for quite long time of period in Indonesia as the energy was subsidized. 

In the later LoI of IMF, requirement to remove export ban of various commodities including gas had caused state’s fertilizer manufacturers to shut down due to lack of gas supply. This was because in the Oil and gas law that was drafted with USAID’s assistance program, as a policy measure of IMF, there was a clause that restricts national gas supply to domestic market up to only 25%. Actually, state’s fertilizer manufacturers were very strategic to Indonesia in developing agricultural sector. By lifting export ban of gas, liberalizing fertilizer trade by the end of 2000, and privatizing state’s fertilizer manufacturers, it was crystal clear that national interests were out of consideration. 

In IMF’s opinion, industries in Indonesia had enjoyed energy subsidy for a very long period of time. The period was too long and the subsidy too much. This made Indonesian products inefficient and uncompetitive for they were not produced at real cost. This was IMF’s argument to wipe out energy subsidy from the national budget. 

Fifthly, Indonesia was deemed unsupportive to and inconsistent in applying free trade policy, so it was unfavorable to domestic industries and obstructive to investors. This opinion was definitely not true. Indonesia had started liberalizing its financial sector in June 1983, which was followed by Paket Kebijakan Oktober 1988 (Pakto 88/October 1988 Policy Package). Such liberalization was quite more advanced than other ASEAN countries. Indonesia was considered very audacious in implementing Washington Consensus (fiscal discipline, liberalization on trade and financial, privatization). 

Premature liberalization in financial sector might cause backfire to industrial sector competitiveness. It was supposed to be done in stages while at the same time preparing the real sectors to be competitive, just like what China has done. However, instead of applying it in stages, IMF accelerated the liberalization of Indonesian financial sector. Restoring Bank of Indonesia’s function as a central bank (Laws No. 23/1999 on Central Bank) was clearly referred to in IMF LoI, January 1998 paragraph 22.[9] The reason used for financial sector liberalization was to help industrial sectors to get financial resources at low cost. This law on central bank that has encouraged financial sector liberalization has also caused fluctuation of exchange rate and inflation, and finally has burdened real sectors. 

Liberalization in other strategic sectors has started with LoI requirement to the government to cancel the negative list of investment. Then it would be followed by drafting laws that open strategic sectors to foreign and private investment. IMF prescribed that laws on oil and gas had to be revised soon, which was resulted Laws No. 23/2001 on Oil and Gas. [10] [11] 

Other laws being originated based on IMF LoI were Laws on Water Resources No. 7/ 2004, Laws No. 20/2002 on Electricity, Laws No. 22/2007 on Investment. Later on, there were laws that tended to become too liberal or be on the contrary to Constitution (UUD 1945) and other laws. In such case, the Court of the Constitution had annulled such too-liberal laws, i.e.: laws on electricity totally annulled; while laws on oil and gas, and investment annulled partially.[12] Other than being too liberal and potentially harmful to national interests, those laws did not meet the procedures and requirements of law legislation. Investment laws had been originated without academic draft as required by effective regulation. 

IMF guidance in correcting economic policies as stated in LoI was finally admitted as a fatal mistake. In November 2003, Assistant to IMF Director IMF for Asia Pacific, Charles Adam, in Bangkok stated that IMF had made a lot of mistakes when attending the crises in Indonesia, Thailand and South Korea. The same thing had also been mentioned by IMF official when visiting Indonesia in February 2003 admitting that IMF had practiced business out of its competence.[13] 

The bad news was that IMF acknowledgement would not change the economic condition of Indonesia. The GoI had already implemented 130 conditions in various sectors as recommended unprofessionally by IMF. Acknowledgement of IMF may only raise more care from other countries before taking IMF’s prescription. As for Indonesia, the drugs from IMF had been consumed for years; the economic structure had become more fragile and weak. 

Liberalization without Strategy 
Economic fragility was not only a consequence of various misjudges and erroneous prescription from IMF in micro-economic sectors, but it was also an outcome of Indonesian obedience to only focus on monetary policy. In accordance to its spirit in encouraging neo-liberal policy, IMF LoI has limited – if not to say closed, the option for the GoI to create proactive policy in real sectors. The facts showed that during the last ten years the GoI’s policies had been excessively focused on financial and monetary targets as a realization of GoI’s obedience to Washington Consensus recommended by IMF. 

In fact, efforts to manage financial sector stability are crucial for the economy, however, excessive efforts to stabilize financial sector in Indonesia have sacrificed real sectors that ends up in increment of poverty and unemployment. Policies to control inflation, for instance, have restrained the economy to grow at its potential. Even inflation induced by price increase of goods regulated by the government (administered prices) has been pressed by monetary contraction, for instance, when fuel price was hiked 126% in October 2005. 

As a result of excessive focus on financial and monetary policies, real sectors grew at very low rates during the last 4 years. During the period of 2002 – 2006, production indices of middle and big industries in Indonesia had only grown 2.1 percent per year in average. In addition to the fact, since the year 2006, production indices of manufacture declined compared to those of 2005 (see Figure-2). Further research showed that the initial stage of deindustrialization has started as indicated from lower investment and utilization of installed capacity, industry relocation to other countries, and the change of manufacture industry to trading of imported products, etc. 

Figure 2. GDP Index vs. Production Index 
[pic] 

Liberal economic policy as recommended by IMF in LoI had made economic competitiveness of Indonesia decline and created high dependency. Food supply dependency that occurred 10 years after the crises 1997/98 was encouraged by IMF programs through elimination of export and import restrictions, both tariff as well as non-tariff of foods products, which then was followed by non-food agriculture products, etc. Tariff reduction recommended were, for instance, soybeans and garlic (20 percent), and wheat-flour (10 percent) to only 5 percent. 

Food dependency was indicated by statistics data, such as: soybeans import within the last five years (2003-2007) in average 1,091 million tons or equal to 60.5% of total domestic demand. In 2007, around 70% of milk for industries was supplied by imported product. Demand for beef in 2007 was 50% fulfilled by imported products. Indonesia also had to import wheat-flour and cotton, 100% and 80% of domestic demands respectively.[14] 

Declining competitiveness of agriculture products from Indonesia was a result of problems faced by farmers in obtaining production inputs, such as: scarcity of seeds and fertilizers. Removal of export ban of fertilizer and price disparity between domestic and international markets had encouraged fertilizer export, both legally and illegally. IMF also recommended Indonesia to hand over the distribution of subsidized fertilizer to private market, while previously managed by the local government and cooperatives.[15] Not surprisingly that ten year after the crises scarcity of subsidized fertilizer happened every year, although the budget allocated for such subsidy increased up to Rap 17 trillion in 2008. Beside fertilizer, liberalization of seed provision in LoI has also brought Indonesian farmers to seed dependency on private supply.[16] 

Other than the agriculture, manufacture industries in Indonesia have also lost their domestic market, even for their low value-added products. Since 2007, national manufacturers only held 13% of garment in domestic market. The remaining vast percentage was dominated by imported products, especially from China. In addition to Chinese products competitiveness, liberalization policy and security weaknesses have driven imported products to flood into Indonesia market. The issue of security weaknesses has made the situation worse since 70% of clothing market share was supplied by illegal imports. Footwear has also experience the same condition as 60-70% of low quality products traded in domestic market was imported. 

Raw-rattan export policy, for instance, had been the primary reason for declining competitiveness of domestic rattan industry, although Indonesia was the major rattan producer that produced 250,000–300,000 tons or 85% of world production. Having such vast rattan production, Indonesia was the largest rattan furniture until the year of 2000, but since 2006 it had changed and started to import rattan furniture.[17] Even worse, domestic rattan furniture manufacturers faced rattan scarcity. IMF recommendation to reduce tariff to 15% in 1999 and obligation to reduce it to 0% in the few following years were responsible for rattan scarcity. 

However, such unfavorable policy as trade liberalization in strategic commodity had never been corrected. Rattan trading was still liberalized without considering domestic demand as the GoI issued Trade Minister Regulation No.12/M-DAG/Kep/6/2005. Should the government not liberalize raw rattan trading, rattan manufacture industry would nourish in Kalimantan. As the industry grows and unemployment decrease, the value-added will also be higher. In turns it will generate other economic activities linked directly or indirectly. 

Neoliberal policies had not only been taken when Indonesia was tied to IMF LoI. Such policies were still continuously applied after Indonesia paid back IMF loans.[18] In 1998 LoI, IMF scheduled to reduce import tariff on chemical, steel, metal, and fishery products to 5-10 percent and would finally be reduced gradually to zero. Ten years after the 1997/98 crises, Indonesian had to face that national products were uncompetitive and domestic market was flooded with imported products, for instance, domestic clothing market was taken over by Chinese products (77%), footwear was also 60-70% dominated by imported products. Neo-liberal policies in industry and trade have damaged industry competitiveness. While at the time Indonesia relied on such industries in its economic development before moving to manufacture that required high technology support and educated labor force with specific skills. 

Figure 3 Imported Materials in Manufacture Sector (%) 
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Imprudent liberalization in financial sector still continued and has caused many risks in the economy. For example, Indonesia’s foreign exchange reserves increased from about US$ 35 billion (end of 2005) to US$ 57 billion (end of 2007) and US$ 60,5 billion (July 2008). Nevertheless, the accumulation of foreign exchange was not supported by a rise in productivity and export competitiveness, or even an increase in direct investment. Foreign exchange reserves were built up on the basis of hot money in-flow as well as price increase of mineral and agriculture commodity. 

Flows of hot money drove up equity prices on the Indonesian Stock Exchange and commercial property prices. The ISE index experienced 52% rise in 2007, primarily caused by sharp increases in international commodity prices. In 2007, mining and plantation companies enjoyed price increase of their commodities up to 25–30%, which meant they also had a sharp increase in their profits. One of the examples cited in early 2008 was the fact that 51 listed companies posted price-earnings ratios (PER) in excess of 50, and Peers for a further 26 companies were higher than 100. Incredibly, 11 companies recorded Peers of over 300. The rise of share prices far beyond levels justified by the performance of the companies 

Huge number of hot money flowing to the economy was usually seen only from the positive side, while the negative aspect was being ignored. Not surprisingly, there was no policy to anticipate the hot-money inflows that produced missing-link between macro and micro-economics sectors in Indonesia. High discrepancy of return between financial and real sectors had also produced low growth of FDI as a consequence. This meant that current financial crisis was not unpredictable. ECONIT has warned that ignorance to the condition will be harmful to economy.[19] 

The contradiction between the strong financial sector performance and slow real sector growth including the acceleration of de-industrialization is a dangerous development. Rising asset prices are vulnerable if not supported by increases of productivity, competitiveness and investment in the real sector. Economic fundamentals must be improved, otherwise, rising asset prices will form financial bubbles that will eventually deflate slowly or burst. 

Current Global Crisis Is Heavier 
The effect of current crises on Indonesia would be more severe that that of 1997/98 crises. Ten years ago, world demand and prices of commodities were comparatively high. The only problem was the under-valuation of rupiah, which was in favor to exporters and farmers of commodities in outside Java. They got windfall profit as their revenues in rupiah increased significantly. On the other hand, the current global crises were quite on the contrary since world demand and commodity prices dropped sharply. That was the result of recession in 2008 that would continue through 2009. Therefore, although the exchange rate of rupiah against US dollar had gone down from Rp 9,000 to Rp. 12,000 per US dollar, it did not help revenues of commodities exporters’ and farmers’ from being cut down. 

In the 10 years ago crises (1997-1998), the ratio of debt against GDP of Indonesia was higher (50%) than that of 2008 (37.3%). However, debt stock of Indonesia in 2008 has reached US$ 146 billion, higher that debt stock in 1997, which only US$ 129 billion. In addition to that, current debt stock tends to increase as budget deficit will increase to 2.5% of GDP in 2009. 

It is important to note that current consumption rate (Rp. 5,100 trillion) is 5.3 times higher that that of 10 years ago (Rp. 900 trillion). However, it is also worth noted that during the last 5 years, consumption increase was generated basically by the increasing price of commodities, mining products and speculative capital in-flow. Unluckily, capitals, both portfolio and investment, are ‘back home’. Capital out-flow, mining and commodity prices drop show that the consumption level is currently unsustainable. Then, it is one of the main factors of economic retrenchment in Indonesia during 2009. 

Figure 4 Comparisons of Crises 1997/98 and 2008 
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There was indication that Indonesia would take the same policy measures as the crises 1997/98. The response of the government over the past few weeks to the global financial crisis has to change the direction of economic policy from elite-centered neo-liberalism to a people-centered, pro-active approach. Monetary, fiscal, industrial and commercial policies must be used to avoid the worst effects of a hard landing on the Indonesian people. 

It is regrettable that in their efforts to brush aside these warnings the government took no action whatsoever to anticipate the crisis. The government panicked as if the US recession and the bursting of the financial bubble had arrived suddenly and without warning. 

First, the decision of Bank Indonesia and the government to impose a tight money policy demonstrates that the government has learned nothing from the 1998 crisis and still follows the IMF/World Bank recipe that failed so dramatically in the earlier crisis. The IMF/World Bank line transformed a monetary crisis into a wider and deeper crisis of the real economy. 

Although macroeconomic conditions were still under control in August 1997, the tight money policy recommended by the IMF and imposed by Minister of Finance and Bank Indonesia became a super-tight monetary policy in September and October. This policy spelled the end of the Indonesian financial sector. A number of banks desperate for liquidity was hit with inter bank rates that doubled, tripled and quadrupled. Healthy banks were drained of liquidity, leading to bank runs, made worse by the recommendation of the IMF to close 16 troubled banks without adequate preparation. This was a fatal move that pushed the Indonesian economy over the edge. GDP collapsed in 1998 by -13.4%. 

Amazingly, the IMF’s flawed recommendations of 1997 are being implemented once again in October 2008. Interest rates are being raised even as the US, Europe, China, Japan, Malaysia and just about every other country affected by the crisis lowers rates and pumps liquidity into the financial system. Bank Indonesia with the support from government decided to raise interest rates because two months before the IMF had suggested that Indonesian should do so. This decision was taken to encourage capital inflows and compensate for the fall in international commodity prices. But it is fatal for the wider economy. The burden on borrowers has risen and the business community will be forced to pay high rates for access to credit. 

Secondly, the government has prepared Rp. 4 trillion in government funds and has encourages State Owned Enterprises to buy back shares to lift equity prices. This demonstrates the loyalty of the SBY government to foreign hedge funds rather than to the Indonesian people. This represents misuse of public funds and will turn into Chapter 2 of the tragic story of Bank Indonesia Liquidity Credits in 1998. 

The decision of the government to push SOEs to buy back stocks up to 50% without General Share Holders meeting shows the government assigns a higher priority to the interests of hedge funds and big financial interests even though more than 60% of equities are controlled by hedged funds. The government is therefore prioritizing the use of SOE funds and the government budget to bail out financial elites. Funds that should be used to create jobs and promote real sector growth for small and medium scale enterprises are being used to protect speculators. 

Thirdly three out of four economic growth generators will experience significant retrenchment, i.e.: private consumption, investment and export. One of the growth generators that was still expected to be part of counter-cyclical policy was fiscal policy. Effectiveness of monetary policy in the form of liquidity loosening and interest rate reduction, as a part of counter-cyclical policy, would be very limited. Loose liquidity and interest rates decrease might give speculative pressure and pressure on rupiah exchange rate, as well. The only hope could only be relied on fiscal policy, but unfortunately, during the last 4 years the effectiveness of fiscal policy had been very low. Budget utilization rates were low and macro-economic targets could hardly be achieved. 

Figure 5 Budget Realization 2005-2008 
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The government had adopted fiscal stimulus amounted to Rp 71.3 trillion, but 80% of the amount was allocated as tax rebate. To Indonesia, this choice was not effective. First, it would reduce potential tax revenues. Secondly, those who enjoyed this policy were only the upper middle class since there were only 10 million tax number-holders in Indonesia in 2008. As other countries had adopted, fiscal stimulus should be aimed at direct spending, which would create vast multiplier effects to boost up economic recovery. 

A Model of Economic Policy for Indonesia 
The most appropriate model of economic policy for a country is an economic policy that is created based on and in accordance to the characteristic of the country. Indonesia is a resource based country composed of huge area of lands and seas rich with natural resources, i.e.: forest, sea and mining products. Although they have been exploited for ten years of period, the natural resources are still abundance to be optimally exploited for national well-fare. 

On the population side, Indonesia is abundance with human resources as the population is around 230 million people (2008). They are both potential as production factor and targeted market. Unfortunately, recently the Human Development Index of Indonesia is far left behind other Southeast Asian countries, even ranked below the new developing country like Vietnam, which is ranked number 105 while Indonesia 107. 

The advantage of having large population was not supported by adequate quality of labor force as the majority of the work force in Indonesia has only been in primary school education (56%). However, using a new definition that an individual, who works 7-14 hour per week, is considered employed; the unemployment rate of primary-school educated labor force is only less than 5 percent. Actually, they work in non-formal sector for living as Social Security Net in Indonesian is still poor. They work, not unemployed, but their income is very low. 

As the labor force in Indonesia are of low-education, it is not surprising the GDP per capita is also far below other Southeast Asian countries. However, the GDP per capita of Indonesia has been increasing from Rp 6.3 million (US$ 1,000) in 2000 to Rp 17.6 million (US$ 1,946) in 2008. Care should be taken when examining the increase of Indonesia GDP per capita as there is a tendency of widening gap of incomes. Gini ratio or the income distribution gap rate is widening as in 2002-2006 at 0.33 in average while in 2007 was 0.37. 

In the previous part of this paper, as a result of erroneous economic policy, the competitiveness of Indonesian products has become very low. Liberalization without appropriate and clear industrialization strategy has made manufacture industry in Indonesia to have shallow structure and dependent on imported raw and complementary materials. The Indonesia economy is very vulnerable to industry relocation and mostly used as huge market for foreign products. 

Foreign direct investment (FDI) in Indonesia will be attractive when real sector is not ready to absorb new investment, either because of poor infrastructure, underdeveloped supporting industries, uneducated and unskilled labor force. On the other hand, speculative investment is found its home in Indonesia as liberal financial policy nurtured by the GoI. It was indicated by portfolio investment growing at higher much rate than FDI. In addition to that, free floating rate and free foreign exchange regime have made Indonesia left further behind China, Thailand, etc as FDI destination country. 

To accelerate its economic recovery, Indonesia has to stop applying neo-liberal economic policy. Neoliberal policy adopted at the time of IMF LoI signing has been continued until recently. It even used as a solution when Indonesia is facing another global economic crisis. Based upon the facts of negative effect of liberal policy, continuing it with neo-liberal economic policy will only make Indonesia more deeply buried in the crises and lost its competitiveness forever. 

To boost Indonesian economy, there is no choice other than making correction and reorienting its economic policy. Indonesia needs hands-on policy. The government has to make correction on its macro-economic, trade and industrial policies based on national interests. 

A model of economic policy that will be able to bring Indonesian competitiveness back is self-sufficiency (self-supporting) policy, but definitely not a closed economy. Indonesia should be confidence to change the orientation of its economic policy, since: firstly, Indonesia has a very huge of natural resources, so economic policy should be based on this. The paradigm that natural resources is just as commercial commodities should be changed so as to employ natural resources, for instance energy resources, for fulfilling domestic demand. Any law on natural resources that does not regulate DMO (domestic market obligation) must be evaluated so as to meet national demand. This breakthrough is absolutely on the contrary with neo-liberal policy. 

Secondly, Indonesia has the advantage for having a very large population. This advantage must be used to test or evaluate its industries’ competitiveness, but premature neoliberal policy has lost the opportunity to do so. Liberalization without proper strategy has mad Indonesia not competitive both for its raw material and final products. A correction to neoliberal policies on trade and industry is unavoidable. 

A vast number of populations, as a factor of production, are also an advantage to Indonesian competitiveness. However, since most of the populations are uneducated and unskilled, the economic strategy must adjust with condition. Import substitution strategy will be and important alternative. Increase in food production, as supported with government policy, will create employment opportunity. This strategy will also reduce food dependency on international and lessen foreign exchange demand, which is relatively limited. Beside for import, Indonesia still needs large amount of foreign exchange for paying its debts every year. 

In addition to that, the development of agriculture, both foods and non-food, will provide raw and complementary materials that will reduce dependency on import. Manufacturing industry still has high dependency on imported materials. 

Thirdly, the implementation of the new model of economic policy will expectedly be supported by FDI. However, it must be noted that FDI will only be attracted when Indonesia has developed its infrastructure, bureaucracy, favorable monetary policy, etc. FDI in-flows are supposed to give maximum benefit to the economy, provided that the GoI has a blue print of sectors priority for FDI as other countries have. 

Countries like China, India and Singapore have started liberalizing their economies; however, they have made preparation before. China still keeps its financial sector secured before its manufacture sectors grew as one of the most competitive in the world. China had also prioritized its energy resources to produces inexpensive energy for the industry. India has also given more care on sectors related to SMEs before liberalizing its economy. It also paid more attention to sectors related to public interests. Another example is Singapore as it has been an open country since many years ago and linked to businesses in almost every country in the world. However, Singapore still protects and strengthens its state’s enterprises competitiveness. These examples show that all countries liberalizing their economies will do it very carefully by considering their national interests first. 

Appendix 1 

|No |Commodity |Tariffs Bind By WTO |Bind By Letter of Intent IMF | 
| | |in 1995 | | 
| | | |Tariffs 1997 |Tariffs 1998 | 
|1 |Cow |40 |0 |0 | 
|2 |Horse |40 |25 |20 | 
|3 |Pig |40 |0 |0 | 
|4 |Goat |40 |0 |0 | 
|5 |Chicken from the domestic Gallus species. |40 |0 |0 | 
|6 |Meat from caw kind, fresh or frozen |50 |25 |5 | 
|7 |Meat from cow kind (frozen) |50 |20 |5 | 
|8 |Frog tight |40 |20 |5 | 
|9 |Sea fish |- |20 |15 | 
|10 |Pond fish |- |20 |15 | 
|11 |Egg |- |0 |0 | 
|12 |Milk and head milk |- |20 |5 | 
|13 |Milk in powder |210 |5 |5 | 
|14 |Milk without additional sugar |210 |20 |5 | 
|15 |Milk butter and package |- |5 |5 | 
|16 |Butter and fat |- |20 |5 | 
|17 |Cheese and fermented milk |40 |15 |5 | 
|18 |Egg with fresh skin |40 |15 |5 | 
|19 |Egg for hatchery |- |0 |0 | 
|20 |Egg for non-hatchery |- |15 |5 | 
|21 |Flower and bud flower |- |25 |20 | 
|22 |Bombay garlic and red-onion |40 |5 |5 | 
|23 |Cabbage |50 |25 |5 | 
|24 |Cassava |40 |20 |5 | 
|25 |Coconut, Brazil peanut and cashew nut |40 |5 |5 | 
|26 |Date Palm |60 |15 |5 | 
|27 |Mangoes |- |20 |5 | 
|28 |Orange |50 |- |5 | 
|29 |Mandarin orange (inc. tangerine and tsusuma) |50 |- |- | 
|30 |Lime |- |10 |5 | 
|31 |Melon |- |25 |5 | 
|32 |Apple |- |25 |5 | 
|33 |Peer and kiwi |- |10 |5 | 
|34 |Durian |- |25 |5 | 
|35 |Tamarind |40 |25 |5 | 
|36 |Wheat |27 |0 |0 | 
|37 |Maize |40 |0 |0 | 
|38 |Rice |160 |0 |0 | 
|39 |Rice from Wheat |40 |5 |5 | 
|40 |Wheat flour |40 |5 |5 | 
|41 |Mill wheat |40 |5 |5 | 
|42 |Soybean |27 |0 |5 | 
|43 |Peanut non-fry |40 |10 |5 | 
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