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Indonesia: Success Is Threatened
for Lack of a Modern State

ANILA — In Indonesia,

the good fortune of Chi-
nese firms becomes a target of
resentment that implicates the
pofitical regime.

The amack on Chinese
companies last weekend by
S0ime opposition supporters is 8
reminder that social unrest of-
ten comes at the expense of the
ethnic Chinese, even though
many of them are citizens, have
live(f in Indonesia for many

years, speak the national lan-

guage and identify closely with
the country.

One of the Suharto govern-

ment’s outstanding schieve-
ments, delivering growth and
better services $0 much of the
rura! population, is also a1 risk.
Frequent disputes over land
ownership that put the govern-
ment on the side of developers
against peasants cast a shadow
over the udvances in rural de-
vel L

eak property rights allow
ownership to be assigned to de-

-velopers with close ties 1o

people in power. The builders
of supermarkets, golf courses
and luxury homes usually win,
straining  the government's
hard-won credibility in the eyes
of the A

Their victories underscore

the government's deeper failure
to uftrodme the type of property
rights needed in'a eco-

nomy. When political connec-
tions determine owmh]h ';I),
ro| once acquired Is vul-
herable to. fature. poriical -
mability,

Moreover, the legitimacy of
- govemment erodes when peas-

ant protesters and labor organ-
izers must face a military that is
fmgucnl.ly above the Jaw.

ocial networks rather than
conracws keep Indonesia’s eco-
nomy moving, but networks
have high eniry hurdles, and
many poople are left out. The
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oureaucrlcv af the lower levels

is riddled with political ap-
pointees, incompetence and
venality.

~ The legal framework for
commerce is inadequate, and
the court system offers only
limited assigtance in proiecting
the rights of investors.

Without the institutional
foundations of an open, liberal
economy, a level playing field
and a neutral referee, economic
liberalization has intensified so-
cial cleavages, opening the gov-

emment to charges that only a

minority benefit,

The biggest special favom g0
to those closest to the idem,
most notably. some of his sons
and daughters and other kin who
have become a mujor link for
the intemnational business com-
munity to the president. Their

participation in a deal adds

yalue as a shield for forei
investors .g.jnu.ninm“g &,
gal environment and an unpre-
diciable bureaucracy. They can
also provide information that
others may not possess,

When  President  Suharto
leaves the political scenc the
business empire of his children
and close relatives ‘'may face
many chalicnges. Tensions
mount at a time when a lot of
Indonesiuns are asking why one
of the president’s sons holds a
permit 1o build a nationat car
industry on the basis of exclus-
ive wax breaks even though he
has no relevant experience.

As the political vulnerability

- of the first family’s business
_empire increases, so does_the._

danger of a violent ouicome.
Now that sition forces
have been mobilized, the stakes
to the family of losing have
risen dramatically.

Indonesiu’s weak institution-
a} foundations ruise doubts
about the sustainability of the
political deals on which the

/'3 econoniic growth and
tving standards depend,

The buttressing of institu-
ttonal structures, such as an ef-
fective contract law and a
wrained civil service, which en-
sure the credibility of govern-
ment policies in some other
Southeust Asian countries, are
absent, subjecting Indonesia’s
Prusperity o excessive political
risk. Correcting these institu-
tional weaknesses will be the
main responsibility of whoever

coun
tising

succeeds President Suharto.

The upposition's basic ap-
peal is 10 those who are not
getting « fair deal. Its greatest
challenge will be 10 transform
its success as a magnet of dis-
content into the capacity to
buitd the inodemn state that Mr.
Suhanu has failed to build.
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