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ABSTRACY

Mustims today are striving o rediscover the true meaning of [slam and o find the
witys ol tanslating Islamic principles into socio-cconomic realities. From the Islamic
perspective, ceonomic development is the core by itself This is evident from the dual
ciphases of both the qualitative and quantitative aspects ol development. in the case
of Indonesia the New Order government designed and strategize the development on
the basis ol the state ideology-Pancasifa. Indeed, Puncasila contains prominent values
which not only accommodate moral but also divine aspects, [n this paper we examined
the Pancasila-based cconomic development strategy from an Islamie perspective.
Such a stady is a necessily lor academicians, especially economists to write and
discuss. [ this study L iCis found that, even though Pancasifa said to accommodate
both material and spiritwal as Islamic perspective claims, but there is a significant
difterences in the conceptual as well as its applications.
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CHAPTER ONE

INTRODUCTION

L1 Background of the Study

Contemporary Islanic resurgence is not a transient political articulation of
mititant Islam, on the contrary, it heralds the Muslim’s positive and creative response
to the wdeological challenge ol” Western domination of the economic development of
thought, which is based on man's total independence of any [ramework ol divine

guidanee.

Muslims today are striving to rediscover the true meaning of Islam and 1o lind
the ways and means of tanslating Islamic principles into socio-economic realities.
Development economics from the [slamic perspective is more than just a branch of the
Islamic economics discipline. [t is the core itself. This is evident from the dual
emphases of both the qualitative and quantitative aspects of development. Indeed, any
negleet ol the qualilative aspects is an invitation to an unbalanced study ol what is a

crucial element inasociely’s pursuit of @ more dignificd and meaningful life.

Throughout the development of this work, the writer has attempted to address
the issue and, in the spirit of constructive academic development, presents what could

colighten an Islamic perspective study. Such a study is a necessity and as there has



been o growing interest among academicians, especially ecconomists o write and
discuss cconomics from an Islamic perspective. In this study, the writer atlempts o
focus on [ndonesia, as the subject ol analysis, the most populous Muslim country in

the world.

[ndonesia is the world™s fourth most populous country after China, India and
the USAL T Lies between the Indian ocean in the swest and the Pacific ocean in the cast
(see the map on page 3). 101s also known as the largest archipelago country in the
workl, consisting of almost all the islands between Asia and Australia - belween
13,500 and 17,500 of them. The wtal land arca is about three times the size ol Texas,
but the total ares (about 3 million sg. km) is more than one hall of the total area of the
United States. From west to cast, Indonesia stretehes to one eighth ol the carth's
circumierence, more than the distance lrom Seattle to Miami. Indonesia is rich in

natural resources such as ail, natural gas, coal, tin, nickel, copper and gold.

The average annual rate of growth was over 7 per cent per annum lrom 1968 o
1981, This growth rale was quile stable and only dropped below 6 per cent in one year
oul ol the fourteen. Tndonesia’™s economic performance in the decade of the 1980s, in
contrast was considerably less robust. Between 1981 and 1988, the average annual rate
of growth of GDP slowed to 4.3 per cent per annum.' The annual growth average
between 1989 and 1993 was 8.3% with ity Gross Domestic Product (GDP) average

LSS 190.3 billion in 1995,

' Data sourced from BPS {Biro Pusat Statistic- Central Bureau of Statistics), 1989

~J



During Socharto’s leadership which began in 1967, the so-called New Order
government suceeeded in transforming Indonesia into a well respected and recognized

country in ASIA with one of the highest GDP growths in the world, together with

other Asian countries.

Map of Indonesia
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The Socharto governmient took immediate corrective steps o accelerate
cconomie growth, To realize its objectives, ie. a return to the 1945 Constitution and
Pancasila® with pure and consistent implementation, the new government took
Pancasila as the sole ideology of the state. Pancasila was considered as a legal source
and this was considered sulticient o cnsure the national stability Tor the smoath
running ol cconomic development, In regard to economic policy, New Order
administration propounded the economic system of Pancasifa or cconomic system of

[ndonesiaas a blueprint for national cconomic development.

The New Order guaranteed religious life by the law and constitution of the
state, and Islumic matters were managed by the government through the Department
ol Religion.! Henee, the development effort was a challenge to the sense of
responsibility of the Indonesian Mustim community as the majority religious group.'
Therelote, Indonesian Muslims was urged to work towards “a just and prosperous

sociely based on Pancasila and blessed by Allah.™

Nasution who was the Chairman ol the People’s Consultative Assembly
argued that the autonomous deveiopment of Islamic sociely within the framework of
the government’s program was appropriate and conducive (o national success since

both aimed at “mental development, democratic development, and social wellare

Y Ihe word Pancasile is laken from Sanskrit and literally means live principles.

' This statement is quoted from the Sccretary ol State’s speech e, Major General Alumsyab in the
apening, ceremony of Seannar Pembangunan Musyarakat Islam Dalam Rangka Mifad The Foundation
for the Collection Funds to Atd Candidates for Pilgrimage e Mualang in July 1968,

"Ihid., p.25

> thid, p.25



development.™ The aim of Indonesian Muslims to practice the enets of their religion

was, i his view, in conformity with Pancasila.

1.2 Statement of the Problem

The strategy o Indonesia’s economic development was designed on the basis
ol the state ideology ol Pancasila. Pancasila itselt is a slate ideology, which had been
adopted  since  Indonesia’s - independence in 1945, Indeed, Pancasila  contains
prominent values, which not only accommodate moral but also divine aspects. Those
values are The Oueness of God, Just and Civilized Humanity, Nationalism,
Democracy, and Social Justice. By and large, the economic policy of development,
particularly that ol cconomic growth which was the ideal of the New Order, was
expected 1o incorporate Pancasile values. Nevertheless, the New Order guaranteed the

significant values derived Trom religion in the process of its development.

In the light of the preceding discussion, the objectives of this study are
specilically formulated to answer the following questions:
o What is the Islamic perspective in assessing Pancasifa on the matter ol Economic
development?
o  What are the similarities and differences between the stralegy ol cconomic
development of Indonesia under the New Order administration and that of

economic development from an Islamic perspective?

® td, p.30

A



o What is the Islamic perspective on the bases of economic policy ie. vicegerency
and ownership found in Indonesia’s economic development during the New Order

era?

1.3 The Importance of the Study

The importance of this study is threefold:
First, an assessment ol Indonesian development strategy  will reveal the
differences, problems and shortcomings of the work and will further enlighten

subsequent attempts as to which future directions to take.

Second, this kind of study will rejuvenate the discourse which seems to be
stagnant at present in indonesin and seems o be going nowhere, The result of this
study will hopefully provide a better understanding of the problems and ofler

prospects [or the development of the Islamic study.

Thirdiy, \his comparative study could provide a new paradigm [or managing
ceanomic development Clslamically’ which is a viable alternative development
strategy, fulfilling the Islamic eriteria, Hopefully, this work will enlighten the reader

both in terms of the theoretical and practical issues of development strategy.

L4 Mecthodology: Sources and Limitations



The methodology followed in this study is, by and large, analylical, critical and
comparative. It attempts to identify the differences ol the approaches, and strategies of
cconomic development. This study is essentially expository and exploratory, it bring
out lacts and ideas embaodied in Pancasila and the perspective ol Islam. Furthermore,
4 discourse is attemipted in response o the Pancasila cconomic systen, the study waill

reveal the comparative pereeptions ol the study.

Since our study involves the analysis ol coneepts and issues from an Islamic
perspective, the methodology adopled must necessarily be representative of [slamic
scholarship. The sources of Islamic economic thought and policy are Qur'an and
Stmnah, and the works of Islamic economists and scholars such as Umer Chapra,

Mannan, Akram Khan, Abul Hasan, Aslam Haneel, and Siddiqi.

The sources lor economic development policy in Indonesia are the 1945
Constitution, and the GBIIN (Garis-garis Besar Haluan Negara - Broad Outline of
National Policy) of 1983 - 1993, The writer also secks to explore the views of
Indonesian economists like Dawam Rahardjo, Mubyarto, Boediono, Marie Pangestu,
Kwik Kian Gie, Perwataatmadja, Sjahrir and Radius Prawiro. In doing so, this study
mainly relies on Indonesian language sources on the Indonesian economic experience
during Soeharto s era. In addition, this will include the articles printed in this language
to date. However, the wriler is also aware that the works of Hall Hill and Anne Booth

in English have also contributed to the study of Indonesian economic develapment.



Furthermore, the writer also refers to some Indonesian published journals i.c.
Bisnis & Fkonomi Politik Quarterly Review of the Indonesian Fconomy published by
the Institute for Development of Economices and Finance (INDEF) and The Indonesian

Quarterly published by the Centre for Strategic and International Studies (CSIS).

This study is limited in scope. 1L is a comparative study of Islamic doctrines
and ideology based on the Indonesian approach. The issues discussed here include the
comparison of the [slamic worldview and national ideology, the strategy of econonic
development, and cconomic policy and thought. Undoubtedly, there is stilt much o be
done, both on in terms of the theoretical aspects and practical implementations. This
necessity becomes more acute in the face of rising challenges and queries [rom both
Muslims and non-Muslims, who are now becoming increasingly more aware of the

true nature of Islam

1.5 Plan of the Study

This work is divided into four parts and consists of five chapters. The first part
ol the study deals with the general framework and methodology adopted (or this work.
Chapter one introduces the problem and addresses ils importance [rom u contemporary

standpoint.

The second part deals with the concepts, issues and approaches ol the
Pancasila economic system and development. In chapler two we are going o discuss

the elforts made and steps laken in Indonesia’s development under the New Order



government in the spirit of implementing development based on Pancasiler and the
1945 Constitution, as the New Order regime promoted Pancasil as the state ideology
from which Indonesia’s economic system, known as the Economic System of
Puncasifa/indonesia, was derived. Chapter three describes the policies adopted by
New Order regime o spark cconomic growth, We will see how the approach was
adopted by the government with due consideration of economic realities focused on
the swvailable strengths and opportunities. Apart from that, this chapter discusses the
conceplion ol economic development, which was tormulated in the GBHN in which

the planned steps and programs of development were outlined,

We will develop o framewaork for economic development from the Istamic
perspective in the third part. In chapter Tour we will see the basic conceptual aspects of
development from the Islamic perspective and we also will elaborate on the closely
related goals of development with this study. Tn this part also, we will discuss the

Islamic perspective on economice policies e, vicegerency and ownership.

Finally, in the last part ie. chapter 5, we atlempt o consider the process ol
development during the New Order period theoretically and in terms ol ils
implementation viewed from the Islamic perspective. Undoubtedly, this attempt is not
an casy one since it seeks o compare the concepts detived [rom an ideology wilh

theological norms on the one hand and a state ideology on the other.

9



CHAPTER TWO
THE PANCASILA ECONOMIC SYSTEM,

ISLAM, AND DEVELOPMENT

2.1 Introduction

Indonesia, the most populous Muslim country in the world, experienced very
rapid economic development under Socharto’s government. The country registered
among the highest cconomic growth rates in the world along with certain other
developing countries. Feonomic development is an important and interesting issue (o
discuss, especially with respect o a developing country like Indonesia, one of the
Asian Eeonomic Dragons of the eightics and nineties. Indonesia’s New Order
government built its own development strategy on the foundation of its ideology-
Pancasila. Meanwhile, it is also important o consider the role played by Muslims,

who form the majority of the population in Indonesia, in the process ol development.

We divided this chapter inte two parts. In the first part, we would like to arrive
at u definition of Pancasila, its economic system, and also the objectives of
development based on Pancasila. Secondly, our aim is to discover the influence
political power has had on policy making in the process of development based on
Pancasila. We would also like to claborate on the relationship between Mushims and

the government during the 32 years of rule.

10



2.2 Kconomic Growth and Pancasila Economic System

2.2.1  Definition of Economie Growth

Kenneth Boulding suggests that economic growth means the rate of economic
progress in an ceonomic system’. While Gerald M. Meier and R.1. Baldwin define it
as “a process where a country’s GNP growth increases in a relatively long period™,
Kindleberger refers to growth as the increase of the national product or the increase in
elliciency ol production measured with the input and development as change that
oceurs and the institution ol production, distribution in the composition of the result of
national production as well as allocation of input factors in every sector and changes

in the [unctional capability of a society”.

Beonomic growth ean be delined as:

b All efforts and activities which are geared to manage, influence or directly
determine the course of economic activities in a particular country (Herbert
Giersch, 1968).

2. Principles that serve as foundation for the aclivities directed toward the

achievement of particular goals (K12, Boulding, 1958).

! Kenneth E. Boulding, Principles of Economic Policy, (Stencil, Published by Gajah Mada Publisher
Foundation Body, 1962) page 15.

' Read Robert E. Baldwin, Economic Development and Crowdt (Wiley Eastern Private Limited,
Publishers, New Delhi, 1971), page 1-2. Also Gerald M. Meier and Robert E, Baldwin, Fronomic
Development, as wranslated into Indonesian language by Drs. Paul Sihotang, Pembangunan Lkonon,
lrst edition (Bhratara, Jakarna, 1972), page 6-16.

" Read the difference of understanding giverr by Charles Kindleberger in His book Feenomiu
Development, first edition {The Me Graw-Hill Book Company Inc., 1958) and the 3 edition wrilten
with Bruce Herric (Third Ldition, Mc Graw-111, Koga Kusha Lid, Tokyo, 1976).



3. Government planned actions which are designated for achicvement of particular

goals in a prescribed time (MM, Snodgrass and LT Wallace, 1977).

From the definitions above, we can conclude that, in essence, economic policy
consists of a decision maker, an object, objectives, time, and a territory (country). The
govermment is an actor or subject in cconomic policy as well as being the maker in
other governmental Tunctions'. Besides, government also makes the policies of

ceanomic development and planning'.

Liconomic growth, according to the current literature on development, consists
of a serics of economic activilies causing an increase in the productivity of the
ceonomy as o whole and of the average worker, and also an increase in the ratio of
carners to the total population. It is seen as a dynamic process involving structural
changes which produce a significant and sustained improvement in the performance of
the economy, actual as well as potential, measured usually in real per capita terms and
which is spread over a fairly long period of time. [ts substance lies in enabling people
to meaningfully contro} their economic environment so as to improve their quality of

lile.

e ogen Drs. Soetrisno PUHL, Dasar-dasar mn Kewangan Negara, BPVE, Gadjal Mada Universiny,
1981, specilically chapter XEand X1l
" Geonomic planing sometimes is also seen as an instrument of econumie palicy.



2.2.2  LFeonomic Development In Indonesia

The term development began to gain currency in Indonesia in the 1970s". In
the 1960s Bung Karno, Indonesia’s founding father, asserted that Indonesia should not
only focus only on cconomic development but also on devejopment in political and
cultural spheres. Since 19066, ad more importantly in the early 19705, up to now,
Indonesia has been moving towards “the socio-cconomic building”™ phase, where
community as well as government activities have been oriented towards socio-
cconomic development™. This brief note is chiefly meant to show that the term
development was widely discussed after the government launched a long-term
development program in 1966 as  formulated in TAP (People’s Consultative

Assembly's decision) No. X X1 1966 and Policy vn 3 October 1966".

Feonomists such as Dudley Seers (1968), Gerald M. Meier (1970), Bjorn
Hettne (1978) and Robert A, Flammang (1979} have addressed and questioned the
prevailing conception of development in consideration of the emerging new social
realities where Indonesia among others is the case in point'. The term development or

economic development in particutar abounds in the literaure of the very broad based

O does not mean that the word development was not known for prior to thal decade, bul the
connotation might have been different. During 1960's people were more familiar with the term
“revolution® than the term development.

" The idea of developing Indonesin gradually sinee 19435 is put torward by Dr. Ruslan Abdulgani on
The Principles of Thought on National Development Symposium on 3, 12,19, and 26 August 1977
organized by the National Defense and Security Council in cooperation with the Center of Studies for
Saciology.

rAP MPRS No. XXITZMPRS/ 1966 is the initiul concept and principle trom “development ideology™
since 1966. Policy on 3 October 1966 is an economic policy to start a planned development,
Liberalization of economic policy since then has the characteristics of development ideology.

" See Dudley Seers. “The Meaning of Development” (fvernational Development Review Vol XI Naod.
1969); Gerald M. Meier, Leading Issues in Economic Development (Oxford Universily Press, 19745),
specitically The Meaning ol Leonomic Development:, pages 349, also read Robert A. Flammany,
“ticonomic  Growth and  Economic Development  Counterparts or - Competitors™  (Feonomig
Develapment and Cidtiral Change, Chicago University Press, 1979).

13



cconomics discipline. Both terms have often been employed interchangeably with no

clear-cut distinetion made with the terms growth or ecconomic growth'.

2.2.3  Pancasila Is A Choice of The New Orvder Government

Pancasila is the national ideology of Indonesia that was developed during the
days ol independence in F9450 Tt s embodied in the preamble of the 1945
Constitution, the highest rank in Indonesia’s constitution. Pancasifa, which literally
means tive principles comprises the foltowing;
L. The Oneness of God

2.0 Justand civilized humanmty

.

The unity of Indonesta

r

b Democracy and nationalism, and

e

Social justice for all Indonesians.
These principles are interrelated and shall be seen as one eutity that cannot be

separated,

Socharto’s government (1965-1997) was the result of national leadership being
translerred (tom Indonesia’s fiest President Ir.Soekarno to Let.Gen Soeharto and was
conceptualized as an era of total and comprehensive reform and *correction” of the Old
Order system (Home Affairs Department, 1973). Gradually, the New Ovder generated
planned changes in socio-economic and political spheres based only on Pancasita

idcology, the 1945 Constitution and the GBHN 1983.

® Robert A TFlanmang, op.cil, page. 48



IFurthermore, as a strategy and blue print for development planned, formulated
and implemented with Pancasila ideology as guide, the New Order set such priovities
as national stability, political stability, national responsibility and national security
(Moertopo, 1981). By and large, the thrust of political will to achieve and implement
the fundamental concept of social and economic  development was locused on the
climination ol ideological differences and the enbancement of loyalty  towards
Pancasila (Moertopo, 198 D). Pancasila, was identilied by the New Order as the sole

satiree ob all laws.

2.2.4  EFceonomic Development Based on The Indonesian Economie System

[ndonesia has its own cconomic system used o achieve economic goats. The
terms  Indonesian  Lconomic  System  and  Pancasife Feonomic  System  are
interchangeably employed as they refer 10 the same phenomenen. The Pancasila
economic system refers to all existing resources used to achieve a prescribed goal,
Ideally, the stated objective is to develop the full potential of Indonesians and o create
a just and prosperous society both spiritually and materially under the guidance of

Pancasila,





