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EDITORIALS/OPINION _

1o Liberalize, ma&clmmma Has to Reform the State

VIANLA — Indonesla's cu
has plurmmeted, losing about
percent ‘of its value against the LS.

doliar. Per capila income has fallen
from $1,130 to 3340, wiping out sey-
eral decades of economie 3% In
just over six months. mﬂuﬁcmﬂw un-
Eﬂw_ovﬂun:_ may resull in serfous ao-
cial wvnrest, which threatenn the
prosperity of Indonesia’s nelghbors.
Percgrine Invesiment Holdings, sn
loon of the “*Aslan mlracle,”’ laakeeady
ons of the caswaltes, It has sunk,
woighed down by a large Joan it ex-

tended to an Indonesian transpert com- -

y with.ambilious expansions plans.
m.m_u “.__._nw_..oﬁn of .-.3_.“”_35:-_ E.ﬂu
operalin onesia, e U
noa.onmwk fo the top leadership to
secure the deal, Thes sccurity now sp-
pesrs to have been an illusion.

The family of President Subarto built
an exicnsive business empire worth an
eslimaied $40 billion by using political
conncctions to gain special economic,
" privileges. That empire s the prime

Eﬂ. of a reform packuge sponored
. by he IME that Includes fiscal austerity
and a cleanap of (he banking sector,

- Ths package aims 1o open markets in

By Hilton Fube_.

Indonesia and end sweetheart deals for
relatives and frisnds of those in power.
Yet the reform packsge ignores the
?zmnagﬁwmow“ tical nahirs of tha
meltdown, mle fiberatism may
be what is needed o resurrect the eco-
nomy, but for liberalitm to work the
Indonszisn state must be taformed.
Indonasihin nwaak atate wilh & atrong
ruler. Mr, Suharto, & refired army gen-
ernl, has been in power for 32 years. He
has creaed a Zﬂ.w. person and
centralized regime. Asa regull, the coun-
try hae boen untible lo enforoa proponty
rights and even many of its own Jaws.
With its legal system and commer-
cial codes mnafile*to susizin modetn
trahsactons, investors depend on ad-
ministrative or execulive discretion.
The reault has been corruption and op-
porioniam. The Inabillty to enforce

rules reduces w.__._.ﬁs business aclivity
unless zome Impostant agent of the
‘tiate, snch a the president’s Eamily or

Inner clrele, intervenes,
Becanse of the stale's inability to
ensure funetioning matkets, the rulinp

family has gained vast leewny to cxtracl
value from praposed cconomic acy-
ity. The Wo__mnn muscls of the fomily
and cronies is needed by would-be in-
vestors to enforee ?o?ﬂﬂmwww over-
come regulalory uncerlainty and ward
off rampant buresuciatic malfeasance
and grait In the civil administration,

The IMF reform & is designed
to remove much of the gdvemment's

-~ power to bealow monopolite; but doss

not addreas the reasons why mono-
oliet and olhet insider deals theiva in
ndonesia. They flourish due to the
absence of approprate constitutional
restrictions on state power, Ownership
righis must bo sscured Ihrough con-
nections to execulive authority.
Indonesia’s failed slate js an extreme '
llustration of why competitive mar--
kets are not sustinable in much of
Southeast Asia. In Malaysis, Theiland
and the Philippined the accurnulation of
wealth and statos has been through
networks of kin and personel ties,
rather than open compelition and dis-
closore of information, Nons of thess
couniries hae been able (o develop dur-
able constitutional limils on govem-
ment that snsure clear boundaries be-

tween the private and public scclors,
and that protect the ownesship rights
of privaie investora. !
donesis’s fall shows the dangers of

subatituting continnity of leadexshl Wu?n
instituticas” prodictability. A liberal
trading system needs consintent expec-
tations about enforcement of contracts,

Consistency requires a range of in-
stitutions, rules, practices and natmy
spbich dlsaguish the syatem of public
administmiion from' the system of
private economic ownesship. Withowt
matitutions that separate political sov-
erelgnty from private owncaship, Ub-
eralism will not surmount cronyism,
and business confidence will fail. .

The IMF's reform packspe for In-
donesin is desipned to overcome the
shortage of forelgn exchange and re-
vive the camrency. But it is the shortage
aww-oﬁggnn. not of capital, that bas
led Indonesia to ruin, T

The writer, a senior research fellow ot
Stargord University's Hoover Iustitution
ond avthor' of “Small Couniries, Bix
Lessons: Govermance and the Rise of
Eart Asia,” contribated thix comment to
the International Herald Tribune.




