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ABSTRACT 

Study of the role of law in Indonesian economic development covers the three eras of governments: Old 

Order Government (Orde Lama) after Independence until 1965, New Order Government (Orde Baru) 

between 1966 until 1998, and Reformation Government (Reformasi) after 1998 until now. Although since 

the Independence, there had been gradual improvement in the role of law in Indonesian development, it 

must be said that law has never been functioned by the government as a tool of developing Indonesian 

economy. The study will bring us to understand why it is very difficult to develop Indonesian economy up to 

now without proper legal and effective judicial system as well as strong law enforcement. The lack of those 

factors has caused unpredictability, uncertainty and inefficiency for anybody doing business in Indonesia 

that finally weakens Indonesian economy.  Indonesia’s experience confirms the long held principle that 

proper legal and judicial systems are prerequisite for long and sustainable economic growth. This study will 

be based on theories made by Max Weber, David Friedman, Richard Posner and Iwan Jaya Azis. Their 

theories will be compared with the economic development theory proposed by the World Bank. 

Keywords: Economy, Law, Development, Economic Development, Indonesia. 

Studi atas peranan hukum dalam pembangunan ekonomi Indonesia meliputi studi terhadap tiga era 

pemerintahan: Orde Lama, Orde Baru dan Reformasi. Walaupun sejak kemerdekaan, telah ada pengakuan 

terhadap peranan hukum dalam pembangunan Indonesia, namun tetap dapat disimpulkan bahwa hukum 

belum difungsikan oleh pemerintah sebagai alat untuk membangun ekonomi Indonesia. Studi ini akan 

membawa kita untuk memahami mengapa sampai saat ini perekonomian Indonesia masih sangat sulit untuk 

berkembang tanpa adanya sistem hukum yang baik dan peradilan yang efektif, serta tanpa adanya penegakan 

hukum yang sungguh-sungguh. Ketiadaan ketiga faktor ini menyebabkan ketidak-pastian dan ketidak-

efisienan bagi siapapun yang melakukan kegiatan ekonomi di Indonesia. Sehingga hal ini melemahkan 

ekonomi Indonesia. Pengalaman Indonesia menguatkan teori bahwa sistem hukum dan peradilan yang baik 

merupakan syarat bagi pertumbuhan ekonomi jangka panjang yang berkelanjutan. Studi ini akan 

menggunakan teori-teori dari Max Weber, David Friedman, Richard Posner dan Iwan Jaya Azis. Teori 

mereka akan dibandingkan dengan teori pembangunan ekonomi yang pernah diusulkan oleh Bank Dunia. 

Kata Kunci: Ekonomi, Hukum, Pembangunan, Pembangunan Ekonomi, Indonesia. 

INTRODUCTION

This article studies the role of law in the development of Indonesian economy, since Indonesia 

gained its Independence. The study is structured in three sections. Each section will study the role of law in 

Indonesian economic development during each of the three government eras: The era of Old Order 
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Government (Orde Lama), the era of New Order Government (Orde Baru), and the era of Reformation 

Government (Reformasi) after 1998 until now.  

 The role of law in the development of Indonesian economy is determined by two different views. 

The first view demonstrated that Indonesia did not put importance on the role of law. For example, the 

World Bank’s East Asian Miracle Report 1993 mentioned law only peripherally as the contributing factor 

for Indonesian economic development. The Report confirmed the common view held in Asian countries, 

including Indonesia, that government policies, institutions, and government interventions played more 

important role than law and legal system, for the economic development of Asian countries.  The second 

view argued for the increased role of law and legal system and demanded less government intervention for 

the recovery and development of Indonesian economy. This second view came several times to surface only 

when Indonesia experienced economic crisis that brought down each of the ruling governments. 

 This article will study these two views of the role of law in the development of Indonesian 

economy. The first two sections of this article will explain that the Old Order Government and New Order 

Government did not emphasise the role of law for the development of Indonesian economy, while the third 

section of this article will explain the increased role of law for Indonesian economic development during the 

Reformation Government but with questionable results. Finally, this article will find out the implication of 

these two views on the development of Indonesian economy. 

ANALYSIS

The Era of Old Order Government (Orde Lama)

This era was led by President Soekarno, since Independence until 1966. Because of continuous 

cabinet rise and fall during his government, Soekarno implemented the ideology of Guided Democracy 

(Demokrasi Terpimpin) in 1957. Under the Guided Democracy that centralised power to Soekarno, 

Indonesian economy was governed under the ideology of Guided Economy (Ekonomi Terpimpin). Both 

Guided Democracy and Guided Economy ideologies reflected Soekarno’s opposition to Liberal Democracy 

political system that according to him had brought political instability in his government during 1950 to 
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1959. Guided Economy did not recognise some common economic norms or practices, such as, market 

economic mechanism, state budget control, foreign investment, foreign aid, as well as foreign import. 

Soekarno ordered the Indonesian Central Bank to stop publishing its financial statement, and controlled all 

banking activities, including setting the interest rate (Linnan, 2008: 75; Budiman & Soesastro, 2005: 15-17). 

 Soekarno’s policy that ignored common economic forms finally resulted  in economic chaos, 

marked by plummeting GDP, rising inflation and budget deficit, foreign investment withdrawal, and sharp 

devaluation of Indonesian currency as much as  99.55% (Budiman & Soesastro, 2005: 16-18; Sumarto, 

1989: 40). The declining economic situation triggered political chaos that led to a failed coup by the 

Indonesian Communist Party (PKI), on the night of 30 September 1965. The failed coup effectively ended 

the Old Regime era. 

In conclusion, during the Old Government era, law did not play any role in developing Indonesian 

economy. It was Soekarno’s policy and ideology that directed the development of Indonesian economy. 

Unfortunately, his policy and ideology for Indonesian economy denied common economic norms so that 

they created unfavourable environment for both Indonesians and foreigners to conduct economic activities 

in Indonesia. As a result, there had been economic collapse that brought political upheaval and ended his 

government. 

The Era of New Order Government (Orde Baru)

Government Priorities 

In 1967, President Soeharto inherited a bad economic situation and political instability from the 

Soekarno government. There was only an average 2% annual growth in GDP, investment in public and 

private sectors had declined and the annual rate of inflation had accelerated over 600% (UNDP, 2009: 

Internet page). 

 At the outset of his administration, Soeharto set two priorities: achieving stability and promoting 

economic development to slow down inflation, to increase export production and to secure an adequate 

provision of rice, the main staple for Indonesians (International Commission of Jurists and the Netherlands 
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Institute of Human Rights, 1987: 9). To achieve these objectives, the government needed political stability. 

Therefore the New Order government continued the Soekarno’s political model of Guided Democracy, 

albeit under a new name, Pancasila Democracy (Demokrasi Pancasila).  

 Since 1982, Indonesia left its status as a low-income developing country and entered the group of 

middle-income countries (Keating’s speech, 1998). In the following fifteen years, the government had been 

able to accelerate the rate of annual economic growth to a level in excess of 6%, control inflation, transform 

the economy to manufacturing and industry-based economy, raise levels of health care and education and 

reduce the level of absolute poverty from 58% to 17% (World Bank Report, 1993). 

 Political stability and economic development were the main priorities for the New Order 

government. The law reform was conducted only to support political stability and to meet demands of 

foreign investors as well as Western industrialised countries that were the major markets for Indonesian 

exports, plus, to follow the World Bank’s Structural Adjustment Policy (Kusumadara, 2008: 23).  Law was 

never genuinely part of the Indonesian development.

Economic Development without Law 

 Unlike Western industrialised countries that follow Max Weber’s theory which is: The economic 

development is upheld by law to provide certainty and predictability for economic players (Trubek, 1972: 

720-753), in Indonesia, the economic development was not backed up by law. Instead, it was founded on the 

government policy and political interest. In collaboration with the Indonesian legislative body that was 

under his authoritarian control, Soeharto was able to implement his policy for Indonesian development and 

enacted it as a state law through the Broad Guidelines of State Policy (Garis-garis Besar Haluan 

Negara/GBHN). 

 Before 1993, the GBHN never recognised the development of law as an independent part of the 

national development program. The development of law was categorised as part of the development of 

politics, state apparatus, information, communication, and mass-media. Therefore, for 25 years, law became 

a neglected field in Indonesian development. The Soeharto government always gave priority on economic 
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development in each of the GBHN as they considered economy as the main drive of national development. 

Only after 1993, did the GBHN recognize law as an independent field of development. 

  Indonesian impressive economic growth and improvements in living standards despite the 

undemocratic and authoritarian rule of Soeharto government, got praise from the World Bank and IMF.  On 

30 September 1993, the World Bank published its study reported in ‘The East Asian Miracle: Economic 

Growth and Public Policy’, that categorised Indonesia, together with Malaysia and Thailand as a ‘newly 

industrializing economy’ and one of the ‘high-performing Asian economies’ (HPAEs). In this report, the 

World Bank praised the role of government policies and government intervention for the success of 

economic development in Indonesia as well as in other HPAEs. In their study the World Bank found the role 

of the legal system only peripheral for the economic growth of the HPAEs. 

 This report raised discussion among legal experts, economists, and sociologists about the 

relationship between law and economic development. There had been a tension between the two views of 

the role of law or legal system for a country’s economic development. The view, associated with Max 

Weber’s theory and later with David Friedman’s and Richard Posner’s theories emphasised the role of legal 

system to support economic development. Their theory argues that legal system, which must be rational, 

underpins economic growth by providing predictable and calculable atmosphere so that it will lead to 

certainty and efficiency, essential to any economic activity (see whole Trubek, 1972; Friedman, 2001; 

Parsons, 2003; Posner, 2007; Deflem, 2008). On the other hand, most accounts of rapid economic growth in 

Asia, including Indonesia, was based on the other view that did not emphasise the role of formal legal 

system. This latter view gave more accounts on government policies and institutions for the development of 

Asian economy��World Bank, 1993: Internet page). 

 Many Indonesian scholars accepted the World Bank report with caution.  A respected Indonesian 

economist, Iwan Jaya Azis, commented the World Bank report, by saying that the high economic growth in 

Indonesia did not make Indonesian economy efficient.  He said that the lack of economic regulation and 

transparency in Indonesia had made the economic growth be enjoyed only by those who had monopoly over 

Indonesian economy. The monopoly and lack of transparency caused uneven distribution of business 
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opportunities, and created a rent seeking, inefficient, high-cost economy in Indonesia (KOMPAS, 21-

22/10/1993: 1&4). This inefficient economy lowers the growth of productivity among Indonesian 

businesses. Azis’ opinion certainly met the theory promoted by David Friedman and Richard Posner who 

argue that  economic efficiency could be maximized by legal rules (see whole Friedman, 2001; Posner, 

2007). 

 Indonesia’s high level of economic growth reported in the World Bank ‘The East Asian Miracle’ 

also masked a number of fundamental weaknesses in Indonesian economy. Indonesian judicial system was 

very weak and law enforcement was very poor, mostly caused by systemic corruption and the judiciary’s 

lack of independence from the political interference. Because of the weak legal system, there was no 

effective way to enforce business contracts, collect debts, secured liens, or sue for bankruptcy. Many court 

rulings in Indonesia were very controversial because often did not respect parties’ agreements and were 

unwilling to execute collaterals of secured promissory notes. This caused serious inefficiency and 

uncertainty in doing business in Indonesia (Himawan, 1993: 4). 

 Unethical business practices had also grew rapidly between 1980s until 1998. Yet, Soeharto 

government always resisted the calls from economists and lawyers to issue regulations to control widespread 

unethical business practices. He himself and his ministers regularly issued decrees that granted monopoly, 

business privileges and trade protection to Soeharto’s family and cronies and subsidised their businesses 

heavily with soft loans from state owned banks.  

All these unregulated and unethical business practices decreased the economic efficiency and 

productivity in Indonesia, while increased the ICOR (Incremental Capital Output Ratio) and DSR (Debt 

Service Ratio). Indonesian economic players lost their competitiveness in international market because of 

their inefficiency and were unable to survive in international market because of their rent seeking behaviour. 

The Collapse of Indonesian Economy 

 Widespread illegal and unethical business practices had increased the Indonesia’s ICOR and DSR, 

drained Indonesia’s capital reserves and weakened Indonesia’s economy. When the Asian financial crisis 
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began to affect Indonesia in mid-1997, the Indonesian fragile economy could not stop the free fall of the 

Indonesian currency’s (Rupiah) value. In October 1997, Soeharto government had to call in the IMF. The 

terms of the agreement between Indonesia and the IMF in the rescue package were outlined in a Letter of 

Intent of Indonesian government to the IMF, dated October 31, 1997. The agreement included restructuring 

the banking system, eliminating the high tariff barrier, phasing out import and marketing monopolies and 

price controls on agricultural commodities. But, this effort failed to have the desired effect. Although the 

agreement between the Indonesian government and IMF contained economic policy reform, but the reform 

did not go far enough to remove unfair economic privileges and rent-seeking facilities given to Soeharto’s 

family members and cronies. The Indonesian government itself, in the second round of rescue package 

negotiations with the IMF, acknowledged that ‘[t]he enormous depreciation of the rupiah did not seem to 

stem from macroeconomic imbalances, which remained quite modest. Instead, the large depreciation 

reflected a severe loss of confidence in the currency, the financial sector, and the overall economy.’ (IMF, 

15/1/1998: Internet page). 

 International and national confidence in the Soeharto government began to crash. The market lost 

its confidence to the government that did not respect legal norms and international agreements in running 

their country’s economy. Inflation was rising rapidly and reached 80% by the end of 1998 (WTO, 

1/12/1998: Internet page). Prices of basic necessities, such as foods, kerosene, fuel and electricity, also 

increased sharply. All of these led to public unrest and widespread riot throughout the country that forced 

President Soeharto to resign on 21 May 1998 and his Vice President, B J Habibie became President. The 

economic collapse put an end to the New Order government. 

 In summary, the high economic growth experienced by Indonesia during the New Order 

government was short-lived because the development of Indonesian economy was not backed up by law and 

proper legal system.  The lack of law and legal system had caused uncertainty for most economic players 

and created high-cost, inefficient economy that led to the increase of Indonesia’s ICOR and DSR. This kind 

of economy drained Indonesia’s capital reserves and made Indonesia vulnerable to the Asian financial crisis. 

What happened in the era of New Order government proved that the view associated with Weber’s, 




�

�

Friedman’s, Posner’s, and Azis’ theories was the correct one, while the view given by the World Bank 

Report was the incorrect one.

The Era of Reformation Government (Reformasi)

The Reform to Improve the Law and Legal System 

One of important reforms undertaken in the Reformation Era is the enactment of many economic 

laws that previously were always opposed by President Soeharto, and the establishment of several 

institutions to support the new economic laws, such as, the Commercial Court, the Business Competition 

Supervisory Commission (KPPU) and the Corruption Eradication Commission (Komisi Pemberantasan 

Korupsi/KPK). 

  

Barriers to Legal Reform That Hinder Economic Development 

Despite its legal reform, the Reformation Era has seen many foreign investors leaving Indonesia, 

closing their Indonesian factories and relocating to Indonesian neighbouring countries. The number of 

foreign investors that close their factories in Indonesia is increasing during the Reformation Era, including 

big investors, such as Sony and Nike. According to the figures from the UNCTAD World Investment Report 

2009, the FDI net inflow to Indonesia is less than a half of that in the 1996-1997.  With lack of investment, it 

will be very hard for the present Indonesian government to increase the Indonesia’s economic growth, GDP 

and per capita income. Investment provides jobs, facilitates trade and industrialisation. 

The Asian Development Bank Report in 2005 pinpointed the decentralisation (regional autonomy) 

as one of main factors that deterred investors in Indonesia. Based on the Report, there was correlation 

between uncertainty or inefficiency of doing business in Indonesia and decentralisation. The Japan External 

Trade Organisation (JETRO) also mentioned the problems of increasingly complex and diverging 

regulations at the provincial and municipal levels in Indonesia as the cause of legal uncertainty (KOMPAS, 

28/11/2002: Internet page). 
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Besides the decentralisation, legal uncertainty during the Reformation Era is also caused by 

excessive and conflicting regulations. These regulations are often issued by different Ministerial 

Departments that lack coordination with each other.  Too many regulations force businesses to resort to 

informal payments or bribery to hasten the process of obtaining permits, clearances, and public services. 

(Asian Development Bank, 2005). This leads to high-cost economy and rampant corruption in Indonesia. 

For example, the excessive and conflicting regulations had caused widespread bribery and 

corruption in the Indonesian Directorate General of Customs and Excise (Dirjen Bea Cukai). On  May 30, 

2008, in the office of Dirjen Bea Cukai at Tanjung Priok, Jakarta, the Corruption Eradication Commission 

(KPK) found a lot of bribery money and arrested several Dirjen Bea Cukai personnel who were caught red 

handed accepting bribe. Following the KPK raid, there had been delays in the services of the Dirjen Bea 

Cukai at Tanjung Priok. The issuance of export-import clearance documents took 90% longer time than that 

prior to the KPK raid. This frustrated Indonesian exporting and importing companies. The investigation of 

KADIN (the Indonesian Chamber of Commerce and Industry) found that the Dirjen Bea Cukai had to deal 

with more than 1,000 regulations issued by different Ministries that governed the flow of goods entering and 

leaving Indonesia. Besides being conflicting with each other, many of those regulations were neither specific 

nor explicit, therefore causing multi-interpretation among personnel at the Dirjen Bea Cukai and slowing 

down the export-import process. Both KADIN and the Director of Dirjen Bea Cukai agreed that these 

excessive, conflicting and vague regulations created unnecessary red-tape and bureaucratic burdens. The 

only way for many business people in Indonesia to cut short this bureaucratic red-tape was through informal 

payment and bribery to the personnel of governmental offices, including the Dirjen Bea Cukai. This incident 

in the office of Dirjen Bea Cukai, Tanjung Priok describes the problem of excessive and vague regulations 

issued by the Indonesian government that leads to corruption and high-cost economy in Indonesia. 

The practice of the Indonesian government in issuing retroactive regulations has also generated 

legal uncertainty for both domestic and foreign investors in Indonesia. There have been several conflicts 

between investors and the Indonesian government caused by the implementation of retroactive regulations.  
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The first example is in the case of retroactive law on taxation. Based on the new Government 

Regulation on The Exemption of Value Added Tax on Certain Goods and Services No. 144/2000, the 

Minister of Finance imposed the new regulation to coal mining industries, including to those who already 

had the mining license based on the first generation of Coal Mining Production Sharing Contract (PKP2B). 

Based on the first generation of PKP2B, the coal mining companies should yearly receive the tax 

reimbursement from the Government for certain kinds of taxes that they already paid. However, since the 

issuance of the new Government Regulation No.144/2000, the Minister of Finance decided to no longer 

reimburse the tax of the first generation of PKP2B coal mining companies, to comply with the new tax 

regime provided by the new Government Regulation. In retaliation for the violation of their PKP2B contract 

by the government, fourteen coal mining companies withheld their royalty payment of their mining license 

to the government since 2001. In August 2008, the Minister of Finance requested a warrant of foreign travel 

prohibition against the commissioners and directors of those coal mining companies that withheld the 

royalty payment since 2001. This case embroiled for several months until President Yudhoyono was 

involved and instructed all government officials not to create any legal uncertainty. In October 2008, the 

government removed the foreign travel prohibition against the commissioners and directors of those 

fourteen coal mining companies and agreed to find a mechanism to pay the tax reimbursement to those 

companies, while the companies agree to pay their overdue mining royalty to the Minister of Finance.  

The second example is the retroactive law on mineral and coal mining production sharing contract. 

On December 16, 2008, the Indonesian parliament passed the Mineral and Coal Mining Act No. 4/2009 to 

replace the old Mining Act No. 11/1967. The new law is expected to improve the position of the Indonesian 

government in dealing with mineral and coal mining investors. In the old law, the position of the 

government and mining investors were equal because both parties were bound by the Production Sharing 

Contract (Perjanjian Kontrak Karya). Therefore, the government could not make amendments in the mining 

Production Sharing Contract without the approval of the mining investors. In the new law, the government is 

no longer a party in a Production Sharing Contract, but is a regulator and an issuer of mining permit. This 

position gives the government more authority toward mining investors. As a consequence, the new Act No. 
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4/2009 Article 169b requires that within one year after its enactment, all existing Production Sharing 

Contracts be replaced by Mining Permit (Izin Usaha Pertambangan/IUP). This retroactive law confuses 

mining investors, both domestic and foreign investors. The Association of Indonesian Mining Professionals 

(PERHAPI) criticises the new law as confusing, creating legal uncertainty and worsening the investment 

climate in Indonesia. Meanwhile, big mineral and coal mining companies, such as, Rio Tinto Indonesia and 

Freeport Indonesia expect the Indonesian government to honour the existing Production Sharing Contracts.  

Legal uncertainty in Indonesia also increases the number of conflicts between foreign investors 

versus the government of Reformation Era or Indonesian state owned companies. Most of them have to be 

brought to international arbitrations which are costly and time consuming, and thus wasting public money. 

Some conflicts involve big investors, such as: American Caithness Energy, L.L.C. and Florida Power and 

Light Company (in the case of Karaha Bodas Company vs. Pertamina and PT PLN in 2000); Mexican 

Cemex S.A. (in the case of Cemex Asia vs. the Government of Indonesia in 2005); American Newmont (in 

the case of PT Newmont Nusa Tenggara vs. the Government of Indonesia in 2009).   Most of those conflicts 

were caused by unclear rules of divestment procedures in Indonesia, mixed with the unclear division of 

authority between the central government and local governments regarding who should control the 

divestment.  

Vague regulation has also created conflict between Indonesian foreign movie distributors together 

with the Motion Picture Association (MPA) versus the Directorate General of Customs and Excise, Ministry 

of Finance. The vague regulation about the payment of import duty on royalty by Indonesian foreign movie 

distributors has caused confusion among movie industries in Indonesia. The customs and excise law that 

governs the obligation of Indonesian foreign movie distributors to pay import duty on movie royalty has 

existed since 1995, but the law had never been enforced until February 2011 when the Director General of 

Customs and Excise suddenly demanded the foreign movie distributors to pay their 15 year overdue import 

duty on royalty. As a result, the Indonesian foreign movie distributors refuse to pay the import duty on 

royalty and MPA of America stops distributing Hollywood movies in Indonesia. This situation threatens the 

life of movie industries in Indonesia, including the cinema industries and their employees. Indonesian 
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customers are also disadvantaged because they no longer can enjoy good quality movies. This damaging 

situation should not have happened if the regulation on customs and excise were not vague and had been 

enforced by the government since 1995.

The development of Indonesian economy is also impeded by the legal uncertainty in the Indonesian 

court system that often does not support the enforcement of contracts, does not honour arbitration judgment 

and does not implement the law properly (Asian Development Bank, 2005: 9). Many business people, both 

foreign and domestic, consider that Indonesian courts are inept in dealing with commercial cases. Therefore, 

their decisions are often unpredictable, inconsistent and biased. The poor legal system in Indonesia has put 

Indonesia at the 19
th 

rank, out of 24 countries in the East Asia and Pacific region, in terms of the ease of 

doing business (The World Bank Group, 2010).

The distrust over Indonesian judiciary and legal uncertainty has deterred banks in Indonesia to give 

much needed loan to Indonesian businesses. The Mortgage Act No. 4/1996 was intended to provide legal 

certainty for creditors, banks, as well as debtors. However, in reality, creditors and banks could not rely on 

the Mortgage Act to secure their loan. The execution of mortgage is often difficult and some state 

enforcement agencies even refuse to execute debtor’s mortgage (Utomo, 2009: Internet page).This legal 

uncertainty is caused by several Supreme Court’s circular letters and jurisprudence made long before the 

promulgation of the Mortgage Act. For example, the Supreme Court in its circular letters regarding Grosse 

Akta  No. 213/229/05/II/Um-Tu/Pdt dated 16 April 1985, No. 133/154/86/II/Um-Tu/Pdt dated 18 March  

1986, and No. 147/168/86/II/Um-TU/Pdt dated 1 April  1986, require creditors or banks to bring lawsuit 

against the debtor in the trial court and to get the court decision before they can execute the debtor’s 

mortgage. This Supreme Court’s jurisprudence and circular letters are still enforced despite their 

contradiction with the content of the Mortgage Act. The requirement for creditors or banks to pass through 

normal litigation procedure instead of the automatic mortgage execution, creates high costs for them. Legal 

uncertainty and higher costs in the execution process of bad loan mortgages, have been some of the reasons 

why Indonesian banks are reluctant to provide loan for Indonesian businesses.  
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This contributes to less bank loan channelled to manufacturing companies in Indonesia.  In 1985, 

almost 40% of bank loan was disbursed to manufacturing companies. In November 2009, manufacturing 

companies only absorbed 16% of bank loan. At present, banks prefer to give loan for property construction 

companies and loan for personal consumption that are considered less risky and yield quicker return on 

investment than loan for manufacturing companies (KOMPAS, 8/2/2010: 19). 

In average, banks in Indonesia charge very high interest of 13% to 15%, and even 17% interest for 

micro, small and medium enterprises, although the Bank Indonesia has lowered its benchmark interest rate 

up to 6.5% to influence the market. The bank very high interest, of course, becomes a burden for many 

Indonesian companies (Basri & Munandar, 2009: 16-19; Surendro, 2009: 21). The very high interest might 

be the way for banks in Indonesia to protect themselves from the non-repayment of loan and unpredictable 

legal process to collect debts and secure liens in Indonesia.    

Little financial assistance from banks causes difficulties for manufacturing companies to stay 

productive in the market and to maintain their labour intensive companies. Besides inadequate energy 

supply and deteriorating infrastructure, very high credit interest rate attributes to the present phenomenon of 

deindustrialisation in Indonesia. (KOMPAS, 26/10/2009: Internet page). The average growth of non-oil-and-

gas (nonmigas) manufacturing companies in 2004-2008 was only 5.6% per year, lower than the Indonesia’s 

average GDP of 5.7% per year. In 1987-1996 the average growth of nonmigas manufacturing companies 

could reach up to 12% per year, much higher than the GDP at that time which was in average 6.9% per year 

(KADIN Indonesia, 2009: 90; Basri & Munandar, 2009: 7-11). 

The deindustrialisation phenomenon caused by banks overprotective high interest loan is alarming, 

as it can results in increasing unemployment rate in Indonesia that can explode into yet another social, 

political, and economic crisis in Indonesia (Basri & Munandar, 2009: 20, 59-65, 70). To convince banks in 

Indonesia to lower their interest rate and increase their loan to Indonesian manufacturing companies, 

Indonesian judiciary and legal system must change to be more reliable and effective in enforcing business 

contracts, collecting debt and securing liens.   
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Repeating Tendency to Disregard Law during the Second Term of Yudhoyono’s Presidency 

The ‘land-slide’ victory of President Yudhoyono in the 2009 general election toward his second and 

last term of his presidency, somewhat decreases his usually strong anti-corruption stance. In his last term of 

his Presidency, he no longer needs to boost his image as an anti-corruption fighter as he does not need to 

win another general election. After being re-elected, President Yudhoyono is more focused on the economic 

development, but paying less attention on the degrading law enforcement and anti-corruption movement, 

such as in the cases of Bank Century, the arrest of two heads of the Corruption Eradication Commission 

(KPK) by National Police, and the tax mafia.   

The negative perception of degrading law enforcement is confirmed by the result of the Political and 

Economic Risk Consultancy (PERC)’s survey on Asian and expatriate business executives in sixteen major 

Asia-Pacific economies (Singapore, Australia, Hong Kong, the USA, Japan, Macau, South Korea, Taiwan, 

Malaysia, China, India, Thailand, Philippines, Vietnam, Cambodia, Indonesia).  According to the 2010 

PERC’s survey, among those sixteen countries, Indonesia is ranked the most corrupt country with a grade of 

9.27, worse than the 2009 grade of 8.32. (Alberts, 2010: Internet page). This survey result certainly 

influences the decision of investors, especially foreign investors, whether or not to do business in Indonesia 

with its weak and corrupt legal system. 

In summary, the Reformation Era has witnessed major legal reform in Indonesia. The government 

and parliament in both central and regional levels produce more legislations than ever. However, more law 

in Indonesia does not guarantee more legal certainty among economic players. More and more foreign 

investors are leaving Indonesia during the Reformation Era because of the high-cost economy and increasing 

legal uncertainty, caused by, decentralisation, excessive and vague regulations, retroactive regulations, and 

corrupt judicial system. President Yudhoyono’s weak stance against corruption and law enforcement in his 

second term of presidency also adds to legal uncertainty that deters investors to do business in Indonesia. 

CONCLUSION 
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The result of the study shows that law never plays role in the development of Indonesian economy. 

However, after the 1997-1998 financial crises that destroyed Indonesian economy, Indonesian people, 

economic players, and foreign investors demand law to play more roles in the development of Indonesian 

economy. According to them, the increased role of law will provide predictability, certainty and efficiency 

for anybody doing business in Indonesia. They believe that the lack of proper legal system and law 

enforcement in Indonesia creates high-cost economy that tampers the development of Indonesian economy. 

Despite the demand of increased role of law and legal certainty at the grass roots, bureaucrats in the 

Indonesian governments often neglect the role of law and legal system in pursuing the economic 

development. Even now, the Reformation Government’s position about the role of law in Indonesian 

economic development is still dubious. They have performed legal reform by producing more economic 

laws and establishing new legal institutions, but in the same time they undermine the legal reform by often 

allowing corruption and not enforcing the laws. The government’s behaviour influences Indonesian law 

enforcement agencies to disregard the law and thus, creating legal uncertainty that worries economic players 

and investors in Indonesia. 

The Reformation government can no longer hold on to the view that disregarding the role of law in 

the development of Indonesian economy. In order to sustaining the development of Indonesian economy and 

avoiding another economic collapse, the Reformation Government must recognise the role of law to provide 

legal certainty and predictability that bring economic efficiency for anybody doing business in Indonesia. 

This is also what many economists and legal experts, such as, Iwan Jaya Azis, Max Weber, David Friedman 

and Richard Posner have always suggested.  

�

REFERENCES

Alberts, H. R.,  Asia's Most Corrupt Countries. Retrieved 23 June 2010, from Forbes.com 10 March, 2010: 

http://www.forbes.com/2010/03/10/indonesia-yudhoyono-bailout-busines 

Basri, F. and Munandar, H., 2009. Lanskap Ekonomi Indonesia. Jakarta: Kencana. 

Budiman, A. and Soesastro, H., 2005. Introduction. Soesastro, H. (Ed.). Pemikiran dan Permasalahan 

Ekonomi di Indonesia Dalam Setengah Abad Terakhir 2 1959-1966, Ekonomi Terpimpin.  Indonesia: 

Kanisius. 



���

�

Deflem, M., 2008. Sociology of Law. Visions of a Scholarly Tradition. Cambridge: Cambridge University 

Press. 

Friedman, D. D., 2001. Law's Order: What Economics Has to Do with Law and Why it Matters. Princeton: 

Princeton University Press. 

Himawan, Ch., Hukum Macet. Penyebab Utama Kredit Macet. KOMPAS, 5&6 August 1993. 

Indonesian Chamber of Commerce and Industry - KADIN Indonesia, Roadmap Pembangunan Ekonomi 

Indonesia 2009 – 2014. Working Paper. 2009. 

International Commission of Jurists and the Netherlands Institute of Human Rights, Thoolen, H. (Ed.), 1987. 

Indonesia and the Rule of Law: Twenty Years of ‘New Order’ Government. London: Frances Pinter 

(Publishers) Limited. 

International Monetary Fund, Indonesia—Memorandum of Economic and Financial Policies. Retrieved 14 

February 2011, from  IMF, 15 January 1998: http://www.imf.org/external/np/loi/011598.htm. 

Keating, P., The Perilous Moment: Indonesia, Australia and the Asian Crisis. Public lecture at the 

University of New South Wales. Sydney. 25 March 1998. 

KOMPAS, Ekonomi Negara Tumbuh Tinggi Belum Cerminkan Adanya Efisiensi. KOMPAS, 21 October 

1993. 

KOMPAS, Makna Pertumbuhan Tinggi Tetapi Tidak Efisien. KOMPAS, 22 October 1993. 

KOMPAS, Kasus Sony Harus Dijadikan Introspeksi. KOMPAS, 28 November 2002. 

Kusumadara, A., 2000. Analysis of the Failure of the Implementation of Intellectual Property Laws in 

Indonesia. SJD dissertation. Faculty of Law, University of Sydney. 

Linnan, D. K., 2008. Indonesian Law Reform, or Once More unto the Breach: A Brief Institutional History. 

Lindsey, T. (Ed.). Indonesia: Law and Society, 2nd edition. Annandale, N.S.W.: The Federation Press. 

Posner, R. A. (2007). Economic Analysis of Law, 7
th

 edition. Wolters Kluwer Law & Business. 

Sumarto, B. S., 1989. Ekonomi Pancasila. Jakarta: PT New Aqua Press. 

Surendro, B., Perbankan Memiliki Struktur Oligopoly? KOMPAS, 18 May 2009. 

The World Bank Group, Doing Business 2010 Report, June 2008 – May 2009. Retrieved 18 June 2010, from 

http://www.doingbusiness.org/economyrankings/ 

Trubek, D. M., Max Weber on Law and the Rise of Capitalism. Wisconsin Law Review. 3, 1972. 

United Nations Conference on Trade and Development (UNCTAD), 2009. World Investment Report 2009.

United Nations Development Programme (UNDP). About Indonesia. Retrieved 30 January 2011, from 

http://www.undp.or.id/general/about_history.asp  

Utomo, St. L., Menyoal Eksekutorial Hak Tanggungan. Retrieved 20 January 2011, from Antara News 1 

January 2009: http://www.antara.co.id/print/1230784015   



�	�

�

Weber, M., translated by Parsons, T., 2003. The Protestant Ethic and the Spirit of Capitalism. Dover 

Publications. 

 World Bank, 1993. The East Asian Miracle: Economic Growth and Public Policy: A World Bank Policy 

Research Reports. World Bank. 

World Bank, 1993. The Making of the East Asia Miracle. Retrieved 15 January 2009, from 4:4 World Bank 

Policy Research Bulletin: http://www.worldbank.org/html/dec/Publications/Bulletins/PRBvol4no4.html 

World Trade Organisation, Trade Policy Reviews: Indonesia: December 1998. Press Release. Retrieved 2 

February 2011, from http://www.wto.org/english/tratop_e/tpr_e/tp94_e.htm 


