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Chapter 1 
 

 

 

 

 

 

Introduction  
 

 

This study analyses why Indonesia and Nigeria experienced contrasting 

development trajectories from the mid-1960s to the mid-1990s, despite 

their similar socio-economic and political conditions. During this period, 

Indonesia became more successful than Nigeria in managing economic 

development. It is argued in this study that policy elites in the two 

countries had different visions of development that were decisive for 

differences in the design and implementation of economic policies. I 

propose that Nigeria‟s economic failure is mainly due not to institutional 

arrangements, including ethnic and political fragmentation as well as 

bureaucratic incapacity, but rather to misguided policies. 

Indonesia and Nigeria are both located in the tropics, have a 

large, ethnically diverse population, are rich in natural resources 

(particularly oil), and have a long history of an economy dominated by 



 
2 Introduction 

agriculture. The two countries, however, experienced a sharp contrast in 

their economic development, particularly since the onset of the 1970s oil 

boom. In 1967, in Indonesia, per capita gross national product (GNP) was 

only US$ 50, or roughly half of Nigeria‟s per capita GNP
1
 (World Bank, 

1990a:1). However, by the late 1980s, Indonesia‟s purchasing power 

parity and per capita GNP were double that of Nigeria, accompanied by a 

more equal income distribution (Bevan, Collier, & Gunning, 1999:1). In 

terms of poverty alleviation, industrialization, life expectancy and adult 

literacy rate, Indonesia also progressed more than Nigeria in the period 

1960 to 1997 (Lawrence & Thirtle, 2001:2; World Bank, 2007b). These 

indicators show that Indonesia managed its development better than 

Nigeria did. Put simply, Nigeria turned into a development „tragedy‟, 

while Indonesia turned into an economic „miracle‟.
2
 

Interestingly, the divergence in economic development occurred 

during a period when the political structures of both countries were 

dominated by military regimes. After a failed attempted coup in January 

1966, Major General Ironsi took over the Nigerian leadership. From then 

on, Nigeria was dominated by military regimes until 1999. In succession, 

military officers claimed the Nigerian presidency in coup after coup. They 

were Yakubu Gowon, Murtala Muhammad, Olusegun Obasanjo, 

 

                                                                                                          
1 This economic indicator perhaps does not accurately reflect real living 

conditions in the two countries in the 1960s, since life expectancy and mortality 

rate were better in Indonesia than in Nigeria. However, a deteriorated balance of 

payments, ultra-high inflation, as well as food shortages in Indonesia in the late 

1960s are clear evidence of how chaotic Indonesia‟s economy was, compared to  

a relatively stable Nigerian economy at that time.  
2
 The World Bank (1993) definition of „miracle‟ and Easterly and Levine‟s 

(1995, 1997) definition of „tragedy‟ fit very well with the pair of Indonesia and 

Nigeria. In fact, comparison of the two countries offers a microscopic sample of 

what has been happening in Asia and Africa in the last few decades. In 1993 the 

World Bank published The East Asian Miracle, highlighting how Asian countries 

managed to achieve rapid economic growth and impressive poverty reduction. 
Meanwhile, Easterly and Levine (1995) published Africa’s Growth Tragedy, 

because Africa has „potential unfulfilled, with disastrous consequences‟. Africa‟s 

economy, which was predicted to grow ahead of East Asia, in fact experienced a 

stagnation of per capita income from the 1960s (Easterly & Levine, 1995, 1997).  
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Muhammadu Buhari, Ibrahim Badamasi Babangida and Sani Abacha, 

proclaimed as head of state in that order. After the death of Abacha in 

July 1998, Major General Abdulsalami Abubakar led the transition to a 

civilian government, and a new president was elected in 1999. Before 

that, the only civilian administrations were those headed by Shehu 

Shagari during the Second Republic (1979-1983) and Ernest Shonekan in 

1993. In Indonesia, Major General Suharto seized power in March 1966. 

Even though claiming to be democratic and holding general elections to 

justify his leadership, Suharto used military power to maintain his 

position until the 1998 crisis and the reform movement forced him to 

resign from the presidency.  

This study examines the contrast in economic development 

outcomes in the relatively similar political, social and economic contexts 

of the two countries. First, it describes what the Indonesian government 

did to „miraculously‟ develop the economy and what the Nigerian 

government did not do. Second, it analyses why the policy elites in the 

two countries had different priorities while facing similar economic 

challenges.  

The analysis focuses on two points in time when the two 

countries started to show a diverging path of economic performance. 

First, the late 1960s, when the Indonesian economy started to grow 

rapidly and continuously with the agricultural sector as the engine of 

growth, while the Nigerian economy failed to grow because of the neglect 

of agriculture. Second, the early 1980s. At a time when oil prices were 

starting to drop, Indonesia embarked on export-oriented industrialization 

with a series of liberalization measures, while Nigeria failed to depart 

from its import-substitution strategy. I also analyse how it happened that 

the policy elites in the two countries chose contrasting exchange-rate 

policies, which contributed to the divergence in economic performance. 

Furthermore, I explore why the policy-makers in the two countries chose 

different policies by analysing their individual background (their family, 

ethnicity, religion, professional and educational affiliations) as well as 

their life experience. I argue that educational background and life 

experience of the economic policy elites are an important determinant in 

the policy contrast between Indonesia and Nigeria.  



 
4 Introduction 

Previous Studies 

The differing economic performance between Indonesia and Nigeria has 

attracted scholars‟ attention, particularly because of the boom and 

subsequent drop in oil prices in the 1970s and 1980s. Brian Pinto (1987), 

for instance, provides a perspective on Nigerian economic policies during 

and after the oil boom, compared with those in Indonesia. His study 

analyses the interplay of macroeconomic measures in Indonesia and 

Nigeria, including oil prices, public expenditure, inflation, and real 

exchange-rate appreciation. Pinto (1987) identifies important differences 

between Indonesia and Nigeria with regard to fiscal and exchange-rate 

policies, foreign borrowing strategies, and agricultural policies. Sara J. 

Scherr (1989) also notes the importance of macroeconomic management, 

and concludes that the most effective measure influencing agricultural 

performance during the export boom was direct government expenditure 

and investment. 

Similar to Pinto‟s work, Chowdhury (2004) examines the 

movement of macroeconomic variables, such as relative prices, 

employment, wages, and structural transformation following the 1970s oil 

boom for Indonesia and Nigeria, and during the early 1990s for Papua 

New Guinea (PNG). He concludes that even though the timing and 

magnitude of the resource boom were similar, the outcome was 

significantly different across these countries. Macroeconomic policy 

responses, particularly trade policy, are argued to account for this 

difference. Unfortunately, like Pinto, Chowdhury does not investigate the 

factors underlying the different policy responses. 

Bevan et al. (1996; 1999) also emphasize the use of enormous oil 

windfall profits since 1973. They conclude that the Indonesian 

government‟s ability to turn oil income to productive use, and the 

Nigerian government‟s prestige projects, explain the difference in 

outcome. Credit must be given to Bevan et al. since they also propose 

initial conditions that may explain the policy differences. They argue that 

vulnerability to fluctuating world food prices in Indonesia led the 

government to establish policies to increase the food supply (Bevan, et 

al., 1999:418-9). Second, as opposed to the conventional Nigerian army, 

the „dual function‟ of the Indonesian army allowed the army to take on 

civilian tasks, such as providing infrastructure in rural areas (Bevan, et al., 
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1999:419). This contributes to the difference in perspective of the 

military, as an elite, in determining development priorities (Bevan, et al., 

1999:419). Third, Indonesia historically had a greater export orientation 

and there was more smuggling between the islands outside Java and 

neighbouring countries (Bevan, et al., 1999:419). These conditions made 

an outward orientation in Indonesian economic policies more acceptable 

to policy-makers. Fourth, Javanese domination of the Indonesian 

government has deep roots „not only numerically, but also historically and 

culturally‟, and Javanese elites achieved greater political security and 

affinity with the advent of market capitalism (Bevan, et al., 1999:419-20). 

On the other hand, the Nigerian government was dominated by 

Northerners, who held only a „precarious plurality‟ and whose educational 

achievements were meagre (Bevan, et al., 1999:420). 

The initial conditions in the two countries, however, according to 

Bevan et al., only became decisive after a series of events, namely „the oil 

shocks, the [1982] Mexican debt crisis, and the 1975 whistle-blowing 

reaction to misspending‟ (Bevan, et al., 1999:424). In Indonesia, these 

events became more decisive because of interacting with the country‟s 

unique experience: Sukarno‟s emphasis on social cohesion, the 1966 

hyperinflation, the emergence of technocrats in drafting economic policy, 

and successful externally-oriented neighbouring economies (Bevan, et al., 

1999). Thus, the differences in policy choices between the two countries 

are attributed to initial conditions together with events inside and outside 

the countries. 

Erick Thorbecke (1998) examines the economic divergence of 

Indonesia from the level attained by Indonesia and Nigeria in the 1960s 

by looking for differences in political and economic institutional factors. 

Thorbecke examines the initial conditions in the two countries, but from a 

different angle than Bevan et al. (1999). Thorbecke puts more emphasis 

on the initial conditions in terms of the fragmentation of society, seeing 

fragmentation as an obstacle for achieving collective action. Thorbecke 

sees Indonesia as less fragmented than Nigeria in terms of ethnic 

distribution, because the country is mainly dominated by Javanese. The 

Javanese, however, cannot afford to neglect the interests of the other 

Indonesian islands. Besides social fragmentation, Thorbecke also 
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emphasizes the process by which independence was obtained, federalism, 

and the background of the leaders, and why all of that inhibited the 

process of establishing collective action in Nigeria. In his conclusion, 

Thorbecke highlights three important factors leading to the differences in 

economic performance. First is the macroeconomic foundation and fiscal 

discipline. Second, Indonesia had an agricultural bias in development 

policy through exchange-rate management, large-scale irrigation projects, 

and fertilizer subsidies, while Nigeria „squeezed‟ the agricultural sector 

through marketing boards and exchange-rate management. Third, 

corruption in Nigeria is characterized as „an end in itself‟, meaning the 

money from corruption is not used for productive purposes (Thorbecke, 

1998:134).  

Eifert et al. (2002) explain the differences in economic 

performance between Indonesia and Nigeria from a comparative 

institutional perspective. Both countries had autocratic governments and 

ranked very low in terms of transparency. However, Eifert et al. (2002:23) 

note that in Nigeria, political power was fragmented along regional and 

ethnic lines, not in occupational or class terms. This, they believe, „has 

led to a continuous search for a constitutional formula to hold together the 

Nigerian Federation and to an ongoing battle over the regional allocation 

of public revenues‟ (Eifert, et al., 2002:23). Unfortunately, they further 

argue, there was no dominant party that could represent farming interests 

and no active commitment to enhancing equity (Eifert, et al., 2002:23). 

By contrast, Indonesia‟s chaotic and severe economic problems in the 

1960s, among them hyperinflation, food shortages, political instability, 

and a huge drop in GDP under the Sukarno regime, forced the new 

regime to adopt an agenda of economic stabilization and reconstruction, 

especially in rural areas (Eifert, et al., 2002:23). 

Studies on Indonesia‟s and Nigeria‟s development individually, 

or in comparison with other countries, also offer a broader understanding 

of the divergence in development. Bienen (1983) analyses the political 

and institutional factors that shaped the Nigerian strategy during the oil 

boom. A weak class-based movement led to weak pressure for 

redistributive measures. The absence of a landed class, for instance, 

meant there was „little demand for direct redistributive measures‟ 

(Bienen, 1983:45). Nigerian policy-makers also valued the importance of 
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an „exit‟ option from agriculture in the process of social mobility, which 

meant that agriculture received little attention, and led to policies biased 

toward the service sector, particularly education and road construction in 

urban areas (Bienen, 1983:45).  

Kohli (2004) explains the divergence in industrialization – in 

South Korea, Brazil, India and Nigeria – by differences in patterns of state 

construction and state intervention in promoting industrialization. Kohli 

(2004:327) argues that failure in Nigeria‟s industrialization can be traced 

back to the colonial period, in which „British “effortless” colonialism laid 

the foundation of a distorted state and a commodity-dependent economy‟. 

Even worse, the „effortless‟ colonialism took place in a country that „had 

not experienced order and prosperity of a centralised state; centuries of 

slavery had robbed them of their best; they existed in relative isolation 

[…]; and they hardly used written language‟, which is important for 

public administration (Kohli, 2004:326). Moreover, in the post-colonial 

period, Nigeria has indeed been an ineffective state. The country is 

characterized by a personalistic and ethnically fragmented political elite, 

combined with an army and bureaucrats that are not competent, and lack 

of long-term vision (Kohli, 2004:363-4). The state‟s ineffectiveness, 

lacking the vision and organizational capacity to promote 

industrialization, is thus argued to have contributed to Nigeria‟s 

development failures. 

Peter Lewis (2007), using an institutional approach in comparing 

the performance of Nigeria and Indonesia, concludes that the failure of 

development in Nigeria was due to the absence of political and 

institutional preconditions for economic development. Similar to Kohli, 

Lewis highlights how policy elites in Nigeria were divided along 

communal and factional lines, and concludes that this made them unable 

to achieve stable political regimes or capable bureaucratic organizations. 

Moreover, patronage, clientelism, ethnic division, rent seeking, and 

conflict over welfare distribution led the country astray (Lewis, 2007:77-

78).  

In general, the literature cited above falls into two categories. The 

first group (Chowdhury, 2004; Pinto, 1987; Scherr, 1989) simply 

compare implemented policies in the two countries. They do not examine 
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the institutional context surrounding the policies or the agency behind 

those policies. The second group (including Bevan, et al., 1999; Eifert, et 

al., 2002; and Lewis, 2007; Thorbecke, 1998) attempt to explain the 

economic divergence by examining the institutional contexts in the two 

countries. Different to previous studies, in this study I show the 

importance of personal background and life experience of policy-makers 

in shaping development in Indonesia and Nigeria, which has received 

very little attention in the existing literature.  

 

Role of the State 

A discussion of policy elites cannot be separated from the role of the state 

in which the policies are made. Therefore, before discussing the 

importance of the elites and the factors that influence their beliefs and 

behaviour in policy-making, I first briefly review the role of the state and 

the position of policy-makers in that structure. The role of the state is 

emphasized in Keynes‟s General Theory (1936), which criticizes the 

laissez-faire paradigm and assigns an important role to government 

intervention in case of market failure (see Chibber, 2002:954; Marcuzzo, 

2008). Keynes proposed that the solution to unemployment and 

depression in the 1930s was to reduce interest rates and increase 

government expenditure on infrastructure. Gerschenkron (1962), as well, 

argues that an active role of the state is required, especially in less 

developed economies and not only during economic depressions (Kalu, 

1996:238). „It is the role of the state to organize investment and seek out 

capital, especially in situations where private investment may be 

unwilling to take risks‟ (Kalu, 1996:238).  

Empirical experience of East Asian economies emphasizes the 

role of the state. The World Bank (1993), in The East Asian Miracle, for 

instance, notes the importance of careful policy intervention in East Asian 

economies. „Government interventions resulted in higher and more equal 

growth than otherwise would have occurred‟ (World Bank, 1993:6). 

Similarly, Campos and Root (1996) note the important role of the state in 

building a „shared growth‟ consensus that is essential for economic 

development. Such a consensus ensures that economic growth will benefit 

all groups in the economy. To build a consensus, however, involves 
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complex coordination, which only „effective‟ states can facilitate 

(Campos & Root, 1996; see also World Bank, 1993:13).  

Here, it is important to note the concept of the „developmental 

state‟ that was widely used in the 1980s, based mainly on the empirical 

experience of East Asian and to some extent Southeast Asian economies 

(see Öniş, 1991). Pioneers in this discourse were Johnson (1982) and 

Amsden (1989). The developmental state discourse is basically a critique 

of the neoclassical paradigm, which prefers to rely on market forces to 

drive the economy rather than on state interventions. In the neoclassical 

paradigm, state interventions, for example to promote import-substituting 

industries, are believed to generate inefficiency because they are more 

damaging than market failures. Neoclassical proponents believe that 

protection of industry will inhibit international competitiveness. 

Moreover, state interventions will create rent-seeking behaviour, which 

could redirect economic resources from productive to non-productive 

sectors. However, the experience of East Asian economies, such as Japan 

and South Korea, provides evidence that state interventions in the 

economy are necessary (see Amsden, 1989; Johnson, 1982). Öniş 

(1991:112) notes that: 

The government has performed a strategic role in taming 

domestic and international forces and harnessing them to 

national economic interests. […] The state has heavily 

subsidized and directed a selected group of industries and 

subsequently exposed them to international competition. […] 

Hence a high degree of selectivity has been the centerpiece of 

industrial policy. The state has retained sufficient instruments 

of control so that, whatever happened in the rest of the 

economy, sufficient investment would be forthcoming in the 

strategic sectors. Thus, the market was guided by a 

conception of the longer-term rationality of investment 

formulated by the state elites. Furthermore, the state has 

provided a stable and predictable environment within which 

the corporations could undertake long-term risks.  
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In addition, in contrast to the logic of the neoclassical paradigm, 

in the East Asian economies, price distortion because of government 

intervention did not lead to a waste of resources. Instead, it significantly 

enhanced investment in strategic sectors (Öniş, 1991:12). By distorting 

market prices, the government directed investment to the economic 

sectors that needed to be developed.  

The developmental state standpoint, however, does not simply 

follow the argument of the important role of the state in correcting market 

failures. Instead of doing that, the developmental state moves beyond a 

state-versus-market dichotomy „towards differences in the ways that 

market-oriented or capitalist economies are organized and towards how 

these organizational differences contribute to the contrasts in both policies 

implemented and the subsequent economic performance‟ (Öniş, 

1991:110). It is important to find a balance between market forces and 

state intervention. Therefore, Bolesta (2007:105) notes that the 

„[d]evelopmental state is often conceptually positioned between a liberal 

open economy model and a central-planned model‟.  

One important feature of developmental states is a commitment to 

national economic development targets. Such states „promote visionary, 

committed leadership; create meritocratic civil service in key areas, 

imbued by strong esprit de corps and concern for national goals‟ (Fritz & 

Menochal, 2007:539). Not only should the leadership commit to the 

targets, but everyone in government should be directed to attain the goal, 

because achievement of the goal, the performance of the economy, is the 

foundation of state legitimacy. Öniş (1991:111) notes that economic 

targets are simplified in terms of growth and competitiveness with 

reference to external economies. It is unavoidable that society is attracted 

to the paradigm of growth. Öniş (1991:111), however, exaggerates when 

he says that in a developmental state there is an „absence of […] any 

commitment to equality and social welfare‟. To the contrary, national 

economic goals of increasing growth and competitiveness can become 

shared projects, which promise to benefit all groups in the economy. A 

growth coalition is required to achieve the goals, and therefore the 

promise of equality should not be separated from the goals (see Campos 

& Root, 1996).  
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In a developmental state, there is no commitment to a particular 

type of regime. In contrast to the concept of good governance, which 

posits a normative commitment to democracy and attempts to strengthen 

democratic rule, a developmental state does not have such a commitment 

(Fritz & Menochal, 2007:539). A number of authoritarian states can be 

classified in this group, such as Indonesia, China and Vietnam. 

Furthermore, in contrast to good governance‟s emphasis on transparency 

and accountability, the core aspects of the developmental state are state 

capacity and an „embedded autonomy‟ (Fritz & Menochal, 2007:539). 

„Embedded autonomy‟ means that the state should be embedded in 

society to meet society‟s demands, but the bureaucracy should be rational, 

professional and insulated from political pressure and from rent-seeking 

groups (Fritz & Menochal, 2007:535).  

Another important element in the developmental state is a 

political system that gives the bureaucracy sufficient space for initiatives 

and effective operation. Insulation of the bureaucracy from political 

pressure and the resulting autonomy is crucial for bureaucrats to be able 

to take measures necessary to achieve development. „The objective of the 

political elite is [only] to legitimize the actions of the elite bureaucratic 

agencies and make space for the latter's actions‟ (Öniş, 1991:111). 

Therefore, it is not surprising that a technocracy is also characterized by 

this notion. A developmental state requires that qualified technocrat-

bureaucrats choose and implement development policies. „In order to be 

effective as a developmental state, bureaucratic rationality must also be 

structured in an appropriate apportionment of power among state policy 

agencies‟ (Chibber, 2002:952). Thus, political and bureaucratic elites play 

a central role.  

 

Why Elites? 

This study examines biographies of members of economic policy elites to 

explain diverging economic policies for two main reasons. First, policy 

elites played a central role in policy-making; in fact it was the elites who 

made the policies. As noted by Putnam (1976:ix), „Insofar as political 

decisions matter, political decision makers do, too‟. The important role of 

elites has long been recognized. Since the pioneering works by two Italian 
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sociologists, Vilfredo Pareto (1848-1923) and Gaetano Mosca (1858-

1941), the study of elites has been a central element in sociological and 

political analysis (see Parry, 1969:15; Scott, 1990).  

Pareto (1935:1424), in The Mind and Society, notes that a 

population is stratified into elite and non-elite. The elite is „a class of 

people who have the highest indices in their branch of activity‟, such as 

the best lawyer, the best thieves, and the best poets (Pareto, 1935:1423). 

The elite consists of governing and non-governing elites; governing elites 

comprise individuals who take an active part in government and political 

offices, such as ministers, senators, generals and chiefs of justice, while 

non-governing elites are the remaining elite groups (Pareto, 1935:1423-

4).  

Similarly, Mosca (1939:50), in The Ruling Class, notes that in 

every society there are two classes of people: „A class that rules and a 

class that is ruled‟. According to Mosca (1939:50), „The first class, 

always the less numerous, performs all political functions, monopolizes 

power and enjoys the advantages that power brings, whereas the second, 

the more numerous class, is directed and controlled by the first‟. Further, 

„The ruling minorities are usually so constituted that the individuals who 

make them up are distinguished from the mass of the governed by 

qualities that give them certain material, intellectual, or even moral 

superiority; or else they are the heirs of individuals who possessed such 

qualities‟ (Mosca, 1939:53). 

In line with those two scholars, Robert Michel‟s (1968), in 

Political Parties, notes that the majority of people in a society are 

unorganized. To organize complex cooperative activities, technical 

expertise is required. Unfortunately, the masses do not have the expertise 

and therefore they pass control over organization over to the hands of 

leading politicians and the bureaucracy (Parry, 1969:43). Thus, the 

structure of organized society inevitably gives rise to elites and develops 

into an oligarchy because the leaders will organize and consolidate their 

own interests. In Michaels‟s formulation, „Whoever says organization, 

says oligarchy‟ (1968:365).  

Now I turn to the second reason to study policy elites in relation 

to the nature of institutions in the two countries. Both Indonesia and 

Nigeria are countries with weak institutions. As Liddle (1983:68) notes, 
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in countries with weak institutions, and the accompanying structureless 

environment, the personal role of elites has been the almost inevitable 

alternative. Individual political leaders can play an important role in 

bridging the transition from traditional weak institutions to modern strong 

institutions. Mallarangeng (2002:29), similar to Liddle, notes that there is 

no need to use macro variables, such as „state‟ and „bourgeois‟, to 

understand politics and policy interaction. He proposes that a smaller unit 

of analysis is a better way to identify the interests of the state and of any 

economic and political powers. The state-centred approach relies on a 

high degree of aggregation and lacks empirical support (Liddle, 1991). 

Liddle (1983) emphasizes the rule of Suharto, who was 

remarkably successful and consistent in maintaining power and 

establishing a „pyramid of New Order‟ institutions, with Suharto‟s 

presidency at the apex. Even more, McLeod (2003:7) calls Suharto the 

owner of „franchise‟, that produced „the right to engage in “private 

taxation” – that is, various forms of taxation imposed by public sector 

officials (franchisees) for their personal benefit‟. Even though his 

characterization of a „pyramid institution‟ is debatable, Liddle‟s work has 

contributed to the discussion on policy-making through his individual-

rule approach. This approach allows us to examine policy elites and 

institutions in more direct and concrete terms, viewed as having their own 

life and history. 

Indonesia has had weak political institutions due to centralization 

of political power. During the New Order, there were limited checks and 

balances from the legislative branch since it was always dominated by 

Golkar (Golongan Karya), which served as the ruling party. In addition, 

the central government took control over the political process at the local 

and provincial levels, imposing a uniform model of local administration 

in 1979 (Hofman, Rodrick-Jones, & Thee, 2004:4). With the army as 

„political stabilizer‟, Suharto could (harshly) repress any opposing force 

to maintain his power.  

Nigeria also had weak institutions, but in a different sense. 

According to Lewis (2007:285), „the polarization of political elites and 

the weakness of central institutions gave rise to the more fragmented, 

competitive, and anarchic realm of rent allocation and corruption‟. Lewis 
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(2007:285) notes how this led to weak central authority, which failed to 

make use of state organization and personnel. Similarly, Kohli (2004) 

notes that fragmented elites lead to state ineffectiveness. Given the lack of 

a nationalist movement, political elites in Nigeria were fragmented along 

ethnic lines. Unfortunately, there was no dominant ethnic group that 

could drive the country. Bureaucratic growth did not enhance the quality 

of the civil service (Kohli, 2004:348). Even though Nigeria experienced a 

different kind of weak institution to Indonesia, personal rule played an 

equally central role. 

 

Defining Economic Policy Elites 

An intriguing issue is to identify the elites that shaped economic policy in 

the two countries, for instance were they political elites or bureaucratic 

elites? As suggested by Weber, „the bureaucracy could very easily obtain 

a dominant position by means of its organization of information and the 

efficiency of its executive hierarchy unless it were balanced by a powerful 

body of responsible elected political leaders‟ (Parry, 1969:81). When a 

strong political leader is absent, or under conditions where political 

leaders lack experience, the bureaucratic or administrative elites become 

„the de facto ruling group‟ (Parry, 1969:81).  

Fortunately, there are approaches that can be used to identify 

policy elites. Hoffmann-Lange (1987:29-30) describes three traditional 

approaches to elite identification, namely the reputational, decisional and 

positional approaches. The reputational approach selects elites according 

to experts‟ judgement of the elite‟s reputation. This approach is subjective 

and depends on experts‟ access to the policy-making process and their 

relation with the elites. The decisional approach identifies elites based on 

their actual participation in policy-making, whether they participate 

directly or have an indirect influence on policy-making.  

The positional approach simply identifies members of a policy 

elite based on their formal positions in the policy-making structure. This 

approach is the most widely used, not only because of its simplicity but 

also because formal holders of top-level positions play a crucial role in 

modern societies. As Charles Wright Mills (1959:4) notes, „Whether they 

[elites] do or do not make such decisions is less important than the fact 

that they do occupy such pivotal positions: their failure to act, their failure 
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to make decisions, is itself an act that is often of greater consequence than 

the decisions they do make.‟ 

In this study, I adopt the positional approach in identifying the 

economic policy elites in Indonesia and Nigeria. In fact, the decisional 

approach and the reputational approach did not lead to the identification 

of different elites in the two countries. Without intending to downplay the 

role of non-formal actors, this study excludes non-formal political elites. I 

also bear in mind the different nature of the policy elites in the two 

countries. In Indonesia for instance, the distinction between political and 

bureaucratic elites is sometimes irrelevant, since they are mixed with one 

another. In Indonesia, technocrats have filled political positions as 

ministers in cabinets, while at the same time, they do not hesitate to take 

on bureaucratic jobs. For instance, while serving as minister of finance, 

Radius Prawiro also took on the position of head of customs to ensure the 

effectiveness of the government‟s economic policies.  

Since I have defined economic policy as the focus of this study, I 

start by identifying organizations that are responsible for economic 

policy. At this stage I have a list of organizations including the Ministry 

of Economic Coordination, Ministry of Finance, Ministry of Trade, 

Ministry of Industry, Economic and Development Planning Board, and 

the Central Bank. The next stage is to look at the leaders of these 

organizations, which I hereafter simply call „economic ministers‟. These 

economic ministers form the policy elite that is the subject of this study. 

I am aware of the fact that Nigeria has had drastic changes in 

public administration. Prior to the 1988 Civil Service Reforms, permanent 

secretaries rather than ministers had a crucial role in policy-making. In 

administrative ministries, the permanent secretary served as the chief 

administrator and chief advisor to the minister. The permanent secretary 

had a wide range of responsibilities, including formulating policies and 

determining how they were to be implemented, interpreting policies, 

coordinating ministry activities, supervising functional execution and 

monitoring, and safeguarding the ministry‟s interests in inter-ministerial 

meetings and in relation to other agencies (Koehn, 1990:12). In the 

technical ministries, the permanent secretaries were also responsible for 

the overall coordination of ministry functions, including financial matters 
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(Koehn, 1990:13). In sum, the permanent secretaries held a powerful 

function in policy formulation and implementation in both administrative 

and technical ministries (Koehn, 1990:13).  

The 1988 Civil Service Reforms, however, changed ministerial 

organization, and altered the role of the permanent secretary considerably. 

After the reforms, it is now the minister, not the permanent secretary, who 

holds the title of „chief executive and accounting officer‟ (Koehn, 

1990:39). The permanent secretary serves as the deputy of the minister 

and is referred to as director-general (Koehn, 1990:39). Now, however, 

the minister is required to delegate substantial functions and authority to 

the director-general, who is intended to be fully involved in the decision-

making process (Koehn, 1990:40). Interestingly, the director-generals are 

political positions, directly serving the president, and therefore must 

resign with the government that appointed them.  

Considering the importance of the permanent secretary in the pre-

1988 period, this study includes some Nigerian permanent secretaries, 

particularly during the Gowon period (1966-1975), when they played a 

decisive role in economic policy. 

 

Biographies of Elites: Background and Life Experience  

The personal background (family, regional origins, ethnicity, religion, 

education, as well as political and professional affiliation) of policy elites 

is important for understanding how their opinions are formed and what 

kinds of policies they are likely to support. There are at least two reasons. 

First, a policy elite is often obligated to serve the interests of their group. 

This obligation usually comes from the background that provides the elite 

a basis for holding and maintaining their power. A policy elite drawn 

from a political party is required to serve the party‟s interests. Similarly, a 

policy elite who make use of class or ethnic sentiments to gain political 

power will need to serve their constituents. Of course, this tendency also 

works in the reverse direction. Educational background, for example, 

brings with it community networks that are important in maintaining an 

elite‟s power. This is not only in terms of alumni networks of a school, 

but also intellectual networks that share similar belief systems, codes of 

conduct and a certain established behaviour. Such an intellectual network, 

also known as an epistemic community, may support the elite‟s choices in 
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policy-making. This epistemic community can help to provide policy 

arguments, not only for the policy elite, but also for the public. This 

community can serve as „guardian angels‟ for the elite‟s policy choices. A 

full-page advertisement of a group of „liberal‟ persons in Kompas, a 

nationally distributed newspaper, supporting the Indonesian government‟s 

decision to increase national fuel prices in 2005, is an example of this 

function. 

Second, personal background may shape an elite‟s belief in 

certain values and ideas that they think suit them or their society (see also 

Guiso, Sapienza, & Zingales, 2006; Harrison, 2000; and Ziegler, 

1995:345). „Different religious affiliations and ethnic backgrounds are 

associated with different preferences for redistribution [and] different 

preferences for redistribution affect actual redistribution‟ (Guiso, et al., 

2006:24). Intellectual background, for instance, will help to explain an 

elite‟s perception of certain policy ideas, because, as Derlien (1990:350) 

notes, „certain types of education and training might be better suited 

towards devising and carrying out a specific required policy‟. Those 

trained in a liberal economics school of thought, for instance, are more 

likely to prefer liberal economic policies relying on market forces rather 

than a regulatory economy or state interventions.  

It should be realized, however, that having a certain social 

background is not a guarantee that an elite will act according to the 

interests predicted by that background. For instance, a policy-maker of 

rural origins will not automatically prefer rural-biased policies. It depends 

on how the person perceives being of rural origin. It is possible that 

having childhood memories of growing up in rural areas will lead the 

policy-maker to prioritize development in rural areas. However, there is 

also the possibility that the policy-maker will perceive rural areas as 

„backward‟, and therefore prioritize the development of „modern‟ urban 

areas. Here, we have to take into account how the person has been taught 

by his parents: develop rural areas in order to tackle the „backwardness‟, 

or escape from the „backwardness‟ and focus on urban development. 

Examining the background of members of an elite, however, does 

not imply denying their ability to change. Even though they learned 

attitudes about authority, development, morality and democracy in 
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childhood, this does not mean that they cannot change. Life experience 

provides the possibility for policy-makers to learn about the necessity of 

certain policy measures, about what kind of policy would be the „right‟ or 

„wrong‟ policy. A policy elite can learn from success or failure of policies 

that have been implemented by themselves or by previous policy-makers. 

In Indonesia, experiencing the mismanaged economy in the 1950s and 

early 1960s, with disastrous consequences, provided important lessons for 

the policy elite in Suharto‟s period not to commit similar mistakes. A 

„shocking‟ experience provides a „wake-up call‟ for a policy elite to be 

alert to possible consequences of their decision-making. 

Experience in social events, like the independence period, is also 

important in shaping the beliefs and ideas of an elite. MacDougall 

(1975:310), for instance, notes that Indonesian elites had shared 

experience in the military phase of the struggle for independence, which 

contributed to their closeness. Shared emotional experience can serve to 

tighten bonds, and therefore can enhance a group‟s policy effectiveness. 

Experiencing the guerrilla wars after independence, when they needed to 

stay in forests and villages in rural areas, influenced how Indonesian 

policy-makers perceived rural development. In addition, secession 

attempts in Sumatra and Sulawesi in the mid-1950s had served as a 

warning for the Indonesian government not to neglect development in the 

Outer Islands. In Nigeria, even though the Biafran war in the late 1960s 

worsened ethnic relations in the country, at the same time it strengthened 

bonds among the policy elite. 

 

Interrelationships and the Policy Arena 

Parry (1969:97) notes that the process of „political socialization‟ is 

dynamic and therefore the outlook of members of an elite can change 

fundamentally during their careers. Close encounters with business 

professionals and international donors, for instance, may lead policy-

makers to more practical decisions. Also, participation in national policy-

making may bring members of an elite closer together, and inspire them 

with a spirit of togetherness within their circle, which may lead them to a 

new policy stance. Therefore, social networks and interrelationships are 

important to understanding an elite‟s knowledge, beliefs and behaviour. 

„Differences in the way in which organizations are structured, as well as 
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in the positions people occupy within them, affect the flow of 

information, constraining not only the amount but the specific content of 

information that people receive‟ (Trotter, 1999:2). 

The logic of social network analysis can also be applied to the 

policy arena. The policy arena, or playing field of policy-making, 

involves many ideas and actors that may restrict or support a policy elite 

in adopting certain policies. Within this arena, policy-makers have to 

manoeuvre according to restrictions and opportunities coming from 

various forces, such as from a dominant epistemic community (Sutton, 

1999:8). As Crone (1993:58) notes, „the critical element in state capacity 

is a broader pattern of socioeconomic elite support, not democracy‟. 

Strong pressure to choose a certain development strategy will narrow an 

elite‟s options for policy choices. However, sometimes a member of an 

elite „has a substantial amount of leverage over the process, able to assert 

his or her own preferences‟ (Sutton, 1999:8).  

A member of an elite can merely pursue the dominant group‟s 

preferences, but can also act differently by joining another group, using 

coercive power, or manipulating social pressure (Crone, 1988:255). To 

act independently, policy-makers need insulation from social pressure. 

This insulation is necessary to achieve substantial state capacity. „If [it is] 

lacking, political resources are wasted on designing ineffective policies 

that, regardless of their technical merits, will meet with resistance when 

they are enforced‟ (Crone, 1988:256). 

Since the focus of this study is the period between 1966 and 

1998, a period in which Indonesia and Nigeria were ruled by military 

regimes, the relationship between the policy elite and the military is 

crucial for the analysis. Anene (1997:66-7) notes that „civilian cabinet 

members who bring political skills to the military administration are the 

natural political opponents of the military‟. Civilians and the military are 

rivals in controlling the state. Their relations, however, are complex, as 

the rivalry may become a complementary relationship. Bienen (1978:222-

3) notes: 

In Nigeria a mixed civilian-military system had a good 

deal of civilian input at central decision-making levels. 

Since politicians were prevented from operating openly 
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at local levels, and the military had not established its 

own political networks at local or middle levels of 

politics, a political vacuum existed. In some places, 

civil servants moved to fill this vacuum. Sometimes it 

was easier to co-opt civilians, both politicians and civil 

servants, and attach them to the military regime at the 

highest levels of politics. Perhaps civilians were easily 

co-opted because the central elites in Nigeria 

fundamentally share the same values irrespective of 

civilian or military allegiances. The military felt it 

could control central decision making even when 

civilians participated in the process. Local politics, on 

the other hand, seemed to be harder for military elites 

to control and to understand. 

 

In Indonesia, the relationship between the military and civilians 

also grew very complex. Mohammad Sadli (1993:42), a technocrat during 

the New Order, notes that the „Indonesian military in general had also 

accepted the economic program prepared by the technocrats, they did not 

interfere with our work‟. He describes how the relationship between the 

military and technocrats grew from academic exploration, when the 

technocrats gave lectures at Seskoad, Seskoau and Seskoal (schools for 

high officers of the army, air force and navy respectively) prior to the 

emergence of the New Order. „These courses […] became an important 

part of the military-civilian alliance which in 1966 overthrew the Old 

Order (Orla) government and established the New Order (Orba)‟ (Sadli, 

1993:39).  

In fact, civilians and the military are also rivals. A well-known 

example is the case of Pertamina, the Indonesian state-owned oil 

company, which was led by General Ibnu Sutowo. The rivalry between 

the military group in Pertamina and the economist-technocrats always 

caused tension. Radius Prawiro, the first governor of the central bank in 

the New Order, says that there was struggle over power in the cabinet 

between the economic ministers and those who supported Pertamina; 

Pertamina was „another Indonesian development agency‟ (Prawiro, 

1998b:142,144). Different approaches to development also contributed to 
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the rivalry. The economists‟ group in the cabinet wanted careful 

macroeconomic management to avoid inflation and to guarantee long-

term growth, while the supporters of Pertamina argued that such policies 

would inhibit private entrepreneurship (Prawiro, 1998b:144).  

Interaction between policy-makers and international agencies 

may also explain policy choices. In Nigeria, it seems that the inadequate 

implementation of the structural adjustment program (SAP) resulted from 

conflicting power relations between Nigerian policy-makers and the IMF. 

The SAP, which mandated devaluation of the Nigerian naira and a 

reduction of the government budget, was only half-heartedly accepted by 

the Nigerian government in 1986 in a situation of economic emergency 

(see Biersteker & Lewis, 1997; Lewis, 2007:162). The role of foreign 

advisors was an important one in Indonesia, too, even though Indonesia 

voluntarily liberalized its economy in the 1980s. Sadli (1993:42) notes 

that relations between the technocrats and representatives of the IMF and 

the World Bank „were very good and grew more personal over time‟. 

Moreover, Indonesia was highly dependent on foreign aid. Weinstein 

(1971:129) observes that the Indonesian policy elite realized that 

development was impossible in Indonesia without foreign aid. In this 

sense it is useful to consider the geopolitical situation, since Indonesia‟s 

elites seem to have benefited from the Cold War in the 1960s and 1970s. 

Unlike sub-Saharan Africa, Southeast Asia was a major battlefield of the 

Cold War, so that Indonesia was able to extract abundant foreign aid from 

the United States. 

 

Testing Some Conventional Propositions 

(1) Market-oriented policies and an export-oriented industrialization 

strategy are keys for economic growth for developing countries. 

 

What kinds of policies lead to rapid and sustainable economic growth? 

Openness has been regarded as an important determinant for economic 

growth. Hill (1997:133) underlines that, along with macroeconomic 

orthodoxy and equity, openness was crucial for rapid growth in Southeast 

Asian countries. This openness, according to Hill, refers to „exposure of 

the domestic economy to the international marketplace, through trade in 
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goods and services, various forms of capital flows, and the movement of 

people and ideas‟ (1997:133). In a broader context, much empirical 

evidence suggests that external openness is strongly associated with 

economic growth (Stiglitz, 1998:36). Thus, the OECD (1998:36) 

concludes: „More open and outward-oriented economies consistently 

outperform countries with restrictive trade and investment regimes‟.  

In the context of the Indonesia and Nigeria comparison, Bevan et 

al. (1999:4) note that Nigerian elites were more hostile to liberalization 

than were Indonesian elites. This can be seen, for instance, in the different 

exchange-rate strategies. In 1978, the Indonesian government realized the 

need to maintain export competitiveness through currency devaluation. 

By contrast, the Nigerian government maintained their emphasis on 

import-substituting industries, and allowed the exchange rate to remain 

overvalued and even to appreciate during the 1970s oil boom, which led 

to a deterioration in export competitiveness (see Bevan, et al., 1999:4; 

Lewis, 2007:194; Pinto, 1987:427). In 1982, in response to the drop in 

world oil prices, the Indonesian government began to significantly 

liberalize trade policies (Bevan, et al., 1999:418), while the Nigerian 

government was still busy with its indigenization projects to limit foreign 

participation in the economy. A structural adjustment program was half-

heartedly accepted by Nigeria in 1986 because of economic deterioration 

following the decrease in oil prices.  

Moreover, comparative studies between Asian and African 

countries were partly triggered by the World Bank (1993) publication of 

The East Asian Miracle that describes the rapid growth of the first 

generation of newly industrialized economies (NIEs) (Hong Kong, 

Singapore, South Korea and Taiwan) in the 1970s as well as the second 

generation of NIEs, like Malaysia, Thailand and Indonesia, in the 1980s. 

The experience of rapid growth and poverty reduction in these Asian 

countries was believed to be useful for Africans. Interestingly, lessons 

learned from the Asian experience have usually been associated with 

rapid growth in manufacturing exports. Weis (2005:2) notes that „it is an 

obvious and outstanding fact that the Miracle economies experienced 

extremely rapid manufacturing export growth‟. The general consensus is 

that industrialization is necessary for a developing country to progress. 

Collier (2007:121-2) suggests that for African countries to progress and to 
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reduce poverty, financial aid should be directed at improving 

infrastructure to support the export sector, such as labour-intensive 

manufacturing industries, rather than the agricultural sector.  

To examine the first proposition, I first identify the turning point 

of economic growth in Indonesia and Nigeria. In fact, the Indonesian 

economy grew rapidly from the late 1960s, more than a decade before 

export-oriented industrialization took hold. The period of rapid economic 

growth and reduction of poverty took off when the Indonesian 

government prioritized agricultural policies in its development strategy. 

In contrast, Nigeria‟s economic stagnation started when the agricultural 

sector was neglected. This shows that rural-agricultural-biased policies, 

which directly target the majority of the people, namely the poor, are the 

key for economic growth and poverty reduction.  

My analysis also shows that at the second turning point, the early 

1980s, economic policy in Indonesia was more liberal than that in 

Nigeria. However, taking into account the 1970s, this study shows that 

the Indonesian economic policy elite adopted economic measures that 

were not less interventionist than economic measures in Nigeria, 

particularly in the agricultural sector.  

 

(2) The existence of a non-politicized and technocratic elite leads to the 

adoption of successful development strategies.  

 

In the „developmental state‟ discourse, qualified policy-makers are 

necessary for development. Chibber (2002:952) notes that to have an 

effective developmental state, bureaucratic rationality must be structured 

in politics. Derlien (1990:350) adds that certain types of education and 

training are important for devising and implementing the required 

policies. These qualifications, however, apply not merely to the technical 

capacity of the policy-makers, but also to their commitment to 

development. Thus, it is important to insulate policy-makers from 

political pressure and political activities. The only task for policy-makers 

is, then, to deliver rapid economic growth which is decisive for 

maintaining the government‟s legitimacy.  
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To examine the second proposition, it is crucial to trace the 

recruitment of policy elites. How a policy elite hold on to their position of 

power determines their behaviour. Drawing on Max Weber‟s notion of 

the bureaucratic state, the Indonesian bureaucracy is relatively close to 

Weber‟s rational bureaucracy, in which officials are appointed on the 

basis of performance and technical qualifications, and they exercise their 

authority in compliance with impersonal rules. Indonesia‟s policy elite 

tend to be portrayed as professional technocrats that are „politically 

astute‟ (see for instance Hill, 1997:136). They are recruited from 

universities, not from political parties. On the other hand, Nigeria is 

relatively close to Weber‟s patrimonial bureaucracy, in which 

bureaucratic positions and behaviours in the whole bureaucratic system 

are based on personal, patron-client, relations. Nigerian policy elites are 

usually portrayed as working with and for their own political interests. 

Nigerian policy-makers are recruited from diverse groups and regions, to 

represent the diversity of their constituents. Moreover, Kohli (2004:363-

4) classifies Nigerian policy-makers as not competent and lacking in 

long-term vision. 

 This study, however, shows that we should be careful in 

characterizing Nigerian policy elites, considering the dynamics of public 

administration in the country. In fact, before the mass retirement of civil 

servants in the mid-1970s, Nigeria had well-trained civil servants 

recruited from among the country‟s best candidates. As noted by Olowu 

(2001:117), the Nigerian civil service was among the best in the 

Commonwealth in the 1960s and 1970s. Moreover, civil servants held a 

strategic position for economic policy-making. During the Gowon period, 

for instance, „a coterie of senior civil servants‟ held strategic ministerial 

positions and were thus in a position to steer Nigeria‟s economic policy 

(Lewis, 2007:134-5). These civil servants were de facto technocrats who 

designed the country‟s strategic policies. However, the heyday of the 

technocrat-bureaucrats in the early 1970s was „precisely the period in 

which Nigerian and Indonesian development trajectories began their fatal 

divergence‟ (Henley, 2009:3). It is therefore doubtful that economic 

failure in Nigeria was due simply to lack of a technocratic elite.  
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(3) Elite fragmentation along ethnic lines leads to political and policy 

instability, and therefore to development failure. 

  

Crone (1988:258) highlights the importance of the structure of elite 

coalitions to explain a state‟s capacity for development. According to 

Crone (1988:258), a broader coalition would increase the state‟s capacity, 

while a narrower coalition would limit its capacity. Similarly, Easterly 

and Levine (1995) found that ethnic diversity led to lower economic 

growth (see also Alessina & Ferrara, 2005; Montalvo & Reynal-Querol, 

2005; and Posner, 2004). This assumption, that elite fragmentation 

hinders development, is often highlighted in the Nigerian case. This is not 

surprising, considering the ethnic politics of the country. Daloz (2005), 

for instance, notes that political life in Nigeria is fragmented because of 

fractions, based on primordial solidarities (e.g. ethnic, regional and 

religious lines), and factions, based on alliances (see also Osaghae & 

Suberu, 2005:13). This fragmentation, according to Thorbecke (1998), 

has prevented collective action from taking place in Nigeria. A similar 

argument on the issue of collective action in the country has been 

proposed by Lewis (2007) and Bevan et al. (1999). This contrasts with 

Indonesian politics, which is dominated by Javanese Muslims, and where 

members of the policy elite have a strong mutual bond acquired during 

the revolutionary period (see Bevan, et al., 1999:419-20). In general, 

ethnic diversity and ethnic fragmentation will prevent rational economic 

policy because each ethnic group has its own interests, and policy elites 

will choose policies according to the interests of their group (Easterly, 

2001:693).  

I examine the third proposition by identifying the background of 

members of the economic policy elite, such as their ethnicity, education, 

religion, as well as their regional and political affiliations. I then analyse 

whether differences in these policy-makers‟ background correspond to 

differences in their policies. Interestingly, I found that Nigerian economic 

policy elites have quite similar preferences on development priorities, 

regardless of their diverse ethnic and regional origins. This makes it seem 

doubtful that elite fragmentation is the main source of economic 

mismanagement in the country. The direction of economic policy in 
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Nigeria was considerably stable from the 1960s to the 1990s. Without 

economic challenges and outside pressures, there would be more policy 

stability. Ethnic fragmentation does not necessarily lead to policy 

instability. This study suggests that educational background as well as life 

experience of policy elites have more influence on what kinds of policies 

are implemented.  

 

Methods and Data 

This study adopts a comparative analysis, which allows „richer insight 

concerning the influence of cultural milieu, political competition, and 

governmental structures themselves on the characteristics of public 

policy‟ (Cyr & deLeon, 1975:378). With a comparative method, Boeije 

(2002:392) notes, „the researcher is able to do what is necessary to 

develop a theory more or less inductively, namely categorizing, coding, 

delineating categories and connecting them‟. In addition, Cyr and deLeon 

(1975:378) note that a comparative analysis can enable understanding of 

„more complex and diverse situations‟, which „may lead to more 

stimulating and incisive conclusions on both the specific and general 

policy levels‟. Further, they argue, it may show the limitations of 

generalizing about policy on a country-by-country basis. The stagnation 

of Nigeria‟s economy in the 1970s to 1990s, for instance, has often been 

attributed to a chronically high level of corruption. However, comparing 

Nigeria with the Indonesian economy, which grew rapidly despite chronic 

corruption, raises doubts about the impact of corruption on economic 

growth. A comparative study also offers the possibility of gaining benefits 

from other countries‟ analogous policies. Even though cultural differences 

and overgeneralization may limit efforts to learn from one country for the 

benefit of another, „possible insights to be gained from pertinent 

experience in other environs should not be ignored‟ (Cyr & deLeon, 

1975:378). In this sense, a comparative analysis is a relatively 

inexpensive experiment.  

In this study, I use primary data from interviews as well as 

written sources collected during my fieldwork in Indonesia (July 2008–

March 2009) and Nigeria (March–September 2009). In Indonesia, I 

mainly interviewed policy-makers, in this case former economic 

ministers, to obtain their life stories. The main respondents include former 
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ministers of economic coordination, ministers of finance, ministers of 

trade, ministers of industry, heads of the National Development Planning 

Board, and governors of the Central Bank, as well as former permanent 

secretaries. Interviews with other key persons were also conducted to 

complement the stories. These key persons included not only other actors 

in policy-making such as bureaucrats, military officers and foreign 

advisors, but also family and friends of the policy elites.  

I started my fieldwork by looking for the persons on my list. I 

checked their biography, to find out who they are, what their ideas are, 

and what their policies were during their tenure in office. Their speeches, 

newspaper articles, and academic articles were important sources for the 

purpose. On days that I did not have an interview, I collected written 

material in libraries (National Library, Parliament Library, Center for 

Strategic and International Studies (CSIS), Freedom Institute, and LIPI) 

and through the Internet. I also accessed archives in the National Archives 

and National Secretariat. I particularly collected biographies and 

autobiographies of Indonesian policy-makers. The Center for Data and 

Analysis Tempo (Pusat Data dan Analisis Tempo, or PDAT) was very 

helpful in providing me with a brief who‟s who of Indonesian elites. In 

Jakarta, I interviewed most of the Indonesian New Order economic 

ministers.  

For Indonesia, a particularly important written source about 

policy-makers is the Bulletin of Indonesian Economic Studies (BIES) 

recollection series. The series provides reflections of Indonesian policy-

makers on their experience and thinking about development during their 

tenure in office. The recollections also shed light on the policy-makers‟ 

sociological background. The series contains a great deal of biographical 

material about members of Indonesian policy elites as well as tributes 

from their friends and colleagues that are important for this study.  

At the end of March 2009, I departed for Nigeria, first to Ibadan, 

the capital of Oyo State. The affiliation of the Tracking Development 

Project with the Political Science Department, Faculty of Social Science, 

University of Ibadan, allowed me to enjoy the use of the university‟s rich 

libraries. It is the oldest university in Nigeria, established in 1948 as a 

college of the University of London, and converted in 1962 into an 
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autonomous university. As the location of the oldest university and the 

first television station in Nigeria, Oyo is also known as a „pace-setter 

state‟. During my stay in this town, I benefited from extensive periods 

delving into the literature in the city‟s libraries (University Library, 

Faculty of Social Science Library, Political Science Department Library, 

IFRA, and also the library of the Nigerian Institute of Social and 

Economic Research, NISER). NISER, a long-standing and well-known 

government think-tank for development, has quite a good library in terms 

of material related to Nigerian development. In the middle of May 2009, I 

moved to Abuja, the new capital city of Nigeria. 

In terms of written material, Who’s Who in Nigeria provided me 

with a good brief introduction to the policy-makers on my list, supplying 

their place and date of birth, education and job experience. Interviews 

with policy-makers in Nigerian newspapers and magazines, such as the 

Daily Times, This Day and Newswatch are also important sources that I 

accessed, besides biographies and autobiographies of policy-makers. 

Interviews with policy-makers in newspapers and magazines, also in 

addition to their biographies, are important sources to complete the story 

of policy-making in the country, since the written material available does 

not include such things as minutes of cabinet meetings. 

In Nigeria, I interviewed several former ministers of finance, who 

were key persons for economic policy in the 1980s and 1990s. I also had 

interesting interviews with two of the three musketeers – „super-

permanent secretaries‟ – that shaped Nigeria, particularly during the 

Gowon period (1966-1975). I met the key policy-makers from the 1970s, 

1980s, and 1990s. My interview with Ibrahim Badamasi Babangida, the 

former president from 1985 to 1992, provided insights into policy-making 

during his tenure. In addition, I conducted interviews with former (non-

economic) ministers and high-level bureaucrats.  

 

Outline of the Study 

This introductory chapter presents the background of the study, research 

objectives, literature review, propositions, methods and data. Chapter 2 

provides the rationale for comparing Indonesia and Nigeria. It outlines 

similarities and differences between the two countries in a brief historical 

development narrative, including political structure and military 
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government. It also compares development indicators, particularly 

economic indicators, of the two countries. Both countries are seen to 

share many similarities but to have performed very differently, which 

provides a strong basis for comparison. Further, two turning points for the 

two economies are identified: (1) the late 1960s, when the Indonesian 

economy started to grow rapidly, with the agricultural sector as the engine 

of growth, and (2) the early 1980s, when an export-oriented 

industrialization strategy provided the basis for economic growth in 

Indonesia, while Nigeria had no such strategy. Chapter 3 provides a 

comparative description of economic policy elites in Indonesia and 

Nigeria, looking at their socio-cultural and regional background, 

ethnicity, religion, and professional affiliation. Recruitment and 

circulation of policy elites in the two countries is discussed. In addition, I 

examine fragmentation of policy elites, as well as characteristics of the 

technocracy in these two countries. 

The next three chapters (4, 5 and 6) provide an analysis of three 

major policy contrasts between the two countries: rural or urban 

development orientation, exchange-rate policy, and industrialization 

policy. Chapter 4 investigates factors that made Indonesian policy-makers 

put rural-agricultural development as their first priority, while Nigerian 

policy-makers preferred industrialization at an early stage of 

development. Chapter 5 examines why Indonesian policy-makers decided 

to devalue the Indonesian rupiah several times to boost export 

performance and to break dependence on oil money, while Nigerian 

policy-makers preferred to have a strong Nigerian naira, and refused to 

devalue the currency. Chapter 6 examines why Indonesia‟s policy elite 

adopted a series of liberalization measures and switched to an export-

oriented strategy to develop manufacturing industries from the mid-

1980s, while Nigeria‟s policy elite were reluctant to do so. All three 

chapters show that, along with institutional and structural economic 

factors, policy-makers‟ experience and educational background 

significantly influenced their policy choices. Chapter 7 provides a 

summary of the analysis and some reflections on development policy.  



 

 

 

 

 

 

 

 

 

 

 

 

Chapter 2 

 

 

 

Rationale for Comparison: 
Geography, Social Factors, Politics  

and Economic Performance 

 

 

This chapter offers my rationale for comparing Indonesia and Nigeria. 

Similarities and differences in development history between the two 

countries are outlined, including political structure and military 

governance. I first describe similarities and differences in geography, 

demography, colonial history and nationalism, government and politics, as 

well as level of corruption. I then compare development indicators, 

particularly economic indicators, of the two countries. Although the two 

countries are seen to be similar in many respects, their economies 

performed strikingly differently, which makes it very interesting to 

compare them. I also identify two turning points when development of the 

two countries diverged.   
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Demography 

Indonesia and Nigeria are each the most populous country in their region. 

Indonesia is the most populous country in Southeast Asia and the fourth 

largest in the world, with a population of around 230 million in 2009. It 

has 39 percent of the total population of the ten ASEAN countries 

(ASEAN, 2011). Nigeria ranks number eight in the world, with a 

population of 154.73 million people in 2009, and has 47 percent of West 

Africa‟s population, making it the most populous country in Africa 

(World Bank, 2010b). The two countries each have a densely populated 

city. Jakarta, the capital and largest city of Indonesia, has more than 9.5 

million inhabitants. Based on the 2010 census, the surrounding urban 

area, called Jabodetabek (Jakarta, Bogor, Depok, Tangerang and Bekasi), 

has more than 26 million people, making it the second most populous 

urban area in the world, after Tokyo (Demographia, 2010). In Nigeria, the 

former capital of the country, Lagos, is the largest and most populous 

city, with more than 7.9 million inhabitants. In Africa, in terms of 

population, Lagos is second only to Cairo (Demographia, 2010). 

 

Table 2.1 Population 

Year 

Nigeria Indonesia 

Number 

(millions) 

Male 

(%) 

Female 

(%) 

Number 

(millions) 

Male 

(%) 

Female 

(%) 

1960 42.36  49.39  50.61  94.00  50.18  49.82  

1965 47.61  49.54  50.46  104.61  50.08  49.92  

1970 53.76  49.67  50.33  117.54  49.99  50.01  

1975 61.16  49.80  50.20  132.59  49.94  50.06  

1980 71.06  50.05  49.95  148.30  49.88  50.12  

1985 81.60  50.05  49.95  163.04  49.88  50.12  

1990 94.45  50.15  49.85  178.23  49.89  50.11  

1995 109.01  50.27  49.73  192.75  49.92  50.08  

2000 124.77  50.41  49.59  206.27  49.99  50.01  

2005 141.36  50.60  49.40  220.56  50.07  49.93  

    Source: World Bank (2007b) 
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Currently about half the population of these two countries lives in 

urban areas
3
 (see Table 2.2). However, in both cases, in the period of the 

1960s to the 1990s, most of the population lived in rural areas. In 1960, 

more than 85 percent of Indonesians lived in rural areas, and more than 83 

percent of Nigerians. This figure had not changed too much by 1990; at 

that time, the majority of the population in the two countries still lived in 

rural areas, about 65 percent in Nigeria and 69 percent in Indonesia.  

 

Table 2.2 Percentage of population living in rural and urban areas 

Year 
Nigeria Indonesia 

Rural  Urban Rural Urban  

1960 83.8 16.2 85.4 14.6 

1965 79.9 20.1 84.2 15.8 

1970 77.3 22.7 82.9 17.1 

1975 74.5 25.5 80.7 19.3 

1980 71.4 28.6 77.9 22.1 

1985 68.2 31.8 73.9 26.1 

1990 64.7 35.3 69.4 30.6 

1995 61.1 38.9 64.4 35.6 

2000 57.5 42.5 58.0 42.0 

2005 53.8 46.2 51.9 48.1 

2008 51.6 48.4 48.5 51.5 

          Source: World Bank (2010a)  

 

 

 

 

                                                                                                          
3
 Classification of rural and urban areas follows the national definitions, which 

are different for both countries. In Nigeria, based on the 1952 census, an urban 

area is an area having a population of more than 5,000, while since 1963 an area 

is defined as urban if populated by 20,000 or more people (Aluko, 2010:65). In 
Indonesia before 1980, areas were identified as urban based on an administrative 

definition, and after 1980 based on three criteria: population density, percentage 

of household working in the agricultural sector, and availability of public 

facilities.  
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Geography 

Indonesia and Nigeria are large countries by regional, and even world, 

standards. Consisting of more than 17,500 islands, with a total land area 

of more than 1.9 million square kilometres (EIU, 2008:2), Indonesia is the 

largest country in Southeast Asia in size, and the 15
th
 largest in the world. 

Similarly, Nigeria is one of the largest countries in sub-Saharan Africa, 

even though its land area is only roughly half that of Indonesia‟s. Located 

in West Africa with 923.8 thousand square kilometres, Nigeria is the 32
nd

 

largest country in the world (CIA, 2011).  

Located at the equator, Indonesia has a tropical climate, with 

alternating wet and dry seasons. Average daily minimum and maximum 

temperatures are 23 and 31
o
C (EIU, 2008:2). The tropical climate, in 

combination with its volcanic soil, makes Indonesia a very fertile area and 

rich in biodiversity. In Nigeria, the landscape is more varied. Some areas 

in the northern part are deserts (part of the Sahara) with very low rainfall, 

which make cultivation difficult. However, the southern part of the 

country has a tropical climate and fertile land like Indonesia. The south 

has a long wet season, particularly the southeast. Average daily 

temperature is between 23 and 32
o
C (EIU, 2009:2). Travelling in the 

south, one sees flora varieties similar to those of Indonesia. Except in the 

desert areas, the country‟s soil is very fertile, which made Nigeria one of 

the world‟s biggest agricultural exporters in the 1960s.  

These two countries are important to their regional neighbours 

because of the size of their population, economy and political power 

(Lewis, 2007:57). Indonesia actively participates in the nexus of trade, 

investment and population movement within the Southeast Asian region. 

In 2009, for instance, foreign direct investment (FDI) flows to Indonesia 

represented 31.2 percent of total FDI to the ASEAN-10 economies; the 

ASEAN-10 economies combined are also the largest source of investment 

for Indonesia, contributing more than 28 percent of FDI flows to 

Indonesia (ASEAN, 2010b). For the same period, Indonesia‟s exports to 

and imports from the ASEAN-10 were 21 and 29 percent respectively 

(ASEAN, 2010a). Indonesia‟s political and economic stability is always 

important for the ASEAN region as well as for Asia generally.  
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Nigeria holds a similarly dominant position in West Africa. Lewis 

(2007:57) notes that even though Nigeria seems far less integrated in 

ECOWAS than Indonesia in ASEAN, it is still the main economic and 

political player in the region. Nigeria‟s export and import transactions 

with ECOWAS economies contributed only about 5 percent of the 

country‟s total exports and imports in 2001 (ECOWAS, 2004). However, 

according to Lewis (2007:57), Nigeria‟s official recorded data on trade 

with ECOWAS most likely fails to include many real trade transactions, 

as well as much of the investment and migration, in West Africa.  

 

Ethnicity and Religion 

Both countries have an impressive ethnic and cultural diversity. Nigeria is 

a multi-ethnic country, with more than 200 ethnic groups and 500 

recognized linguistic groups (World Bank, 2010b). The three largest and 

most influential ethnic groups are the Yoruba in the southwest, the Igbo in 

the southeast, and the Hausa-Fulani in the north, together accounting for 

about 68 percent of the country‟s population. In terms of religion, Nigeria 

is dominated by Islam and Christianity, in roughly similar proportions, 

with a small minority practising traditional beliefs. The Hausa-Fulani in 

the north are predominantly Muslim, while the Yoruba and Igbo in the 

south are predominantly Christian. The domination of the three largest 

ethnic groups is reflected in the division of the country into three regions 

(northern, western and eastern) at the time of independence. Minorities, 

such as Ijaw, Edo, Tiv, Kanuri, Nupe and Ibibio-Efik, now „have attained 

greater weight through administrative and constitutional changes‟ (Lewis, 

2007:55). However, political polarization in Nigeria still generally 

follows the traditional division into the three dominant ethnic groups, and 

can often be further simplified by viewing the country as divided between 

North (Muslim) and South (Christian).  

Indonesia, too, is a multi-ethnic country, with more than 350 

ethnic groups. The dominant ethnic groups are Javanese (45%), 

Sundanese (14%), Madurese (7.5%), and coastal Malays (7.5%), while 

the other minorities together account for 26% (Frederick & Worden, 

1993). Population distribution is unbalanced; based on the 2010 census, 

57.5 percent of the population lived on the island of Java (BPS, 2010), 

which has had a more advanced development than the Outer Islands. The 
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long domination of Java has made the polarization between Java and the 

Outer Islands quite prominent, strengthening demands for greater local 

autonomy and independence. In 1999, for instance, East Timor chose to 

separate from Indonesia in a referendum held by Habibie‟s transitional 

government. Ethnic tensions in Indonesia are most commonly between 

the ethnic Chinese and the „indigenous‟ Indonesians. While accounting 

for only 3 percent of the total population, ethnic Chinese hold about 70 

percent of all corporate assets in the country (Wing, Glassburner, & 

Nasution, 1994:7). Therefore, many government policies have been aimed 

at protecting the pribumi (indigenous) from ethnic Chinese competition in 

the economic sphere.   

Indonesia officially recognizes six major religions, namely Islam, 

Protestantism, Catholicism, Buddhism, Hinduism and Confucianism, but 

in addition hundreds of traditional beliefs are practised in the country. 

About 90 percent of Indonesia‟s population is Muslim, making it the 

largest Muslim country in the world.  

 

Colonialism and Nationalism 

Indonesia and Nigeria were both colonized by Europeans. Indonesia was 

formally colonized by the Dutch government on 1 January 1800, 

following the bankruptcy of the Dutch East India Company (VOC). After 

the VOC was dissolved in 1800, its territorial possessions became the 

property of the Dutch government (Ricklefs, 2001:144). The Netherlands 

retained its power in the area until World War II. In 1942, the Japanese 

ended Dutch rule in Indonesia and took control there. In the vacuum of 

power after the Japanese lost the war, Sukarno and Muhammad Hatta 

proclaimed Indonesia‟s independence on 17 August 1945.  

Nigeria was colonized by the British from the early 1800s. The 

British claim to West Africa was recognized internationally by the 1884 

Berlin Conference. It was strengthened with the 1886 charter that granted 

the Royal Niger Company, a mercantile company chartered by the British 

government, the power to control the political administration and trade 

policies in the area (Falola & Heaton, 2008:98-99). On 1 January 1900, 

the British government changed the form of administration in the Niger 

basin colonies, giving birth to Southern and Northern Nigeria (Falola, 
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2005:213). In 1914, Northern and Southern Nigeria were unified as the 

Colony and Protectorate of Nigeria, divided into two provinces, Northern 

and Southern. With the growing nationalism and demands for 

independence in the wake of World War II, the British government 

granted self-government to Nigeria in 1954. Then, on 1 October 1960, 

Nigeria gained its full independence from the United Kingdom.  

However, the nationalist movements and the processes of gaining 

independence differed greatly between Nigeria and Indonesia. The birth 

of Indonesian nationalism is usually commemorated on the anniversary of 

the establishment of the nationalist movement Budi Utomo on 20 May 

1908. Another notable nationalist movement was the Youth Pledge 

(Sumpah Pemuda), whose motto was „one nation, one country and one 

language: Indonesia‟, in 1928. In contrast, as Tirtosudarmo (2008:12) 

notes, there was no nationalist movement in Nigeria in that period, and 

the British had just began to consolidate their colony and protectorate in 

West Africa.  

  The Dutch government acknowledged Indonesia‟s independence 

on 27 December 1949, more than four years after Sukarno and 

Muhammad Hatta had proclaimed it. Prior to this, Indonesia had 

experienced several guerrilla wars and battles against the Dutch, known 

as the revolutionary era. In contrast, Nigeria‟s independence was initiated 

by the British. In addition, Nigeria at independence was considered pro-

Western (Tirtosudarmo, 2008:12), because its economic policies at that 

time very much protected foreign interests.  

There is a popular perception that indirect rule by the British 

colonial government had created an incompetent civil service and 

administration in Nigeria (see for instance Kohli, 2004). However, Philip 

Asiodu says that civil servants in Nigeria at independence were recruited 

from the best candidates, were trained well, and were promoted based on 

merit (Interview 08/06/2009). The Nigerian civil service in the 1960s was 

considered to be „one of the very best in the Commonwealth‟ (Olowu, 

2001:117).  

Despite […] colonial origins and the challenges which 

confront the modern state in Africa, the Nigerian […] civil 

services functioned well in terms of their primary 

responsibilities. They proffered policy advice, regulated their 
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nascent economies and societies and delivered high-quality 

services to their citizens in the immediate post-independent 

years around 1960. (Olowu, 2001:117) 

   

Moreover, particularly in the Western Region of Nigeria, civil 

servants had an extraordinary level of performance that matched the 

British civil service; they were efficient, devoted and incorruptible 

(Olowu, 2001:122). Nigerian civil servants played an important role in 

administering the country in the early independence period and during the 

Biafran war and reconstruction periods.  

In Indonesia, the Dutch colonial government also educated a 

small elite of Indonesians, who then worked for the colonial government 

to fill administrative positions (see Kahin, 2003:29-30).. However, during 

and after the revolutionary war leading up to independence, and during 

the nationalist movement in the 1950s, anything to do with the Dutch was 

rejected in Indonesia, including the civil service inherited from the 

colonial government. During the revolutionary period, „An intense 

reaction against all people belonging to the former colonizing power 

swept over the country; none was allowed to hold any kind of office‟ 

(Soemardjan, 1957:184). Those employed in the bureaucracy in the early 

revolutionary period were not always the most capable, and rationality, 

which is crucial for a modern bureaucracy, was put aside (Soemardjan, 

1957:185). Thus, Indonesia‟s institutional capacity was much disrupted.   

   

Governance and Politics 

Indonesia is a republic with a presidential system, where the president is 

head of state as well as head of government. The country is divided 

administratively into 33 provinces, five of them having a special status 

(Aceh, Jakarta, Yogyakarta, Papua and West Papua). The provinces are 

subdivided into kabupaten (regencies) and kota (municipalities). Each 

administrative level (national, province and regency) has its own 

legislative and executive arms. With the implementation in 2001 of Act 

No. 22, 1999, the Local Governance Act, known popularly as the 

Autonomy Act, the role of local governments became much more 

significant. Regencies and municipalities are the key administrative units 



 

 

38 Rationale for Comparison 

for delivering public services and for developing the region. They enjoy a 

high degree of autonomy, politically and economically.  

However, as a unitary state, power is concentrated in the central 

government. Prior to the Reformasi (reform movement) in 1998 that 

pushed Suharto out of the presidency, and particularly before the 

enactment of the Autonomy Act, local governments did not enjoy 

significant political or economic autonomy. They merely did what the 

central government told them to do. They depended on the central 

government politically and economically. Not only was their authority 

limited, but also most of the local government‟s budget was funded by the 

central government. Act No. 5, 1974, Principles of Local Governance, 

enacted by the Suharto administration, concentrated political and 

economic power in the hands of the central government. With this kind of 

centrality, local governments basically followed the policy guidelines of 

the central government. General National Guidelines (GBHN) and a 

series of Five-Year Development Plans (Rencana Pembangunan Lima 

Tahun, or Repelita) were two major sets of policy guidelines set out by 

the national government, which were then followed by local governments 

as well as by the various departments in the national cabinet. 

Nigeria is a federal republic that gained independence from the 

United Kingdom on 1 October 1960, and became a member of the 

Commonwealth of Nations or the British Commonwealth. In 1939, during 

colonial period, the country was divided into three regions: Eastern, 

Western, and Northern. In 1963, after the independence, the Mid-Western 

Region was formed and detached from the Western Region. In 1967, the 

Gowon administration further divided the country into 12 states. In 1976, 

the country was further divided, this time into 19 states, by the Obasanjo 

administration. Between 1987 and 1991 Babangida carved out two 

additional states and made Abuja the Federal Capital Territory. Another 

nine states were added in 1991-1996, and since 1996, the country is 

comprised of 36 states and one Federal Capital Territory (Abuja), and 

subdivided into 774 local government areas (LGAs). 

In the federal system, state governments in Nigeria enjoy 

significant political autonomy. The expansion in number of state 

governments, from three regions to 36 states currently, indicates the 

effectiveness of local politics in gaining power. With the creation of more 
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states, local elites were able to gain more access and power in the federal 

government. Nigeria‟s constitutions have required the federal government 

to reflect the make-up of the nation. For example, the allocation of federal 

ministers should be distributed among all regions. The federation and the 

allocation of ministers is discussed further in Chapter 3.  

However, just as in Indonesia, state and local governments in the 

Federal Republic of Nigeria depend heavily on the federal government to 

finance development. The federal government‟s reliance on oil money, 

particularly since the mid-1970s, turned Nigeria into a de facto 

centralized state in terms of economy. Economic power is centralized 

along with political power in the hands of the federal government. This 

economic centralization shows how important federal economic policies 

are at the local level. Moreover, 

Planning during the military [1966-1979] era had a distinctly 

unified structure because the SMC [Supreme Military 

Council, at the federal level] vetted and approved the 

recurrent and capital budgets of the state governments before 

they were promulgated by state military governors. Thus, 

although the country was in economic terms a federation, it 

was being run essentially as a unitary system. (Oni, Olomola, 

Chete, & Adeoye, 2005:27)  

   

Political Changes and Continuity 

After the proclamation of independence in 1945, Sukarno and 

Muhammad Hatta became the first president and vice-president of 

Indonesia. During Sukarno‟s tenure, the main challenge for Indonesia was 

to build a strong basis for a stable national government. Whereas 

Indonesia had earlier had to struggle for the recognition of independence, 

Sukarno now had to keep the country together. Separatist movements, 

such as Permesta (Perjuangan Semesta) in 1957 and Negara Islam 

Indonesia (Indonesian Islamic State) declared in 1949 by Sekarmadji 

Maridjan Kartosuwiryo, had shown how fragile the country‟s unity was. 

Sukarno was successful in bringing national solidarity to the newborn 

country and kept the country together during a critical period. However, 

as Rahmat Saleh says, Sukarno paid no attention to economic policies.  
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In the Bung Karno period, the program was clear: politics. [It 

was] to unite Indonesia, to get Irian Jaya [nowadays Papua], 

and then to be the third country to be able to balance Russia. 

[…] The priority was to solve political problems. Bung 

Karno in a way was successful in doing this, so we were able 

to get Irian Jaya back [from the Dutch] and also to propagate 

a new world order. However, the economy was not moving, 

since he ignored it. (Interview 30/10/2008) 

 

Between 1959 and 1965, GDP grew by only 1.8 percent annually 

on average (this is lower than population growth, which was 2.2 percent 

annually), exports dropped by 24 percent, and foreign-exchange reserves 

dropped from US$ 267 million to only US$ 17 million, which was not 

enough to finance even one month of imports (Wing, et al., 1994:24). The 

cost of living also increased substantially, with an inflation rate often 

cited of 650 percent for 1965.  

Frans Seda (2009) argues that the very poor economic conditions 

were due to an economic regime that concentrated economic activities in 

the hands of the state (etatism), with a high frequency of interventions, 

bureaucratic procedures, and controls on prices, production and 

distribution. The economy was isolated from the rest of the world with 

Sukarno‟s „go to hell with your aid‟ proclamation and the takeover of 

foreign companies as well as limitations on investment by foreign and 

private sectors (Seda, 2009). In addition, Seda notes the inflationary 

effects of credit expansion, budget deficits, and circulation of money 

without proper controls, as well as a regime of multiple exchange rates 

with unrealistic exchange-rate management.  

In this chaotic economic situation, the Indonesian Communist 

Party (PKI) allegedly attempted a coup d‟état at the end of September 

1965. The coup, however, was quickly suppressed by the military under 

Suharto‟s command. In the worsening political and economic conditions, 

Suharto took over power from Sukarno in March 1966 with the 

controversial „Letter of Instruction of 11 March‟, also known as 

„Supersemar‟ (Hooker, 1999:270). On 12 March 1967, Suharto was 

proclaimed president by the Provisional People‟s Representative 

Assembly (MPR Sementara). The Cold War against communism was an 
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important factor behind the rise and development of the New Order. The 

threat of communism was used not only to gain support from Western 

powers, particularly from the United States, but also to „unite‟ and often 

to suppress political opposition groups in the country. Mass killings were 

reported in Central Java, East Java and Bali during the 1965-1966 

transition period (Vatikiotis, 2003:33; Wertheim, 1966:122). 

Faced with the chaotic political and economic situation, Suharto, 

with the help of a team from the Faculty of Economics, University of 

Indonesia (FEUI), designed stabilization and rehabilitation programs and 

started implementing them in October 1966 (Hong, 1968:135; Seda, 

2009). The programs were particularly aimed at controlling 

hyperinflation, securing food provision, and rescheduling foreign debt. 

The government also opened the country to foreign investment, 

implemented balanced-budget principles, and introduced a simplified 

exchange-rate regime, including making the rupiah freely convertible. 

Suharto‟s economists‟ team successfully managed stabilization and 

rehabilitation during a very critical period, giving legitimacy to the New 

Order government. Within a few years, the economy was stabilized, and 

inflation dropped to a more moderate level of 15 percent in 1969. The 

economy also grew promisingly from 1968; in that year, GDP, total 

exports, and manufacturing value added grew by 12 percent, 10 percent, 

and 8.5 percent respectively (World Bank, 2010a).  

During the stabilization period, the role of the FEUI team in 

managing the Indonesian economy was almost unchallenged. However, in 

the wake of the Arab oil embargo in 1973, which increased Indonesia‟s 

oil revenue, the role of the Pertamina group under Ibnu Sutowo grew. 

Confidently, Pertamina expanded to various business activities, not only 

in the oil sector but also in other areas, such as a petrochemical complex, 

port facilities, hotels, a tourism complex, an airlines, and several rice-

growing plantations (Glassburner, 1976:1100). This expansion was not in 

line with the stabilization programs designed by the economists‟ team. As 

a result, there was growing tension between the FEUI team and Ibnu 

Sutowo‟s group, which climaxed with the 1975 Pertamina scandal and the 

dismissal of Ibnu Sutowo in 1976 (Glassburner, 1976:1099,1103). The 

removal of Ibnu Sutowo from Pertamina allowed the technocrats to regain 
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full control over the country‟s economic management, including the oil 

money. 

Besides the technocrats, the main pillars of the Indonesian New 

Order were bureaucrats and the military. William Liddle (1983) describes 

the political structure of the New Order as a pyramid of power, with 

Suharto at the apex, supported by the military and by the bureaucrats. The 

military, particularly the army, was the heart of the political system in the 

New Order (Liddle, 1999:26). With a chain of command from the central 

power in Jakarta to remote areas in the countryside, the military 

effectively performed its dual function (dwi fungi): in addition to the 

usual security role, the military was also represented throughout the 

higher levels of government. Meanwhile, the bureaucracy, particularly 

through Golkar (golongan karya, functional groups), provided the 

political machinery for the New Order. Formed in 1964 by the army to 

coordinate anti-communist groups during the Sukarno period (Elson, 

2001:186), Golkar was then transformed into an unchallenged state party 

whose members were mainly civil servants. Starting with the first general 

elections (1971) under the New Order, Golkar always won the majority of 

seats in parliament and legitimized Suharto‟s presidency, until the 1998 

Reformasi pushed him out of office. The end of Suharto‟s power, what is 

called the reform era, brought Indonesia into a new democratic period. 

Since then, Indonesia has had three general elections and four presidents, 

Bacharuddin Jusuf Habibie, Abdurrahman Wahid, Megawati 

Sukarnoputri and Susilo Bambang Yudhoyono. 

Similar to Indonesia, Nigeria also experienced military 

domination from 1966 to 1998, with the exception of two periods of 

civilian administration in 1979-1983 and in 1993. In January 1966, a 

bloody coup d‟état led by Major Chukwuma Kaduna Nzeogwu ousted the 

government of Tafawa Balewa, who had been prime minister since 

independence (Ihonvbere, 1996:193). During this period of political 

crisis, when Nigeria was deeply fragmented by ethnic and religious 

cleavages, a counter-coup made Major-General Aguiyi Ironsi, an Igbo, 

the head of state of Nigeria in 16 January 1966. However, Ironsi was not 

in power for long. His decree proposing to end federal governance in 

favour of unitary governance led to the accusation that Southerners were 

attempting to dominate the country and to sideline Northerners (Feit, 
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1968:190-1). Northerners had the smallest number of positions in the civil 

service, primarily due to backwardness in education, and this caused them 

to fear being dominated on a national level by people from other regions, 

particularly Igbo (Uche, 2008:119). A coup on 29 July 1966 led by 

Danjuma, a junior military officer from the North, led to the killing of 

Ironsi (Elaigwu, 1987:64-5).  

Lt. Colonel Yakubu Gowon, Ironsi‟s army chief of staff, took 

over power and became the head of the Federal Military Government. 

Gowon re-established federalism and divided the country into twelve 

states as a panacea for ethnic political problems (see Odetola, 1978:12). 

The coup, accompanied by ethnic violence against Igbo in the North, 

forced the Igbo to return to their eastern heartland. Lt. Colonel 

Chukwuma Odumegwu Ojukwu, then military governor of the Eastern 

Region, criticized the government in Lagos and declared the Biafran 

Republic independent of Nigeria in May 1967. This secession led to the 

Biafran war, which lasted until January 1970 (Uche, 2008:111). 

During the Gowon period, the policy arena was dominated by 

three political groups, namely the military, bureaucrats and politicians 

(Elaigwu, 1976). However, policy was made by a small circle of 

bureaucrats known as super-permanent secretaries, including Allison 

Ayida, Philip Asiodu and Ahmad Joda (Lewis, 2007:134-5). They steered 

the country during the civil war as well as during the reconstruction 

period. The Second National Development Plan (1970-1974), for 

instance, was drawn up mainly by the Conference on Reconstruction and 

Development in Ibadan in 1969, which was led by the super-permanent 

secretaries (Lewis, 2007:135).  

The direction of economic policies during this period reflects the 

widespread criticism of the policies of the First Republic. The economy at 

the time was regarded as much too dependent on foreign ownership, did 

not produce enough value added, and discouraged indigenous business 

(Anyanwu, Oyefusi, Oaikhenan, & Dimowo, 1997:95). Therefore, 

sovereignty over the national economy was the main agenda of the regime 

after the civil war. The Indigenization Decree was announced in 1972 to 

create an economically independent country with increased opportunities 

for indigenous businessmen (Ogbuabu, 1983:250). Coincidentally, the 
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1970s oil boom also occurred in this reconstruction period. Increased oil 

revenue provided fuel for further shifting the economy toward 

nationalism and etatism; the government expanded protection for import-

substituting industries, enlarged the role of state-owned enterprises, and 

increased protectionist measures, as well as maintained an overvalued 

currency (Lewis, 2007:137).  

Unfortunately, these nationalist projects failed to transform the 

country into a sovereign economy. Instead, they resulted in problems such 

as inflation, unemployment, widening social inequality, and rent-seeking 

behaviour (Lewis, 2007:138-9). In addition, corruption and the failure to 

turn power back to a civilian regime created more disappointment. In July 

1975, while Gowon was travelling abroad, General Murtala Muhammad, 

who had been a central figure in the July 1966 coup, took over power and 

became the fourth Nigerian head of state (Turner, 1978:190).  

Murtala pledged to fix the state that had been „characterised by 

lack of consultation, indecision, indiscipline and even neglect‟ (Turner, 

1978:190). However, just nine months later he was killed in a failed coup. 

General Olusegun Obasanjo, the second in command, replaced him as 

head of state and continued the Murtala–Obasanjo administration. 

Murtala not only dismissed the Gowon military regime, but also sacked a 

substantial tier of the upper bureaucracy, including the super-permanent 

secretaries. More than ten thousand civil servants were ousted from the 

government (Lewis, 2007:145); this marked the decline of the power of 

the bureaucracy in Nigeria. The new policy arena was dominated by 

federal military officers, while the influence and autonomy of military 

governors was reduced (Lewis, 2007:145). A further seven states and a 

third tier of local government below the state level were introduced in 

1976 (Lewis, 2007:151). 

The Murtala–Obasanjo administration, however, continued the 

nationalist and etatism economic orientation of the previous regime. 

Fuelled with oil money, expenditure in the Third National Development 

Plan (1975-1980) grew by more than thirteen times compared to the 

previous plan; it increased state investment and state ownership in 

economic activities (Lewis, 2007:146). The government also strengthened 

the previous Indigenization Decree with a 1977 decree that further limited 

foreign participation in the economy (see Ogbuabu, 1983:253). The 
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economy, however, performed badly. Foreign debt increased 

significantly, the currency was overvalued, and investment was low due 

to monetary restraint and the indigenization program. The overall picture 

of the economy could be seen in the drop of GDP in 1978 (Lewis, 

2007:149). GDP dropped by 5.8 percent, from US$ 119 billion in 1977 to 

US$ 112 billion in 1978 (World Bank, 2007b).  

The year 1979 brought new hope for Nigeria. In that year, power 

was transferred to a civilian administration through general elections, in 

which five parties participated. The National Party of Nigeria (NPN), 

with a large base of Hausa-Fulani voters, narrowly won the election 

(Lewis, 2007:152). Shehu Shagari, the NPN presidential candidate, was 

inaugurated as president of the Second Republic.  

The second oil windfall in 1979 increased government revenue 

significantly, and led to a large surplus on the balance of payments and 

growing foreign reserves. This all stimulated higher spending and 

consumption. Like its military regime predecessors, this government 

spent heavily on manufacturing and infrastructure, such as the Ajoukuta 

steel complex and the new Federal Capital Abuja project (Lewis, 

2007:155). However, with the decrease in oil prices from 1981, the 

balance of payments started to deteriorate and foreign debt increased. 

This was made worse by chaotic competition among political parties, 

which led to corruption and economic mismanagement (Diamond, 

1985:327). As Ihonvbere (1996:196) describes it, „Three years of civilian 

rule in the Second Republic had bled the nation dry, mismanaged huge oil 

“rent”, more than doubled the foreign debt profile, destroyed the 

manufacturing and productive base, and accentuated social tensions and 

conflicts to unprecedented proportions‟. The aggregate index for the 

manufacturing sector, for instance, fell by 20.7 percent in 1983, and 

employment in the construction industry fell by more than 62 percent 

from 1980 to 1983 (Forrest, 1986:18).  

After a controversial victory by NPN in the elections of 1983, 

Shehu Shagari was inaugurated for a second term. However, on the last 

evening of 1983, Major General Muhammadu Buhari was installed as the 

new head of state after a coup d‟état. The coup was welcomed by many 

Nigerians who no longer believed in the Shagari-led civilian 
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administration. Buhari and his chief of staff, Major-General Tunde 

Idiagbon, took dramatic steps to curtail corruption and impose discipline 

in the country. The government „arrested hundreds of politicians, fired 

hundreds of public officials, and seized huge sums of cash from 

politicians‟ homes‟ (Diamond, 1985:327). However, there was not much 

improvement in economic management. Exacerbated by further decreases 

in oil prices, the economic situation was no better than it had been under 

the previous administration. Moreover, Buhari‟s anti-democratic 

behaviour, such as enacting the „draconian‟ Decree Number 2/1984, 

allowing detention of any citizen and providing a blank check to arrest 

and intimidate critics, contributed to his downfall (Diamond, 1985:327-8). 

On 27 August 1985, Major General Ibrahim Badamasi Babangida 

took over power from Buhari. Babangida declared an emergency in 

economic affairs and promised drastic measures to overcome the 

problems. He brought high-profile academics and technocrats, such as 

Chu Okongwu and Kalu Idika Kalu, into his cabinet. He introduced the 

IMF‟s structural adjustment program to achieve budget restraint, 

exchange-rate reform, trade and financial liberalization, as well as 

privatization of state-owned enterprises. Prior to the enactment of the 

measures, Babangida opened a wide public debate on the need for the 

International Monetary Fund (IMF) to support the Nigerian economy. 

However, implementation of the structural adjustment program did not 

provide much improvement for the Nigerian economy, and may have 

made it worse (Ihonvbere, 1996:196). GDP grew by 6 to 9 percent per 

year from 1988 to 1990 (World Bank, 2007b), but unemployment and 

inflation rose sharply (Lewis, 2007:165).  

The political stalemate in the 1993 general elections worsened the 

situation. Chief M.K.O Abiola, a prominent Yoruba Muslim, won the 

election. However, Babangida declared the polls invalid and installed 

Chief Shonekan as caretaker of an interim national government. The 

annulment of the election results created dissatisfaction, since the election 

had held out hope for a transition to democracy, which Babangida had 

promised since 1986 (Ihonvbere, 1996:197). Protests turned into riots and 

violence. Moreover, an announcement of a sevenfold increase in fuel 

prices dictated by the agreement with the IMF ended Shonekan‟s 

administration. Major General Sani Abacha, former chief of staff and 
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defence minister at the time, took over power, dissolved the elected 

national and state legislatures, and fired the state and local governors 

(Lewis, 1994:323), thus ending the dream of a democratic transition.  

As for economic management, Abacha initially appointed Kalu 

Idika Kalu, former minister of finance in Babangida‟s cabinet and the first 

architect of the structural adjustment program (SAP) in Nigeria, in order 

to gain support from international donors. However, within a short time 

he dismissed Kalu to make more room for his own economists‟ team, who 

favoured more state intervention rather than following the SAP agenda. 

Currency controls were revived, as well as controls over finance and 

trade. The exchange rate was fixed at 22 naira per dollar, rather than 

adjusting it to the market price (Interview 28/09/2009). As a result, the 

economy deteriorated and inflation skyrocketed. In addition, corruption 

was chronic. Abacha‟s period is considered to have been more predatory 

than previous military regimes. Lewis (1999:151) notes that Abacha had 

created „a virtual shadow government around his inner court‟ and had 

„seriously undermined the civil service, the judiciary and the public 

education system‟. It is estimated that over a billion dollars was stolen 

from state funds by Abacha, and that hundreds of millions was looted by 

his cabinet members (Kraus, 2002:424). In June 1998, Abacha died, 

leaving the exact amount of money lost to corruption unrevealed.  

From 1998 to 1999, General Abdulsalami Abubakar led the 

transition to democracy. Since then, the country has experienced three 

general elections and three presidents, namely Obasanjo, Umaru 

Yar‟adua, and Goodluck Jonathan. 

 

The Role of Oil 

The important role of oil in Indonesia and Nigeria has invited frequent 

comparisons between these two countries. Most comparisons start from 

the fact that Indonesia and Nigeria are two giant oil producers, 

particularly after the skyrocketing of oil prices in 1973 and 1979, linked 

to the Arab oil embargo and the Iranian Revolution respectively. The 

increase in oil prices in 1973, for instance, substantially increased 

government revenue in both countries, and led scholars to examine the 

effects of the oil money on the economies.  
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Nigeria is one of the largest producers and exporters of 

petroleum, and the largest oil exporter in Africa (World Bank, 2010b). 

The government established the Nigerian National Oil Corporation 

(NNOC) and joined the Organization of Petroleum Exporting Countries 

(OPEC) in 1971 (Lewis, 2007:136). Established in 1977 as a merger of 

the NNOC with the Federal Ministry of Mines and Steel, the Nigerian 

National Petroleum Corporation (NNPC) now has 11 subsidiaries and 12 

strategic business units, covering the entire spectrum of oil-industry 

operations (NNPC, 2010).  

 

Figure 2.1 Fuel exports (current price, millions of US$) 

 
   Source: World Bank (2010a) 

 

Since the 1973 oil boom, oil has played an increasingly major 

role in Nigeria. Rising oil prices had increased export revenue from the 

oil sector by almost 300 percent in 1974 compared to the previous year; in 

1974 oil contributed 30 percent of GDP, 80 percent of government 

revenue (Lewis, 2007:136), and 93 percent of total merchandise exports 

(World Bank, 2010a). On average, crude oil contributed more than 95 
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percent of Nigerian merchandise exports from 1974 to 2009 annually, and 

never fell below 90 percent within that period (World Bank, 2010a). Oil 

contributed more than 70 percent of the national government‟s revenue.  

Similar to Nigeria, Indonesia was a major oil exporter, even 

though it is no longer a member of OPEC since 2009. Indonesia joined 

OPEC in 1962 and was the seventh member of the organization. The 

Indonesian oil and gas industry started in the 19
th
 century, with initial 

drilling in 1883 (PERTAMINA, 2010). On 10 December 1957, PT 

Permina was established as the first national oil company; the name was 

later changed to Pertamina in 1971 (PERTAMINA, 2010). Like Nigeria, 

Indonesia enjoyed increased revenue from the oil boom in 1973. After the 

first oil boom, the oil sector became the main source of development 

financing. In 1974, the oil sector contribution to GDP doubled, compared 

to the previous year, to 22 percent and provided 37 percent of government 

revenue (Lewis, 2007:102). On average, oil contributed more than 70 

percent of Indonesian merchandise exports between 1973 and 1985, 

reaching a high of 82 percent in 1982 (World Bank, 2010a).  

 

Corruption 

Nigeria has been notorious as a corrupt country. Terms like corruption, 

prebendalism, predation, clientelism and kleptocracy have been widely 

used to describe the misuse of public power for the private gain of 

Nigeria‟s elites; corruption has reached a chronic level (see Akindele, 

2005; Joseph, 1987; Lewis, 1996; and Nnamuchi, 2008). Development 

failure in the country has often been associated with the chronic 

corruption. Akindele (2005:15), for instance, notes that „corruption has 

become the conduit pipe for draining public funds and fostering irrational 

acts‟.   

In fact, despite success in terms of a high growth rate of the 

economy, Indonesia under Suharto also acquired a reputation as one of 

the most corrupt countries on earth (King, 2000:603-4; McLeod, 2000). 

Suharto‟s regime had been associated with Korupsi, Kolusi, Nepotisme 

(KKN) – corruption, collusion and nepotism (Robertson-Snape, 

1999:589). Therefore, demands to end KKN became fuel for the 1998 
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Reformasi movement that forced Suharto to step down from the 

Indonesian presidency.  

 

Table 2.3 Corruption perception index 

Year Indonesia Nigeria 

1980-1985 0.2 0.99 

1988-1992 0.57 0.63 

2000 1.7 1.2 

2005 2.2 1.9 

2010 2.8 2.4 

Sources: 1980-2005: Internet Center for 

Corruption Research (2010);  

2010: Transparency International (2010) 

 

 

Table 2.3 shows the corruption perception index, which measures 

the perceived level of corruption in the public sector. With an index 

ranging from 0 to 10, where a higher index means less corruption, both 

countries scored less than 1 in the 1980s and early 1990s; this means that 

both are among the most corrupt countries in the world. Interestingly, the 

table also shows that Indonesia was perceived as being even more corrupt 

than Nigeria. Indonesia only scored 0.2 on average in the period 1980-

1985 and 0.57 in 1988-1992. This is lower than Nigeria, which scored 

0.99 and 0.63 in the same periods.  

 

Diverging Economic Development 

Economic Growth, Poverty and Inequality 

Figure 2.2 shows that in the 1960s, Indonesia‟s GDP was roughly similar 

to Nigeria‟s. Close analysis shows that in the 1960s, Nigeria‟s GDP even 

grew faster (5.07 percent) than Indonesia‟s (4.18 percent) (see Table 2.4). 

However, the overall trend is that Indonesia‟s GDP grew continuously at 

a much higher rate than Nigeria‟s did. Particularly from 1968, after the 

introduction of stabilization and rehabilitation programs, Indonesia‟s 

economy grew steadily with only a minor interruption during the Asian 

crisis in the second half of the 1990s. Particularly from 1968 to 1998, 
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Indonesia‟s GDP grew about 6 to 7 percent annually. This contrasts with 

Nigeria, where GDP grew very slow, less than 4 percent annually during 

the same period.  

 

Figure 2.2 GDP (constant 2000, billions of US$) 

 
 Source: World Bank (2007b) 

 

In terms of per capita GDP, in the 1960s Nigeria also performed 

better than Indonesia (see Figure 2.3). Nigeria‟s GDP per capita was not 

only higher, but also grew faster than Indonesia‟s GDP per capita in the 

1960s; Nigeria‟s grew about 2.6 percent annually, while Indonesia‟s grew 

only 1.9 percent (see Table 2.4). However, Figure 2.3 shows that starting 

from 1968, Indonesia‟s GDP per capita increased substantially and 

surpassed Nigeria‟s after 1982. Table 2.4 shows that Indonesia‟s GDP per 

capita grew 5.4 percent annually in 1971-1980, while Nigeria‟s grew by 

only 2 percent annually. Moreover, from 1981 to 1990, GDP per capita in 

Nigeria decreased 1.5 percent annually, while in Indonesia it still grew 4.5 

percent annually.  
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Figure 2.3 GDP per capita (constant 2000, US$) 

 
  Source: World Bank (2007b) 

 

Table 2.4 Growth of GDP and GDP per capita  

(average annual growth in %)  

Year 
Indonesia Nigeria 

GDP GDP per capita GDP GDP per capita 

1961-1970 4.18 1.88 5.07 2.59 

1971-1980 7.87 5.40 4.92 2.04 

1981-1990 6.41 4.47 1.33 –1.51 

1991-2000 4.43 2.91 2.79 –0.04 

2000-2006 4.85 3.50 5.57 3.00 

 Source: World Bank (2007b) 

 

Similar to the difference in performance in economic growth, 

Indonesia‟s poverty reduction path also diverged from Nigeria‟s. In 

Indonesia there had been a substantial reduction of poverty during the 

1970s to 1990s. In 1970, about 60 percent of the population, or about 70 

million Indonesians, were living in absolute poverty (World Bank, 

1990b:xv). In 1986, however, poverty as measured by the headcount ratio 

(at one dollar a day purchasing power parity) in Indonesia had decreased 

substantially to 28.15 percent of the population (World Bank, 2007b). It 

further decreased to 17.39 percent in 1993 and 14.2 percent in 1996 
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(World Bank, 2007b). In Nigeria, by contrast, the proportion of the 

population living under the poverty line increased. In the period 1973-

1985, 40 to 50 percent of the population was living in poverty (World 

Bank, 1996:iv). In 1986, the poverty headcount ratio (at one dollar a day 

purchasing power parity) was 65.72 percent of the Nigerian population; 

this increased to 77.88 percent in 1996 (World Bank, 2007b). 

In addition, even though from the 1980s income inequality in 

Indonesia did not decrease substantially, income in Indonesia is 

distributed more equally than in Nigeria. The GINI index, as a measure of 

income inequality, was about 34 for Indonesia from 1987 to 2002. For 

Nigeria, the GINI index was more than 44 for the same period (World 

Bank, 2007b). Thus, Indonesia not only achieved higher economic 

growth, but also experienced faster poverty reduction and more equal 

economic distribution than Nigeria.  

 

Structure of the Economy 

Table 2.5 shows differences in the structural transformation of the two 

economies. As noted by Lewis (2007:184), the impact of the oil sector is 

evident in both countries, but it transformed differently. In Indonesia, the 

increasing role (in terms of percentage of total exports and of government 

revenue) of the oil sector is followed by industrialization and expansion 

of the manufacturing sector. Nigeria, by contrast, enjoyed expansion of 

the extractive industry, but did not transform it into development of 

manufacturing. 

In the 1960s, the agricultural sector was responsible for the 

largest contribution (more than 50 percent) to GDP in both countries. In 

contrast, the industrial sector contributed less than 15 percent in the same 

period. In the 1970s, agriculture‟s share of GDP decreased to 31 percent 

in both countries, while industry‟s share grew about 10 percent annually, 

raising the total contribution of industry to GDP to over 30 percent. The 

decreasing trend of agriculture and the increasing trend of industry is 

evident in both countries.  
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Table 2.5 Structure of the economy 

Indonesia 

  Agriculture Industry* Manufacturing Services 

  
% of 

GDP 

Annual 

growth 

% of  

GDP 

Annual 

growth 

% of 

GDP 

Annual 

growth 

% of 

GDP 

Annual 

growth 

1961-70 50.87  2.87  14.82  7.56  9.11  4.72  34.31  3.49  

1971-80 31.92  4.54  32.37  10.44  10.69  14.15  35.71  8.88  

1981-90 22.72  3.69  37.86  7.53  16.11  12.40  39.41  7.14  

1991-00 17.53  2.00  42.45  5.76  24.42  6.82  40.02  4.47  

2000-06 14.84  3.33  44.71  4.21  29.13  4.92  40.44  6.18  

Nigeria 

  Agriculture Industry* Manufacturing Services 

  
% of 

GDP 

Annual 

growth 

% of 

GDP 

Annual 

growth 

% of 

GDP 

Annual 

growth 

% of 

GDP 

Annual 

growth 

1961-70 55.05  1.77  11.24  23.37  4.98  14.91  33.70  3.01  

1971-80 31.55  0.54  30.65  9.60  5.30  11.48  37.80  6.84  

1981-90 34.60  2.27  33.23  -0.75  7.90  3.05  32.17  4.17  

1991-00 30.47  3.34  47.48  1.60  4.83  1.54  22.05  3.56  

2000-06 25.21  6.04  52.03  5.28  4.16**  8.31  22.76  6.18  

Source: Calculated from World Bank (2007) 

Note: * consists of manufacturing and extractive industries 

** based on data for 2000-2003 

   

However, close inspection of the economic structure reveals at 

least two major differences. The first is related to the performance of the 

agricultural sector. In Indonesia, during the oil boom of the 1970s, the 

agricultural sector still grew more than 4.5 percent annually, which was 

partly because of the increasing role of forest products. Contrary to what 

the Dutch Disease hypothesis would predict, the performance of 

Indonesia‟s agricultural sector remained robust. In contrast, in Nigeria 

during the same period, the agricultural sector grew less than one percent. 

This made Nigeria a showcase of the Dutch Disease, an example of how 

the oil boom negatively influenced the performance of agriculture.  

The second difference is related to development of the 

manufacturing sector. The increasing proportion of industry in Nigeria‟s 

GDP is entirely due to the extractive industry. Manufacturing remained 

underdeveloped. The contribution of manufacturing was only 5.3 percent 
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of GDP, or less than one fifth of the contribution of the industrial sector 

as a whole. In addition, from the early 1980s, the proportion of 

manufacturing to GDP continuously decreased, being less than 5 percent 

in the 1990s and 2000s. The Nigerian economy was dominated by the 

extractive industry, as shown by the contribution of fuel exports, which 

since the mid-1970s has constituted over 90 percent of Nigeria‟s total 

exports. 

 

Figure 2.4 Fuel exports (% of merchandise exports) 

 
 Source: World Bank (2010a) 

 

By contrast, in Indonesia the dominant role of the extractive 

industry was accompanied by development of manufacturing. Thus, the 

increasing role of industry as a whole also reflected growth in 

manufacturing. Even more, in the 1990s, manufacturing contributed more 

than 50 percent of industry‟s total value added. In 1991, manufacturing 

exports became Indonesia‟s largest merchandise exports, surpassing the 

contribution of petroleum exports. As of 1991, manufacturing thus 

became the largest contributor to Indonesia‟s GDP. This increasing role 

of the manufacturing sector in Indonesia was particularly driven by the 

expansion of export-oriented industries from the early 1980s.  

In addition, there is an interesting contrast in the contribution of 

the services sector. In Indonesia, contribution of services to GDP 
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increased from 34 percent in the 1960s to 35 percent in the 1970s, 39 

percent in the 1980s and 40 percent in the 1990s. Part of the increase is 

due to the expansion of the banking and financial sector following 

financial liberalization in the 1980s. In contrast, in Nigeria the 

contribution of services decreased from 37 percent in the 1970s to 32 

percent in the 1980s and 22 percent in the 1990s. 

In sum, the Indonesian economy had been significantly 

transformed, from an agricultural economy to a manufacturing and 

services economy. Even though the industrial sector was initially 

dominated by the extractive industry in the formative years, the extractive 

industry was then overtaken by manufacturing. In contrast, Nigeria‟s 

economy remained that of an oil monoculture, as shown by the high 

contribution of the oil sector to GDP. Even though industry‟s contribution 

to GDP grew, this was entirely due to the increasing role of the extractive 

industry. 

 

Life Expectancy and Infant Mortality Rate 

Other indicators, such as life expectancy and infant mortality rate, also 

reveal a contrast between the two countries. Table 2.6 shows that life 

expectancy in Indonesia continuously increased, from less than 43 years 

in 1962 to more than 66 years in 2002. In Nigeria, average life expectancy 

in 2002 was still less than 47 years. Taking into consideration that Nigeria 

started from a low (39 years) life expectancy in 1962, it only improved by 

around eight years over a 40-year period. Similarly, Table 2.7 shows that 

the infant mortality rate per 1000 live births in Indonesia decreased from 

128 in 1960 to only 28 in 2005. By contrast, in Nigeria, the infant 

mortality rate is still seriously high. In 1960, the infant mortality rate was 

165 per 1000 live births. It decreased to 100 in 2005, but that still means 

that one out of ten infants in Nigeria is likely to die. 
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Table 2.6 Life expectancy (years) 

Year 
Indonesia Nigeria 

Total Male Female Total Male Female 

1962 42.5  41.7  43.4  39.4  37.8  41.0  

1967 46.0  45.0  47.0  41.0  39.5  42.7  

1972 49.2  48.0  50.5  42.8  41.3  44.4  

1977 52.7  51.5  54.0  44.5  43.0  46.1  

1982 56.2  54.5  58.0  45.8  44.3  47.5  

1987 60.2  58.5  62.0  46.9  45.5  48.4  

1992 62.7  61.0  64.5  47.5  46.3  48.7  

1997 64.9  63.0  66.8  47.4  46.4  48.5  

2002 66.5  64.6  68.6  46.6  45.9  47.3  

    Source: World Bank (2007b) 

 

Table 2.7 Infant mortality rate (per 1,000 live births) 

Year Indonesia Nigeria 

1960 128 165 

1965 121 157 

1970 104 140 

1975 94 120 

1980 79 117 

1985 70 120 

1990 60 120 

1995 48 120 

2000 36 107 

2005 28 100 

      Source: World Bank (2007b) 

 

 

Macroeconomic Stability: Inflation and the Exchange Rate 

Macroeconomic stability shows other contrasts between Indonesia and 

Nigeria, as seen in rate of inflation and foreign-exchange management. A 

stable and low cost of living, reflected in a low inflation rate, is the most 

significant macroeconomic indicator for any society. The Indonesian 

government managed to get inflation down to a considerably low level 
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(12 percent per year) in the course of the period 1970-1996 (World Bank, 

2007b). In Nigeria, the average inflation rate in the same period was more 

than 20 percent annually (about double that of Indonesia), particularly due 

to conditions in the late 1980s and early 1990s (see Figure 2.5). In terms 

of foreign-exchange management, Lewis (2007:193) notes that as „one of 

the strongest points of contrast between the two countries‟. The Nigerian 

government had allowed the naira to remain overvalued until the 

introduction of the structural adjustment program following the end of the 

oil boom in the mid-1980s. In contrast, the Indonesian government chose 

to arrive at a „realistic‟ rupiah by devaluing the currency several times, in 

1978, 1983 and 1986.  

 

Figure 2.5 Inflation, consumer prices (annual %) 

 
  Source: World Bank (2010a) 

 

The high level of inflation in Nigeria began after the increase in 

oil prices in 1973. Increasing government revenue from oil and the 

necessity to rebuild the country after the Biafran war at the end of the 

1960s had led to excessive government spending. Bevan et al. (1999:403) 

note that in response to the oil boom, there was „a massive increase in 

federal expenditure, which doubled in 1974 and again in 1975, with heavy 

emphasis on capital formation‟. From 1974, investment in large industrial 

projects, such as steel and petrochemicals, increased rapidly, while 
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expenditure for agriculture declined (Bevan, et al., 1999:403). As a result 

of the budget expansion, the volume of money in circulation increased 

considerably, and that led to rising inflation that reached more than 30 

percent in 1975. In late 1975, the government established the Anti-

Inflation Task Force, which examined demand and cost factors of the 

inflation. Next to be established was the Productivity, Prices and Income 

Board (PPIB), to tackle the problem more comprehensively (Orubu, 

1995:114). During the Murtala–Obasanjo regime (1975-1979), the rate of 

inflation decreased, but still averaged about 20 percent per year. Even 

though the Murtala–Obasanjo regime tried to implement austerity 

measures, the temptation to spend oil money was ever present. The 

mismanaged structural adjustment program since the mid-1980s had 

further increased the cost of living. Two years after the introduction of the 

structural adjustment program in 1986 by the Babangida regime, inflation 

surpassed 50 percent, resulting in an average annual 25.9 percent inflation 

level for 1986-1990. The inflation was due in particular to increased 

prices of imported products because of free-fall in the value of the naira 

(Orubu, 1995:115). Unfortunately, as noted by Orubu (1995:115), no 

significant measures were taken during this period to reduce the pressure 

of inflation.  

  In fact, Indonesia had similar problems to Nigeria in the wake of 

the 1973 oil boom. During the oil boom period, „investment plans were 

expanded, and emphasis was placed on manufacturing investment, 

particularly on heavy industry, including (as in Nigeria) a Soviet-inspired 

plan for a steel industry‟ (Bevan, et al., 1999:404). Expansion of 

industrial investment was advocated by Ibnu Sutowo, head of Pertamina 

(Indonesia‟s state-owned oil company), who believed industrialization 

would foster economic development. The relative autonomy of Pertamina 

allowed the company to easily use oil revenue and borrow money for 

industrial expansion (Sadli, 1993:46). This condition made the economist-

technocrats in the cabinet worry about the inflationary effect of the 

expansion. In 1974, the inflation rate reached more than 40 percent, much 

higher than pre-oil boom in 1971-1972 when inflation could be kept at a 

one-digit level. Pertamina‟s financial problems in 1975 were a blessing in 

disguise for the economist-technocrats. The Pertamina case became a 
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„wake-up call‟ for the Indonesian government not to spend excessively. 

The technocrats‟ concern about inflation and their commitment to a 

balanced budget resulted in a one-digit level of inflation on average from 

1977 to 1996.  

Unlike policy-makers in Nigeria, at the start of the New Order, 

Indonesia‟s technocrats were seriously concerned about the skyrocketing 

inflation inherited from the Sukarno period that had reached more than 

650 percent in 1965. The trauma of hyper-inflation had made Widjojo 

Nitisastro and his group careful to control inflation. The Interim People‟s 

Assembly (MPRS), in an extraordinary meeting in June 1966, decided to 

control the hyper-inflation and stabilize the economy, which became the 

first priority of the new Indonesian government. An important measure to 

control inflation was the introduction of a rule requiring the cabinet to 

submit a balanced budget, which was introduced in a cabinet meeting on 

31 August 1966 by Widjojo‟s group, who at the time were personal 

assistants to Suharto (Seda, 2009).  

Similar to the case of inflation, the contrast between Nigeria and 

Indonesia in foreign-exchange management was related to oil-price 

fluctuations. Pinto (1987) shows that exchange-rate policies was an 

important measure for Indonesia to escape from the Dutch Disease. Bevan 

et al. (1999:395) note that because of the dangers of the Dutch Disease, 

the Nigerian government chose to compensate the non-oil tradable sector, 

particularly by increasing protection of import-substituting 

manufacturing. The Indonesian government, in contrast, chose to 

intervene through exchange-rate devaluation in 1978, 1983 and 1986. 

While the „Indonesia's strategy benefited exports, [...] Nigeria's strategy 

further handicapped them‟ (Bevan, et al., 1999:395) 

The rise in oil prices in the 1970s had increased government 

revenue in Nigeria. This led to increasing demand and rising prices of 

non-tradable goods, particularly in the service sector. Further, it decreased 

the real value of the naira below its nominal value; in other words, the 

naira became significantly overvalued. On the other hand, the increasing 

oil revenue made it possible for the Nigerian government to resist 

pressure to correct the real value of the naira through devaluation. After 

the oil boom ended in the early 1980s and the balance of payments 

deteriorated, the Nigerian government still took no significant action to 
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correct the value of the naira. Onaolapo Soleye, commissioner of finance 

during Buhari‟s regime (1983-1985), for instance, rejected proposals to 

drastically devalue the naira. He preferred administrative controls on 

foreign exchange and decided to print new notes in April 1984 to prevent 

the old naira from being hoarded by politicians and to prevent the 

repatriation of old notes held outside the country (Rimmer, 1985:439). As 

a result, the overvaluation of the naira persisted. Substantial changes in 

foreign-exchange management and correction of the value of the naira 

were made only after the introduction of the Second-tier Foreign 

Exchange Market (SFEM) in September 1986, as part of the structural 

adjustment program (Bevan, et al., 1999:75). 

Facing a similar situation, Indonesia‟s financial authorities chose 

different, even contrasting, policies to Nigeria. The rupiah was devalued 

by 50 percent in 1978, even though there was no sign of deterioration in 

the balance of payments (Wing, 1988: 336). In 1977 and 1978, the deficit 

on the current account was 0.1 and 2.7 percent of GDP respectively, 

compared to 3.6 and 2.4 percent in 1975 and 1976 (Wing, 1988: 336). 

With increasing oil prices, and no sign that oil prices would decrease, 

there was in fact no urgent need for devaluation, and this made it a very 

controversial issue at the time. When oil prices decreased in the early 

1980s and the Indonesian balance of payments deteriorated, the 

Indonesian government devalued the rupiah twice, in 1983 and in 1986.  

 

Conclusion 

This chapter has outlined my rationale for comparing Indonesia and 

Nigeria, with the two countries showing similar characteristics as well as 

contrasting development performances. Both countries are large and 

populous, with a tropical climate and fertile soil. Both countries 

experienced military domination from 1966 to 1998, though in different 

forms. Even though Nigeria is a federal republic, financial dependence of 

the states on the federal government made economic management of this 

country similar to Indonesia, which was governed as a unitary state. The 

oil sector played a very important role in both economies. Moreover, both 

countries are widely perceived as highly corrupt. 
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Development performance of the two countries, however, shows 

a great contrast. In the 1960s, economic conditions in Nigeria were 

slightly better than in Indonesia. At independence in 1960, Nigeria was 

widely seen with great optimism as a giant African country that would 

deliver prosperity to the whole region. In contrast, Indonesia in the 1960s 

had been portrayed pessimistically, following the collapse of the Sukarno 

administration. In the 1990s, however, Indonesia was seen as part of the 

„East Asian Miracle‟, while Nigeria was viewed as part of the „African 

Growth Tragedy‟. Indonesia performed much better at development than 

Nigeria, shown not only by rapid growth of GDP and GDP per capita, but 

also by a remarkable reduction in poverty, a more equal income 

distribution, a higher life expectancy, and a lower infant mortality rate. In 

addition, Indonesia‟s economic structure had transformed into a 

manufacturing and services economy, while Nigeria was trapped in an oil 

monoculture economy. 

There are two points of divergence between these two countries 

with respect to GDP per capita growth and the structure of the economy. 

The late 1960s is the first point when Indonesia‟s economy started to 

diverge from Nigeria. After a stabilization and rehabilitation period, 

Indonesia‟s economy grew rapidly, with agriculture as the chief engine of 

growth. The agricultural sector remained important in the economy 

during the oil boom period of the 1970s. In contrast, in the wake of the oil 

boom, Nigeria‟s economic growth slowed down, presumably due to 

neglect of agriculture. After this first turning point, Indonesian GDP per 

capita grew rapidly and surpassed that of Nigeria in the early 1980s.  

The second turning point is the early 1980s. With decreasing oil 

prices, the Indonesian economy embarked on export-oriented 

industrialization. A series of liberalization measures was introduced and 

made the manufacturing sector the engine driving the country‟s exports. 

By contrast, Nigeria‟s economy deteriorated further in the 1980s and 

1990s; the economy grew very slowly and GDP per capita decreased. 

Decreasing oil prices did not cause Nigerian policy-makers to take 

measures to divert the economy from its dependence on oil. 

In addition, Indonesian policy-makers realized the danger to the 

economy of currency overvaluation. The rupiah was devalued several 

times to boost export competitiveness. Nigeria, however, allowed the 
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naira to remain overvalued, which not only made Nigeria‟s exports less 

competitive, but also kept domestic manufacturing industries 

underdeveloped. 



 

 

 

 

 

 

 

 

 

 

 

Chapter 3 
 

 

 

 

 

 

Economic Policy Elites 
 

 

This chapter gives a comparative description of economic policy elites in 

the period 1966-1998 in Indonesia and Nigeria. It provides an overview 

of the holders of high offices in government, such as their positions and 

responsibilities in economic policy-making. It also examines recruitment 

and circulation of policy elites in the two countries. In addition, 

fragmentation and characteristics of the technocracy are examined by 

comparing personal background and political structure. To start off, I 

present the rise and fall of economic policy elites within the military 

regimes in the two countries. I then look at stability of tenure of policy-

makers, followed by a description of their individual characteristics, such 

as their education, career path, ethnicity, region and religion, as well as 

socio-cultural background.  
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The Military and the Technocrats 

Indonesia and Nigeria were both dominated by military regimes from 

1966 to 1998. After the failed alleged „coup‟ by the Indonesian 

Communist Party (Partai Komunis Indonesia, PKI) in 1966, Lt. General 

Suharto claimed power from Sukarno. After that, Suharto sat comfortably 

at the apex of power in Indonesia until 1998, when he was forced to 

resign by the Reformasi movement. Similarly, in Nigeria, after the 15 

January 1966 coup by Ironsi, the military became the masters of political 

life in the country. During the period 1966 to 1998, Nigeria had two 

civilians (Shehu Shagari and Shonekan) and seven military officers 

(Ironsi, Gowon, Murtala, Obasanjo, Buhari, Babangida and Abacha) as 

head of state.  

After gaining power, Suharto did not initially make radical 

changes in Indonesia‟s policy-making institutions inherited from 

Sukarno‟s period. Parliament still existed as the highest policy-making 

body in the country, although later it became merely a formality. Military 

involvement in the government, however, was initially limited to filling in 

some posts in existing institutions, not by changing those institutions. A 

notable new institution in the early New Order was the National 

Economic Stabilization Board (NESB), which was established by 

presidential decree (Decision of President of Republic of Indonesia No. 

177, 1966) to address the economic chaos prevailing at that time. The 

NESB was established to help the government design policies in 

economic affairs, and it was responsible directly to the president. 

In the cabinet, military involvement was limited but fluctuated 

(see Table 3.2). In the first two years of the New Order (1966-1968), 

about 40 percent of cabinet members were military officers. However, in 

the first Development Cabinet (1968-1973), less than 17 percent of 

cabinet seats were occupied by military officers. The number of military 

officers increased again in the next cabinet, and reached more than 38 

percent in the third Development Cabinet (1978-1983). On average, about 

26 percent of ministerial seats were occupied by military personnel in 

1968-1998. Military officers held political and security posts in particular, 

while economic portfolios were given to a group of economists from the 

University of Indonesia. The only military officers to hold an economic 
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post were General Mohammad Jusuf at the Department of Industry and 

Ginanjar Kartasasmita
4
 at Bappenas (National Development Planning 

Board).  

In Nigeria, following the 1966 coup, legislative and executive 

bodies were suspended, and a new government institution was installed to 

serve as a military administration. The Supreme Military Council (SMC) 

was established to be the highest decision-making body at the federal 

level, responsible for all strategic decisions in the country (Elaigwu, 

1976). The SMC was changed into the Armed Forces Ruling Council 

(AFRC) during the Babangida administration, and became the Provisional 

Ruling Council during Abacha‟s period. With the establishment of the 

ruling military council,
5
 there was no room for a parliament. Unlike in 

Indonesia, where Suharto had great leverage to exercise power as an 

individual in policy-making, the military leaders in Nigeria had to share 

power with their colleagues in the ruling military council. There was no 

exception to this for Gowon, Murtala, Obasanjo, Buhari, Babangida, or 

Abacha. Because there were many fractions and factions in the military, 

power sharing and compromise in the ruling military council were 

inevitable to keep the country together.  

  During the Gowon period, cabinet members were drawn mainly 

from among civilians, and less than 13 percent were military officers. 

Because of the need to keep the country united, Gowon had to 

accommodate civilians, such as Obafemi Awolowo, who was a prominent 

politician from the Western Region. Thus, military officers were not the 

only faces to be seen in the cabinet. After Gowon had been overthrown, it 

was less rare to find military faces in the cabinet. During Obasanjo‟s 

period (1976-1979), for instance, about 30 percent of positions in the 

 

                                                                                                          
 4Ginandjar Kartasasmita, head of Bappenas 1993-1998, was also a military 

officer, but he was more an administrator than a military.  

 5There were variations in the number of SMC‟s members. For instance, there 
were nine members of SMC in Ironsi‟s period (1966), eight members during the 

Gowon period (1966-1975), 22 members under Murtala Muhammad (1975-

1976), 18 members during the Buhari period (1984-1985), and 29 members under 

Babangida (1985-1993) (Nwagwu, 2002; Siollun, 2009:72,152).  
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cabinet were occupied by military officers. The number of military 

increased during Buhari‟s period (1984-1985) and Babangida‟s period 

(1985-1992) to 38 percent and 43 percent respectively. In addition, during 

the military period, „cabinets must be understood as subordinated not only 

to the ruling council, but also to the whims of the individual heads of 

state‟ (Mustapha, 2006:20). Gowon also changed the title of members of 

the cabinet from „ministers‟ to „commissioners‟. This change symbolized 

the growing supremacy of the military regime over civilian rule.  

Interestingly, military leaders in both Nigeria and Indonesia relied 

very much on the economic expertise of technocrats. When Suharto took 

over power from Sukarno at a time of severe economic problems, Suharto 

realized that he lacked knowledge and experience of economic 

management. Therefore, at the beginning of his period in power, Suharto 

fully relied on a team of economists from the Faculty of Economics, 

University of Indonesia (FEUI), led by Widjojo Nitisastro, to manage 

economic affairs.  

The relationship between Suharto and the FEUI economists had 

started before the New Order began. From 1964, the FEUI group gave 

economics courses at the Army Staff and Command School (Sekolah Staf 

dan Komando Angkatan Darat, or Seskoad) in Bandung (Sadli, 1993:39). 

It was during this period that the economists became acquainted with 

Suharto, who was a student at Seskoad. At Seskoad, senior army officers 

were trained to become social leaders beyond their military roles (Sadli, 

1993: 39). Therefore, besides military courses, they had to study 

economics, law, political science, sociology and philosophy. These 

courses later became pivotal for the success of the military and civilian 

alliance which overthrew Sukarno‟s administration and established the 

New Order (Sadli, 1993:39).  

The economists gained more influence after the Tracee Baru 

(New Path) seminar in January 1966 and the Second Army Seminar in 

August 1966. The Tracee Baru seminar was organized by the Indonesian 

Students Action Group (KAMI) in cooperation with FEUI. The seminar, 

chaired by Ali Wardhana (Subroto, 2007: 32), was a place where „for the 

first time policy measures to deal with Indonesia‟s serious economic 
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problems could be discussed openly and realistically without political 

pressure‟ (Sadli, 1993:40). 

In the beginning, the role of Widjojo and his friends was to be the 

navigators of the Indonesian economy. They were assigned to the 

personal staff (staf pribadi, or spri) of the chairman of the presidium,
6
 and 

were in charge of economic affairs. Widjojo Nitisastro, Emil Salim, 

Subroto, Ali Wardhana and Mohammad Sadli formed the team of experts 

for economics and finance that was coordinated by Colonel Sudjono 

Humardani by decree (Decision of Cabinet Presidium No. 

30/U/KEP/9/1966) on 12 September 1966. In these positions, they were 

very powerful in economic policy-making, since any economic decisions 

had to follow their instructions.  

When the first Development Cabinet was announced in 1968, Ali 

Wardhana was the only one of the economists‟ team to become a member 

of the cabinet. However, the economists‟ role in economic policy-making 

remained central, as Suharto appointed them, along with Sumitro 

Djojohadikusumo, Frans Seda and Radius Prawiro, to the president‟s 

economic experts team, by presidential decree (Decision of President of 

Republic of Indonesia No. 195, 1968). The role of this group became 

stronger after the reshuffle of the first Development Cabinet in 1971, 

when group members gained full control over the economy after all of 

them were formally appointed to ministerial positions. In the 1971 

reshuffle, Widjojo, chairman of Bappenas (Badan Perencanaan 

Pembangunan Nasional, National Development Planning Board), was 

given ministerial rank, Sadli became minister of manpower, Subroto 

became minister of transmigration and cooperatives, and Emil Salim 

became federal minister of administrative reform. 

Noteworthy in the relationship between the economists and the 

military was their shared experience during the struggle for independence. 

 

                                                                                                          
 6Following the arrest of Sukarno‟s cabinet ministers, the presidium cabinet, 
called Ampera Cabinet, was established, led by the triumvirate Suharto, Adam 

Malik and Sri Sultan Hamengkubuwono IX. Suharto, the chairman, was 

responsible for security affairs, Adam Malik for international affairs, and the 

Sultan for economic affairs (Bresnan, 1993:51). 
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Widjojo, Sadli, and Subroto, for instance, had been members of a student 

battalion during the revolutionary period. Along with the military officers, 

they thus shared experience in the military phase of the revolution 

(MacDougal, 1975:310), which contributed to their closeness. The shared 

emotional experience served to tighten their bonds, and therefore can be 

assumed to have enhanced policy effectiveness. Moreover, this life 

experience may have shaped their attitudes and values, for instance a 

willingness to serve and sacrifice for the nation. 

Rivalry was also part of the relationship between the economists 

and the military, as can be seen from the case of Pertamina, Indonesia‟s 

state-owned oil company, which was led by General Ibnu Sutowo. Sadli, 

who was appointed minister of mining in the second Development 

Cabinet (1973-1978), recalls:   

From the beginning I found handling Pertamina frustrating. 

Although it was officially under the Department of Mining, 

its President-Director, Ibnu Sutowo, was a very senior 

general. Because of Indonesia's open capital account, 

Pertamina was free to engage in all kinds of foreign 

exchange transactions and many of its projects were 

financed from abroad. As a result, the company had 

incurred many dollar commitments over which the 

government had no control. (Sadli, 1993:46) 

 

Different approaches to development may have contributed to the 

rivalry. The economists‟ team in the cabinet always paid special attention 

to prudent macroeconomic management to prevent too high a level of 

inflation, while General Ibnu Sutowo and his supporters argued that the 

economists‟ policies discouraged private entrepreneurship (Prawiro, 

1998b:144). Tensions also arose because the economists‟ team could not 

use the state‟s oil revenue for their programs due to Pertamina‟s strong 

position. In October 1974, for instance, Pertamina did not pay any taxes 

to the government, claiming it needed the money for investment (Prawiro, 

1998b:144). The economists‟ team also blamed the expansion of 

Pertamina‟s investment for accelerating inflation, which surpassed 30 

percent in 1974.   



 
70 Economic Policy Elites 

In Nigeria, when Yakubu Gowon (aged 32 years) seized power in 

1966, he also lacked experience and economic expertise. Therefore, it is 

not surprising that he relied on high-level civil servants who had more 

experience. However, unlike in Indonesia, where technocrats were drawn 

from academia, the technocratic group in Nigeria during this period was 

drawn from the bureaucracy (Bangura, 1994:262). In the Nigerian 

bureaucracy at that time, „permanent secretaries‟ had a crucial role in 

policy-making. In administrative ministries, the permanent secretary 

served as the chief administrator and chief advisor to the minister. A 

permanent secretary had a wide range of responsibilities, such as 

formulating policies and determining how they were to be implemented, 

interpreting policies, coordinating ministry activities, supervising 

functional execution and monitoring, and safeguarding the ministry‟s 

interests in inter-ministerial meetings and in relation to other agencies 

(Koehn, 1990:12). Consequently, during Gowon‟s period, a group of 

permanent secretaries with expertise and experience, including Allison 

Ayida, Philip Asiodu and Ahmed Joda, who had been powerful before the 

military coup,
7
 became even more powerful and therefore they came to be 

known as „super-permanent secretaries‟ (Lewis, 2007:134). Civil servants 

were also quite happy during the Gowon period, because the military 

agreed to many policies mainly initiated by civil servants (Elaigwu, 

1976:104). In addition, Elaigwu notes that interference by the military at 

the time was considered to be less frequent than interference by 

politicians.  

Besides contributing their expertise and experience, these 

bureaucrats had also helped the military to keep Nigeria united. Elaigwu 

(1976:103) notes how they „had risked their lives in July 1966 at Ikeja to 

convince the Northern military men of the necessity to keep this country 

together. From that point on, […] many of these civil servants developed 

informal relations with the military men.‟ Moreover, since the military 

 

                                                                                                          
 7Gowon‟s technocrats were already in powerful positions before the military 

period. Allison Ayida, for instance, was permanent secretary at the Ministry of 

Finance and Economic Development from 1963. Similarly, Philip Asiodu was 

already acting permanent secretary at the Ministry of Health and the Ministry of 

Industry in 1965. 
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officers were more or less the same age (26 to 35 years old) as the civil 

servants and they had all gone to secondary school together, their 

relations were much easier than relations with the older politicians 

(Elaigwu, 1976:105).  

 The good relationship between military officers and technocrat-

bureaucrats, however, did not last long. After Gowon was overthrown by 

Murtala, thousands of bureaucrats were pushed aside, and a new structure 

of power was put in place. The emergence of bureaucrats as a de facto 

ruling group during the Gowon period had been seen as improper by the 

public and particularly by politicians. Philip Asiodu describes it:  

The popular image of the civil service during the military 

rule has been one in which the civil service is seen as being 

very powerful (more powerful than is traditional and 

proper), inefficient, overpaid, self-seeking and corrupt. […] 

The bureaucracy exploited the „innocent‟ of the military in 

government and assumed new powers. (Asiodu, 1979:73) 

 

 Tension between the military and politicians on the one hand, and 

bureaucrats on the other hand, had led to mass retirement of civil servants, 

with more than 11,000 people being retired or dismissed (Asiodu, 

1993:389). After the mass retirement, there were no longer any powerful 

bureaucrats in the Nigerian government like the super-permanent 

secretaries. The destruction of the civil service ended the technocracy.   

 It was just after Babangida overthrew Buhari‟s administration that 

some measure of autonomous technocracy returned to Nigeria. At the 

beginning of his rule, Babangida made known his intention to rebuild 

relations with the IMF in order to overcome the economic crisis. As noted 

by Kalu (1996:236), „General Babangida declared his intention to reopen 

talks with the IMF and encouraged public debates on all economic fronts 

to assist the administration in dealing with Nigeria‟s economic crisis‟. 

Therefore, he included Kalu Idika Kalu, a former World Bank employee 

(Biersteker & Lewis, 1997:306), as well as other technocrats such as Chu 

Okongwu and Olu Falae in his administration. However, different to the 

Gowon period, technocrats under Babangida held full power in their 

ministries as ministers, not as technocrat-bureaucrats as the permanent 
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secretaries had been. Moreover, after the 1988 civil service reforms, 

ministerial organization was changed considerably. With the reform, it 

was now the minister, not the permanent secretary, who held the title of 

„chief executive and accounting officer‟ (Koehn, 1990:39). The power of 

a minister in managing a ministry grew stronger because Babangida also 

gave the minister authority to act as the accounting officer, a task 

previously held by the permanent secretary. Technocrats under 

Babangida, however, did not serve long in the same post. Even though 

they stayed in the cabinet, their positions were often rotated, with 

negative consequences for policy formulation and implementation.  

 

Political Insulation and Division of Labour 

Another feature important to consider is how the military could provide 

political insulation so that the technocrats could work without too much 

disturbance, and could concentrate on how to achieve the development 

agenda rather than playing politics to seek power. It seems that economic 

ministers in both countries indeed enjoyed insulation from political 

pressure and activities. In Indonesia, Suharto provided the economists‟ 

team good shelter from political and military pressure. According to 

Suhadi Mangkusuwondo, a prominent technocrat during the New Order, 

there was an understanding between Suharto and his economists‟ team 

from the start of the New Order. Widjojo and his team would design 

economic policies, and Suharto would take care of the political 

consequences. Since consequences of an economic policy can be very 

sensitive politically, the technocrats usually provided two or three 

alternatives so that Suharto had more options (Interview 28/08/2008).  

 Insulation from political pressure was achieved particularly by the 

domination of the Golkar party and ABRI (representatives of the military) 

in parliament. The domination of these two groups guaranteed that 

government proposals would be approved by parliament. Throughout the 

Suharto era, parliament was dominated by Golkar, and Golkar was 

controlled by Suharto. Since there was no real democracy, it was easy for 

the executive branch to propose and implement economic policies. There 

was no need to worry about legislative resistance. Whenever a budget 

plan was proposed to parliament, there were practically no changes made 

to it at all. Parliament criticized the budget, but they would eventually 
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agree. Therefore, it was not difficult for the government to make and 

implement policies. 

In Nigeria, economic ministers were also politically sheltered by 

the head of state. At least this was true for ministers of finance under 

Buhari, Babangida and Abacha. Whenever there was pressure from 

military officers or politicians, these ministers could easily turn to their 

boss for help. Another indication that economic ministers enjoyed 

insulation from political pressure can be seen from their long periods of 

service. Soleye and Anthony Ani, for instance, stayed relatively long in 

their position as minister of finance. Soleye served as federal 

commissioner of finance throughout Buhari‟s regime (1983-1985), while 

Anthony Ani was minister of finance during the entire Abacha regime 

(1993-1998). Since Nigeria did not have a parliament during the military 

period, it was easier for an economic minister to pass his policy agenda as 

long as he could convince his military masters. Economic ministers 

enjoyed the full confidence of the military government in the management 

of the economy. Their expertise and „objectivity‟ made their military 

masters trust them. This is similar to the position of the Indonesian 

technocrats under Suharto. Indonesian economic ministers felt that they 

had enough room for manoeuvre to make their ideas work. However, the 

military masters never let their superiority be surpassed; as Soleye, 

commissioner of finance during Buhari‟s administration, said, „They 

always had a way to get what they wanted‟ (Interview 12/05/2009). 

Nigerian ministers admitted that there were demands from military 

officers, for instance to finance military projects, which could not be 

rejected even though they would be a waste of government revenue.  

Another important aspect of a technocracy is the division of 

labour within the economic policy elite. This affects not only the degree 

of coordination among this elite, but also the level of expertise they can 

obtain and maintain. In Indonesia, Suharto‟s team of economists had a 

relatively clear division of labour; Widjojo was responsible for planning, 

Ali Wardhana for public finance, Subroto for energy, Sadli for 

investment, and Emil Salim for the environment. In addition, they made 

special arrangements among themselves to convince Suharto of the 

wisdom of their proposals. As a Javanese, Suharto had a Javanese indirect 
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way of communication that was not always understandable to non-

Javanese.
8
 Therefore, the economists always selected Widjojo or Radius 

Prawiro as spokesman to talk to Suharto, because these two could 

understand Suharto better than the other economists could (Interview 

23/09/2008). Sumitro, Emil Salim and Ali Wardhana, for instance, were 

too straightforward in expressing their opinions; this made them 

unsuccessful in trying to convince Suharto of something. The clear 

division of labour among Suharto‟s ministers is described by 

Sudharmono, vice-president from 1988 to 1983. He notes that he was not 

involved in economic and financial affairs; the economists handled those. 

However, whenever the topic of law or administration came up, he would 

join the discussion (Sudharmono, 1997).  

In Nigeria, the division of labour among the technocrats was less 

clear than in Indonesia. As far as other ministerial posts are concerned, it 

is pretty clear that the other ministers would not interfere in economic 

affairs. However, within the economists‟ team, the division of labour was 

a bit blurred. This can be seen, for instance, during the structural 

adjustment program (SAP) period. There was no clear understanding 

about who was responsible for this program. Even though the minister of 

finance was Chu Okongwu, it was Olu Falae (secretary of the Federal 

Military Government) who was known as „Mr SAP‟. People could not 

easily differentiate the roles and responsibilities of Okongwu, Olu Falae 

and Kalu Idika Kalu.  

 

Stability of Tenure 

Comparing the stability of ministerial tenure shows up a clear difference 

between policy elites in Nigeria and Indonesia. During Suharto‟s period, 

economic ministers were selected from a very narrow group. Economic 

ministers in Indonesia‟s first through sixth Development Cabinets (1968-

1998) consisted of 17 persons who remained in the same posts or rotated 

within economic ministerial posts. Moreover, this small number of 

 

                                                                                                          
 8For a Javanese, it is not proper to say directly what he really wants. It is also not 

polite to openly show disagreement with other people. Suharto, as a Javanese, 

often did not state his will explicitly, and this made it difficult for his ministers, 

particularly those who were not Javanese, to understand what he really wanted.  
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ministers was dominated by Widjojo‟s group. There were only six 

persons in charge as minister of finance from 1966 to 1998; on average 

they remained in the post for 5.3 years (see Table 3.1). Ali Wardhana 

even remained minister of finance for three periods (fifteen years) before 

serving for another five years as coordinating minister of economy, 

industry and development supervision. Similarly, Widjojo was 

coordinating minister of economy from 1973 to 1983. In Nigeria in the 

same period,
9
 there were fifteen ministers of finance, with an average 

tenure of only 2.1 years each. A similar contrast can be seen in the 

Ministry of Trade, Ministry of Industry, and Ministry of Planning. In 

Nigeria it is only the post of governor of the Central Bank of Nigeria that 

enjoyed similar stability as its counterpart in Indonesia, staying in power 

5.3 years on average. 

 

Table 3.1 Appointments of economic ministers and their average tenure, 

1966-1998 

Ministries 
Indonesia Nigeria 

Number Tenure (years) Number Tenure (years) 

Finance 6 5.3  15 2.1  

Trade 8 4.0  15 2.1  

Industry 6 5.3  16 2.0  

Planning 4 6.3  8 4.0  

Central Bank 6 5.3  6 5.3  

Source: Author‟s calculation 

 

Coming from the same institution and having similar training, the 

FEUI economists were emotionally and professionally of the same 

opinion (Interview 21/08/2008). Moreover, since the small and solid 

group had worked together for a very long time, „they understood and 

trusted one another well enough “to make verbal communication almost 

superfluous”‟ (MacDougal, 1975:331). Trust and understanding among 

 

                                                                                                          
 9Shonekan‟s and Abubakar‟s brief cabinets are omitted.  
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the economists made policy-making easier, since they believed that they 

did not individually have personal interests they were trying to advance 

and that any policy they proposed would be intended by all of them for 

the country‟s benefit (Interview 30/10/2008).   

 

Table 3.2 Ministerial appointments and stability of tenure in Indonesia, 

1968-1998 

Period 
1968- 

1973 

1973- 

1978 

1978- 

1983 

1983- 

1988 

1988- 

1993 

1993- 

1998 
Average 

Positions 28 24 32 41 41 40 34.3 

Appointed 36 28 34 44 43 44 38.2 

% Military 16.7 21.4 38.2 34.1 23.3 25.0 26.4 

% Replaced 16.7 14.3 5.9 6.8 4.7 9.1 9.6 

% Rotated 0.0 0.0 0.0 0.0 0.0 2.3 0.4 

% Stable 71.4 83.3 93.8 92.7 95.1 90.0 87.7 

Source: Author‟s calculation 

 

After the first Development Cabinet (1968-1973), Suharto 

changed his economic ministers only rarely. Therefore, the stability of 

tenure of economic ministers in Indonesia is not so surprising. Table 3.2 

shows that on average 87.7 percent of his ministers stayed in their 

positions until their end of their term. The first reshuffle in economic 

posts was in the sixth Development Cabinet (1993-1998), when Satrio 

Budihardjo Joedono had to leave the cabinet because his Department of 

Trade was merged with the Department of Industry under Tunky 

Ariwibowo. The second reshuffle was when Soedradjat Djiwandono was 

replaced by Syahril Sabirin, just a few weeks before he ended his tenure 

as governor of the central bank in February 1998. The termination of 

Soedradjat is an interesting phenomenon because he had family ties with 

Suharto. His brother-in-law, Prabowo Subianto, was the husband of one 

of Suharto‟s daughters. According to Soedradjat, the replacement might 

have been due to his decision in October 1997 to shut down sixteen banks 

as one response to the 1997 economic crisis. That decision may have hurt 

the interests of the Suharto family.  

In Nigeria, ministerial tenure was very unstable (see Table 3.3). 

The percentage of ministers that was not replaced when there was a new 
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regime averaged only 43.5 percent. Stability of tenure is even lower (24.6 

percent) if the periods of Shonekan (1993) and Abubakar Abdul Salami 

(1998) – who headed the government for only a brief time – are taken out. 

With the exception of the Shonekan and Abubakar periods, it was during 

Buhari‟s regime that Nigeria had the most stable government, with 77.8 

percent of the ministers remaining in their posts. During Babangida‟s 

period, only 4.2 percent of the appointed ministers remained in their posts 

to the end of the regime. According to Akinyoade (2008), of the initial 24 

ministers appointed by Babangida, only Professor Kuti remained in his 

position (at the Ministry of Health, where he stayed for seven years).  

 

Table 3.3 Ministerial appointments and stability of tenure in Nigeria, 

1970-1998 

Period 
Gowon 
1970-74 

OBJ * 
1976-79 

Shagari 
1980-83 

Buhari 
1983-85 

IBB * 
1985-92 

Positions 16 25 24 18 24 

Total appointed 24 39 35 18 60 

% Military 12.5 30.8   0.0 38.9 43.3 

% Replaced 41.7 33.3 22.9 0.0 60.0 

% Rotated 16.7 23.1 37.1 22.2 23.3 

% Stable 12.5 23.1 20.8 77.8 4.2 

Period 
Shonekan 

1993 

Abacha 

1994-98 

Abubakar 

1998 
Average 

Positions     29     32    24    24 

Total appointed     29     67    24    37 

% Military       6.9        17.9    25.0       21.9 

% Replaced       0.0       52.2      0.0       26.3 

% Rotated       0.0        0.0      0.0       15.3 

% Stable  100.0        9.4  100.0       43.5 

  Source: Adapted from Akinyoade (2008) 

* IBB = Ibrahim Badamasi Babangida 

* OBJ = Olusegun Obasanjo 
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Educational Background 

In Indonesia, most of the economic ministers had studied economics in 

their formal education. Only a few persons without an economics 

background, such as Jusuf, Soehoed and Hartarto, were put in charge of 

the Department of Industry. In addition to their shared training at FEUI, 

many of the economic ministers had studied at the University of 

California, Berkeley. Widjojo, Ali Wardhana, Emil Salim and Saleh Afiff 

had earned their doctorates from that university and Sumarlin had earned 

his master‟s degree there. Suhadi Mangkusuwondo, director general for 

foreign trade at the Department of Trade (1975-1983), had also got his 

doctorate at Berkeley. Therefore, the FEUI group was also known as the 

„Berkeley Mafia‟, a name coined by Ransom (1970), referring to the place 

where the economists had studied economics on Ford Foundation 

scholarships.  

The term Berkeley Mafia actually referred not only to those 

trained at Berkeley. Subroto, for instance, did not study at Berkeley but at 

McGill University, Montreal, Canada, for his master‟s degree and the 

University of Indonesia for his doctorate. Besides the US-affiliated 

economists, a few of the economists had been trained in Europe, such as 

Sumitro, Radius Prawiro and Arifin Siregar. With the exception of Radius 

Prawiro, the economists trained in Europe embedded more socialism in 

their world view than the economists trained in the United States, who 

tended to be more pragmatic. The location where they studied thus seems 

to have influenced their way of thinking.  

As economists, Widjojo‟s group also dominated the Indonesian 

Economics Scholars Association (Ikatan Sarjana Ekonomi Indonesia, 

ISEI). Widjojo Nitisastro, Ali Wardhana, Radius Prawiro, Saleh Afiff and 

Sumarlin, for instance, each served as chairman of the association. 

Therefore, ISEI was very closely associated with the New Order‟s 

technocrats.  

In Nigeria, economic ministerial positions were often occupied by 

persons who had studied administration, military, education or law. The 

era for economists in Nigeria was the 1980s, particularly during the 

introduction of the structural adjustment program. Why did so few 

economists hold ministerial positions in Nigeria? First, it may be because 

economists themselves were not interested in joining the cabinet. Such a 
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possibility can be gleaned from the biography of Ojetunji Aboyade, who 

preferred to provide alternative policies (that is, to be an advisor) rather 

than to make policies (that is, to be a minister). Second, it may be that the 

power structure of the country required more power sharing among 

regions in the cabinet, so that the selection of ministers was based more 

on considerations of balancing the regional origins of the ministers rather 

than on ability. Third, the widespread view of Nigeria‟s economists as 

„World Bank and IMF creatures‟, with these two institutions encountering 

strong resistance in Nigeria, made it difficult for them to sit comfortably 

in ministerial positions.  

Differences in educational background of the economic policy 

elites in the two countries also contributed to elite fragmentation. In 

Indonesia, there were economist-technocrats and there were technicians, 

and the two groups were always in constant battle to be the ones to direct 

the Indonesian economy. The technocrats were a group of Western-

trained economists from the University of Indonesia who were proponents 

of conservative market-oriented policies (Kuncoro & Resosudarmo, 

2006:343), but, as noted by Basri and Hill (2004:644), were not 

committed to laissez-faire economics. In contrast, the technicians were 

mostly „engineers-turned-managers with little training in economics, and 

economists with structuralist inclinations‟ (Kuncoro & Resosudarmo, 

2006:343). Those with an economics background tended to have more 

concern for macroeconomic stability. On the other hand, those with an 

engineering background paid more attention to the microeconomic 

situation and the development of industry. Such fragmentation can be 

seen clearly in the rivalry between the economists‟ team led by Widjojo 

and the engineers‟ group led by Habibie. Their rivalry, which in the 1990s 

was known as Widjojonomics vs Habibienomics, stemmed from a 

difference in views on development between the two groups (Juoro, 

1994). The first group, the economists, preferred to develop the 

Indonesian economy through macroeconomic stabilization, the market 

mechanism, and sequential development of industry based on 

comparative advantage and on promotion of sectors that absorbed a lot of 

labour. The technicians, on the other hand, emphasized industrial and 
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technological acceleration, without following a sequence from light 

industries to more advanced industries.  

The rivalry between the economists and Habibie‟s group grew 

during the second half of Suharto‟s period. It was only after the 1980s 

that Habibie‟s influence in Suharto‟s cabinet increased. Habibie, 

Suharto‟s „golden child‟, was then able to implement his high-tech 

projects, such as Nusantara Aircraft Industry (Industry Pesawat Terbang 

Nusantara, IPTN) and a shipping industry (PT PAL), which were 

financed by the government on Suharto‟s direction. Habibie‟s group was 

getting stronger, and from the 1990s the influence of Widjojo‟s group was 

declining. 

Conflicts between engineers and economists, actually, had 

occurred before Habibie came onto the stage. Before the emergence of 

Habibie‟s group, there had been another group that did constant battle 

with the economists. Such conflicting views as those between the 

economists and the engineers, in fact, had been institutionalized into 

conflict between departments. This can be seen in the rivalry between the 

Department of Industry on the one hand, and other government bodies 

with an economic portfolio, such as Bank Indonesia (BI), Department of 

Finance, and the National Development Planning Board (Bappenas).  

The Department of Industry was never led by a member of 

Widjojo‟s group. In the first and second Development Cabinets (1968-

1978), the department was led by General Mohammad Jusuf, a military 

officer. During his tenure, however, the department had a lot of input 

from Widjojo‟s group. In spite of his military affiliation, Jusuf had a good 

relationship and trust with the economist-technocrats. In addition, he 

relied very much on his general secretary, Barli Halim, who had been a 

friend of Widjojo‟s group during their studies in Berkeley.  

The economists lost their grip on the Department of Industry after 

Abdoel Raoef Soehoed led the department from 1978 to 1983. Soehoed 

was a military officer before retiring early in 1955 and turning to private 

business. He had become an advisor to the minister of industry in 1966. 

Soehoed was known for his closeness to Ali Murtopo and Soedjono 

Hoemardani, the founders of the Centre for Strategic and International 

Studies (CSIS), a think-tank that was known as a rival of the FEUI 

technocrats. Moreover, Soehoed himself often had opinions that differed 
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from those of the economists. He was viewed as a minister who „rocked 

the boat‟ and made difficulties in the cabinet because of his non-

compromising attitudes toward the economists (Soehoed, 2001:319, 321). 

Unlike the technocrats, the CSIS group wanted to adopt the 

industrialization model used by Japan and South Korea, which requires a 

high level of government intervention. Soehoed was not only trained as a 

military officer, but also as an engineer. His successor, Hartarto 

Sastrosoenarto, was not part of the economists‟ team either. Trained as an 

engineer, Hartarto stepped into the ministerial position from the ladder of 

the bureaucracy. He had been a director general in the Department of 

Industry under Soehoed before becoming minister. Similar to his 

predecessor, Hartarto did not get along very well with the economists 

who, in his view, relied too much on macroeconomic policies.  

It is interesting to note that the Department of Industry had never 

been led by a member of Widjojo‟s team, particularly after General Jusuf 

left. It can be argued that this was because the economists‟ team did not 

have any person capable of that position. However, a more convincing 

argument is that Suharto was trying to share power among his followers. 

Allocating certain posts to certain groups was a way for Suharto to do 

this. The economist-technocrats were given control over the Ministry of 

Finance, the National Development Planning Board (Bappenas), and the 

Central Bank (BI); the technicians (or engineers) were given control over 

the Ministry of Industry and the Investment Coordinating Board (Badan 

Koordinasi Penanaman Modal, or BKPM); while patrimonialists or rent-

seekers (an opportunistic group that „consisted of military personnel, elite 

bureaucrats and the ruling Golkar party members‟ whose activities were 

driven by private gain) were given control over „the State Secretariat and 

the administrative area of the presidential office responsible for liaison 

with the central bureaucracy‟ (Basri & Hill, 2004:644; Kuncoro & 

Resosudarmo, 2006).  

There was often disagreement between the Department of 

Industry and economist- technocrats with other portfolios, for instance in 

regard to protectionist measures in the 1970s and 1980s. The technocrats 

tended to be pragmatic; they did not want the protectionist measures to 

benefit certain groups only. They wanted to make decisions based on an 
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assessment of the possible consequences of implementation. These 

economists foresaw possible failure if the state intervened too heavily in 

the economy. The Department of Industry, on the other hand, being in 

favour of protectionism, argued that there was market failure and 

therefore that state intervention in the economy was absolutely necessary. 

Free competition, in their view, led to the economy being dominated by 

the strongest companies and conglomerates, or being dominated by 

foreigners. They argued that pribumi (indigenous people) would suffer 

without government protection.  

Another example of how the economists disagreed with the staff 

at the Department of Industry on economic policy is the devaluation of 

1978. At the time, objection to the decision was most prominently 

expressed by the Department of Industry (Interview 29/11/2008). They 

feared that devaluation would increase the costs of production, since a 

large proportions of industrial raw materials was still imported. In 

contrast, the economists saw the devaluation as a measure to improve 

industry‟s competitiveness. 

In Nigeria, there was a similar pattern of fragmentation. Here, 

however, the rivalry was not between economists and engineers; the 

rivalry was between economists and non-economists. There was simply a 

different way of thinking between economists and all non-economists. 

The structural adjustment program brought their disagreement into public 

view. US-trained economists such as Kalu Idika Kalu and Chu Okongwu 

supported the structural adjustment program. Soleye, however, former 

commissioner of finance during Buhari‟s regime who had been trained as 

a sociologist, was not pleased with the program since, according to him, it 

had proven to be unsuccessful in other African countries (Interview 

29/11/2008).  

Among people sharing the same educational background, 

disagreement and differing viewpoints also exist. In Indonesia, this can be 

seen within Widjojo‟s team of economists. There was a difference in view 

between economists trained in the United States and those trained in 

Europe or Indonesia. Arifin Siregar and Rahmat Saleh, for instance, were 

particularly concerned about the limited role of pribumi (indigenous 

people) in the economy. They advocated special treatment for the 

pribumi, such as making credit more easily available to them. Their 
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concern was not shared by the US-trained economists. Arifin Siregar had 

been trained in the Netherlands, while Rahmat Saleh was trained at the 

University of Indonesia. The influence of European socialism on the work 

of Nigerian policy-makers can be seen in Obafemi Awolowo, Philip 

Asiodu, and Soleye. Those trained in European countries (such as in the 

Netherlands or the United Kingdom) seem to have been more influenced 

by a political economy way of thinking, while those trained in the United 

States tended to prioritize the economic rationale. 

In Indonesia, fragmentation in Suharto‟s cabinet was there, but it 

was manageable. „It was often that we had conflict, but we had the 

advantage that we were still good friends. There was no conflict that went 

too deep because Suharto was always involved,‟ Soehoed says about his 

relationship with the monetarist technocrats led by Widjojo. Further, he 

says that Suharto was like a father in the cabinet; if the children were 

fighting, the father acted to resolve the conflict (Interview 12/09/2008).   

Widjojo‟s leadership and a feeling of being part of a team had 

helped to maintain the cohesiveness of the economists in the cabinet. As 

Subroto notes, before a policy was presented to Suharto, it first had to be 

discussed in the economists‟ team. Any conflict or disagreement had to be 

solved first in the team (Interview 21/08/2008). This does not mean that 

everyone in the group agreed on the policy, but they kept silent once the 

group had agreed on a policy. Sometimes they even excluded members of 

the team who might potentially disagree with a policy that was being 

proposed. This kind of „low politics‟ was conducted for instance during 

the 1988 deregulation, in which those not likely to agree to the 

deregulation were not involved in the decision-making.  

The cohesiveness within the economists‟ team may be partly 

because Indonesian policy-makers shared many more similarities than the 

Nigerian ones did. Most of the economists had graduated from the 

University of Indonesia, and were Javanese. The effectiveness of 

Widjojo‟s leadership within the group can also be attributed to this 

situation. Among the economists, Widjojo was considered the „brightest‟. 

Among his colleagues at the University of Indonesia he was the most 

senior, after Sumitro, his teacher.  
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Such leadership within the economists‟ team was absent in 

Nigeria. Every former minister that I met seemed eager to show how 

important his own role had been in managing government affairs. They 

all stressed that they could easily interact with the head of state, and that 

the head of state had given them authority to decide policies. Even during 

Babangida‟s period, which had three prominent technocrats (Olu Falae, 

Kalu Idika Kalu and Chu Okongwu) simultaneously, it is still hard to see 

any cohesiveness among them. Even though they all agreed on the 

adoption of the structural adjustment program, they disagreed publicly on 

how to implement it.   

 

Age and Generation 

With regard to age, the economic ministers in Indonesia and Nigeria were 

of roughly the same age, most of them born in the 1920s or 1930s, but 

there were also persons born before and after that. In Indonesia, at least 

three generations of technocrats occupied ministerial positions during the 

New Order. From the first generation is Sumitro Djojohadikusumo, who 

had served as a minister in the Sukarno period. Together with Muhammad 

Hatta, Sumitro belonged to the first generation of Indonesian economists. 

After independence he occupied five ministerial positions. The 

Indonesian economics guru, born in 1917, was also the founder of FEUI 

in Jakarta. The holder of a doctoral degree from the Nederlandse 

Economische Hogeschool (Netherlands School of Economics) in 

Rotterdam, he was the teacher of the FEUI economists.  

The second generation is represented by Sumitro‟s students, such 

as Widjojo, Ali Wardhana, Emil Salim, and Subroto. Also included in this 

generation are Radius Prawiro and Soehoed. This generation, born 

between 1920 and 1933, was the main engine of Indonesia‟s New Order 

from 1966 to 1993. Included in the third generation are Ginandjar 

Kartasmita, Mar‟ie Muhammad, Soedradjat Djiwandono and Fuad 

Bawazier. This youngest generation, born between 1935 and 1950, 

acquired their main role in economic policy-making after 1993. Suharto‟s 

economic ministers after 1993 no longer came from the FEUI group. 

They came from a wider range of backgrounds. Their influence on 

Suharto and on economic policies, however, was not as strong as that of 

the second-generation technocrats.  
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In Nigeria, there are also three generations that occupied 

ministerial posts during the period of analysis. Obafemi Awolowo, 

minister of finance under Gowon, represents the first generation. Shehu 

Shagari represents the second generation of ministers. The third 

generation includes persons such as Okongwu, Kalu Idika Kalu, and 

Anthony Ani.  

Generational differences in these two countries seem to have 

influenced their policies and world view. It seems that the older 

generation, particularly the first generation, had a stronger sense of 

nationalism, and a structural world view; underdevelopment was thought 

of more as a structural problem and due to colonialism. The second 

generation in both countries seem to have been more pragmatic in their 

policies. It may be because of their different experience; the first 

generation were more involved with the emotions of colonialism. Another 

explanation may spring from the differences in economic thought that 

were popular at the time.  

 

Recruitment and Career Path 

Most of the Indonesian economic ministers came from an academic or 

university background, most of them from FEUI. These economists 

dominated Bappenas and the Department of Finance. Indeed, there were 

also members of Widjojo‟s group that came from the bureaucracy, such as 

Rahmat Saleh, governor of Bank Indonesia (1973-1983). Rahmat was not 

a lecturer at FEUI, but he had studied at that institution. He had also been 

Widjojo‟s classmate during high school in Malang. Unlike other members 

of the group, Rahmat Saleh had joined Bank Indonesia after graduating 

from FEUI in 1955. His predecessor and successor at the central bank, 

Radius Prawiro (governor of Bank Indonesia 1966-1973) and Arifin 

Siregar (governor of Bank Indonesia 1983-1988), were also technocrat-

bureaucrats. Interestingly, they all followed a similar career path in 

Suharto‟s period. From governor of the central bank, they were rotated 

into the post of minister of trade. In addition, it was very rare to find an 

economic minister from the military or from private business; the only 

exceptions were Mohammad Jusuf from the military and Bob Hasan from 

private business.  
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In Nigeria, in contrast, it was rare for a minister to be recruited 

from academia. It was more common to find military officers, such as 

James Johnson Oluleye, Alani Akinrinade, Nura Imam, Muhammodu 

Yahaya and Bagudu Mamman, in the cabinet. There were persons who 

had graduated from university, but usually they had previous experience 

working in bureaucratic or government affairs. Soleye, for instance, was 

commissioner of industry in the Western Region before being appointed 

federal minister of finance during the Buhari regime. Similarly, Chu 

Okongwu served in Enugu State before being appointed federal minister 

of finance during the Babangida regime.  

In addition, technocrat-bureaucrats like Allison Ayida, Asiodu 

and Olu Falae were central in Nigerian economic policy-making. They 

started their careers in government by working in the bureaucracy. Asiodu 

joined the Ministry of External Affairs in 1957 after finishing his study of 

philosophy, politics and economics at Queen‟s College, Oxford, UK, in 

1956. He was posted to many places, such as Australia and New Zealand, 

France, and New York. He was at the Ministry of External Affairs until 

1964. He was then transferred to the Federal Ministry of Health in 1965-

1966 as acting permanent secretary, during which period he also served 

briefly in the Federal Ministry of Commerce and Industry (Interview 

08/06/2009). He became fully involved in economic policy only after the 

military coup in 1966. He was then permanent secretary of the Federal 

Ministry of Industry (1966-1971), Mines and Power (1971-1975) and 

Petroleum (1975) (Osso, 1990:178).  

Ayida‟s career path was similar to that of Asiodu. Ayida and 

Asiodu read the same subjects at Oxford and finished in the same year. In 

1956-1957 Ayida went to the London School of Economics to study for a 

master‟s degree in money and banking, but for family reasons he returned 

home before completing the program (Kayode & Otobo, 2004:27). He 

then joined the government as a civil servant in 1957. He was posted 

briefly as assistant secretary to the Federal Ministry of Education, and 

then transferred to the Ministry of Finance as senior assistant secretary. 

He spent five years at the Ministry of Finance, before being promoted to 

permanent secretary at the Ministry of Economic Development in 1963 

(Kayode & Otobo, 2004:33). From 1972 he served at the Ministry of 

Finance as permanent secretary. From 1975 to 1977 he was secretary of 
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the Federal Military Government and head of the Federal Civil Service 

(Osso, 1990:191). Both Asiodu and Ayida, known during the Gowon 

period (1966-1975) as super-permanent secretaries, were technocrats that 

were raised in the bureaucracy. 

Olu Falae, known as „Mr SAP‟ following the introduction of the 

structural adjustment program (SAP) during the Babangida administration 

in the mid-1980s, had a similar career path. Falae joined the bureaucracy 

in 1963, the same year he graduated from the University of Ibadan. First 

he was at the National Manpower Board for about six years, with the 

position of assistant secretary (1963-1967) and then principal assistant 

secretary (1967-1969). From 1969 to 1971 he was director of the National 

Insurance Corporation of Nigeria (NICON) (Osso, 1990:321). He then 

pursued his master‟s degree at Yale University, USA (1971-1972). In 

1972 he became chief planning officer at the Central Planning Office of 

the Federation. In 1974 he was promoted to assistant director and in 1975-

1977 was director of the Central Planning Office. He was in several top-

level bodies of the bureaucracy, a member of the Federal Government 

Economic and Finance Committee (1977-1979) and permanent secretary 

of the Economic Department of the Cabinet Office (1977-1981), before 

switching to the private sector in 1981 (Osso, 1990:321). In 1986 he came 

back to serve the Nigerian government as secretary of the Federal 

Military Government, and he was minister of finance from 1987 to 1990. 

Thus, similar to Asiodu and Ayida, Falae was a technocrat raised in the 

bureaucracy, not in the academic world.  

University-based technocrats did indeed take part in Nigeria‟s 

economic policy-making, but in a different arena. They mainly became 

advisors or experts on an economic affairs team. Adebayo (1990), for 

instance, notes the legacy of the „Ibadan School‟ on federal finance 

allocation. Many economists based in the University of Ibadan, such as R. 

O. Teriba and Adedotun Phillips, were very influential in Nigerian 

economic policy-making as advisors.  

 

Region and Ethnicity 

In terms of region and ethnicity, Nigeria‟s economic ministers came from 

a wider diversity of regions and ethnic groups than did those of Indonesia. 
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In Indonesia, Javanese formed the dominant ethnic group in Suharto‟s 

economists‟ team, although Emil Salim and Soehoed were from West 

Sumatra, Arifin Siregar from North Sumatra, Frans Seda from Nusa 

Tenggara, and Mohammad Jusuf from Makassar. The Javanese 

domination was not only because Javanese make up the biggest 

proportion of Indonesia‟s population. It was also because of Suharto‟s 

sociological roots as a Javanese. The Javanese culture somehow became 

an invisible wall, making it difficult for non-Javanese to attain cabinet 

positions.  

Even though difference in ethnicity never became a source of 

fragmentation in the Indonesian cabinet, a minister‟s understanding of 

Javanese culture partly determined how his relationship with Suharto 

would be. Ability to notice and interpret sasmita
10

 was required to be able 

to communicate with Suharto. It was difficult for non-Javanese such as 

Emil Salim and Soehoed to really understand what Suharto wanted. On 

one occasion, Emil Salim criticized a government program too bluntly, 

without noticing that although Suharto smiled he was actually angered by 

the criticism (Interview 01/12/2008). Similarly, Soehoed was told by 

Soedjono Hoemardani, a Javanese spiritual friend of Suharto, that as a 

Sumatran, he needed to learn how Javanese think, so that he could 

understand Suharto (Soehoed, 2001:233). It was also from Soedjono that 

Soehoed learned about Javanese philosophy and worldview (Soehoed, 

2001:232). Moreover, not every Javanese minister could master the 

appropriate cultural communication with Suharto. Widjojo and Radius 

Prawiro were ones who could do it very well (Interview 23/09/2008). 

In Nigeria, the recruitment system, which was required to reflect 

the federal character of the state, led to a proportional balance of 

ministerial posts based on region and ethnicity. The 1979 Constitution 

had institutionalized the principle of maintaining the federal character of 

the government: „the allocation of high-level government appointments 

and civil service jobs is to be based on quotas to reflect the myriad ethnic 

 

                                                                                                          
10 Sasmita literally means signs. Suharto often used indirect ways of 

communication, giving signs of what he wanted, such as through body language 

and use of symbolic expressions. 



 

 

 

89 Elites and Economic Policies 

groups of the federation‟ (Bangura, 1994:266). Section 14 (3) of the 1979 

Constitution says: „Composition of the Government of the Federation, as 

any of its agencies, shall be carried out in such a manner as to reflect the 

federal character of Nigeria, and the need to promote national unity and 

also to command national loyalty, thereby ensuring that there shall be no 

predominance of persons from a few states or from a few ethnic or other 

sectional groups in that government or in any of its agencies.‟ 

Furthermore, in the appointment of ministers, Section 135 (3) requires 

that the president shall reflect the federal character, „Provided that, in 

giving effect to the provision aforesaid, the President shall appoint at least 

one Minister from each state, who shall be indigene of such a state‟. 

However, there was still criticism of the distribution of power in 

Nigeria. Basically, Nigeria was divided into Northern and Southern 

regions, with the latter divided into western and eastern parts. The 

common criticism of the power structure was that Northerners dominated 

it, mainly Hausa and Fulani. It is not only that most of the heads of state 

came from the North, but also that most ministerial posts in the cabinet 

were occupied by Northerners.  

This criticism also applied to the economic ministerial posts, 

particularly the governors of the Central Bank, which was dominated by 

Northerners. However, for the post of minister of finance, Southerners 

dominated. During the 32-year period under analysis, only four ministers 

of finance were Northerners, and they served in total less than eight years. 

Meanwhile, there were 12 Southerners who occupied the position, serving 

in total more than 20 years. One can speculate on the reasons for the 

domination of Southerners in the Ministry of Finance. First, it is due to 

their educational background. Southerners had more economist-

technocrats than Northerners. As Bangura (1994:265) notes, „a high 

proportion of academics are concentrated in the South‟. Such inequality in 

education persists today. Mustapha (2006:12) notes that about 80 percent 

of admissions to Nigerian universities in 2000-2001 came from the 

Southern Region, and less than 20 percent from the Northern Region. 

Second, Southern domination of the Ministry of Finance may be related 

to economic and social inequalities in the country. Between 1986 and 

1990, for instance, 57 percent of businesses were registered in Lagos, 
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only 14 percent in the north, and the remaining ones were registered in 

other southern areas (Mustapha, 2006:13). 

Domination by Southerners, particularly from the east, in the 

Ministry of Finance may also be related to the traditional perception of 

distribution of expertise among Nigeria‟s ethnic groups, which was used 

to justify Northern domination of political leadership. Hausa-Fulani are 

known for their power management and they therefore assume political 

leadership; Yoruba are known for diplomacy, so they are responsible for 

administering the bureaucracy; and Igbo are known for commerce, and 

are therefore responsible for commercial activities (Mustapha, 2006:16).  

The regional background of policy-makers also influenced their 

decision-making, and this in turn created tensions or even conflicts among 

them. In Indonesia, there was not so much conflict among economic 

ministers based on regional or ethnic origins, because most of them were 

Javanese. One or two misunderstandings occurred, but they were just 

because of different styles of communication. Sometimes the non-

Javanese could not understand the indirect style of Javanese 

communication. For ministers who were not from Java, there may have 

been a feeling of being an outsider, but this did not seem to really damage 

their relations with the ministers from Java. Moreover, the difference did 

not affect policy outcomes.  

In Nigeria, on the other hand, fragmentation based on difference 

in regional origin became something unavoidable. The fragmentation was 

not manifested in terms of different policies, but in the choice of location 

where a certain project would be located. Allison Ayida gives an example 

of how the choice of location was highly politicized along regional lines: 

In fairness to the planners, the [iron and steel] project was 

not sufficiently articulated for the location question to be 

resolved before the Plan was finalized. When the National 

Economic Council eventually came to grips with detailed 

planning and decisions on the project, the politicians were 

naturally divided on regional lines. Some of the 

administrators ceased to be faceless technocrats, and their 

regions of origin either influenced their views or seemed to 

determine their expertise. Even the non-Nigerian advisors 
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were regarded as committed to one group or the other. 

(Ayida, 1987:26) 

 

Religion 

In Indonesia, about 90 percent of the population is Muslim. Therefore, it 

is not surprising that most of the economic ministers were Muslim. 

However, these ministers came from a nominally Muslim background 

(abangan), not from urban orthodox Muslim families (santri).
11

 One 

member of the Berkeley Mafia, for instance, said that his father was a 

mubaligh
12

 and his mother was a member of Aisyiyah
13

, but he himself 

could not read the Qur‟an. His parents never asked him to go to learn 

Qur‟an and Islamic teachings (Ngami) in a surau
14

, but to learn a spiritual 

way, because to make his spirit Muslim was more important. The absence 

of orthodox Muslims (santri) in the government reflected the political 

situation in Indonesia. At the beginning of the New Order, Muslim groups 

were excluded from Suharto‟s administration. Dawam Rahardjo, a well-

known Indonesian intellectual, says that Suharto was smart to include 

people from PSI (Indonesian Socialist Party) and ABRI (military) that 

were anti-communist. However, according to Dawam, Suharto excluded 

people from the Masyumi Party (Partai Majelis Syuro Muslimin 

Indonesia, Council of Indonesian Muslim Associations) as representatives 

of Muslim groups, because of the involvement of Masyumi members in 

PRRI (Pemerintah Revolusioner Republik Indonesia), a rebellion 

movement against Sukarno, and because of fear of a radical Islamic state 

movement (Interview 03/03/2009).  

There were only a few Christian economic ministers, such as 

Frans Seda, Radius Prawiro, Adrianus Mooy and Johanes Baptista 

Sumarlin. The involvement of Frans Seda, chairman of the Indonesia 

 

                                                                                                          
11Santri, abangan and priyayi are terms used by Clifford Geertz to label three 

main cultural streams in Indonesian society. 
12Islamic teacher/propagandist. 
13 Aisyiyah is the women‟s wing of Muhammadiyah, the oldest and largest 

Islamic organization in Indonesia. 
14 A surau is a small mosque for praying and studying the Qur‟an and other 

Islamic teachings. 
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Catholic Party, in the cabinet was a move to bring along the Catholic 

group in the anti-communist coalition. Unlike their Muslim counterparts, 

the Protestant and Catholic cabinet ministers seemed to be very active in 

church activities. Since the nominally Muslim abangan have a tolerant 

attitude toward activities of Protestants and Catholics, there was not much 

tension between Muslims and Christians in the cabinet, particularly in the 

1970s and 1980s. Religion in politics only became a big issue in the 

Indonesian cabinet starting in the late 1980s, when Radius, Mooy, and 

Sumarlin (known as RMS
15

) occupied all of the important economic 

ministerial posts. From 1988 to 1993, Radius was coordinating minister 

of economics, Adrianus Mooy was governor of the central bank (BI), and 

Sumarlin was minister of finance. Coincidentally, that period was also the 

period of Islamic revivalism in Indonesia, marked by the establishment of 

the Indonesian Muslim Scholar Association (Ikatan Cendekiawan Muslim 

Indonesia, ICMI) in 1990, which was led by Habibie. Therefore, Muslim–

Christian relations in the cabinet were more tense in the early 1990s.  

Nigeria is a „religious‟ nation, with Muslims and Christians 

almost the same numerically. Religious fervour can be seen from the large 

number of churches, and how many streets are blocked by Muslims 

during Friday prayers. The intense rivalry between Muslims and 

Christians in the country is indeed intensified by regional and ethnic 

rivalry. Muslims are associated with the Hausa and Fulani from the north, 

while Christians are associated with the Yoruba from the west and the 

Igbo from the east. Thus, the distribution of power in the cabinet based on 

region and ethnicity also to some extent reflected the distribution of 

power among the country‟s religious groups. 

 

Social Origins 

In terms of family background, Indonesia‟s economic ministers came 

from families with a diversity of occupations, such as farmer, 

businessman, teacher and bureaucrat. Most of them came from, or at least 

 

                                                                                                          
15 RMS, an abbreviation of Republik Maluku Selatan, a rebel movement in 

Sulawesi in 1950, is a negative stigmatization used by their political enemies to 

refer to the three cabinet ministers. 
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had a close relationship with, a middle-class family, often employed in 

the civil service. Johanes Baptista Sumarlin (minister of finance 1988-

1993), for instance, came from a peasant family, but from the age of nine 

he was raised by his uncle, a younger brother of his mother, who had a 

good civil service job (city controller) during the Dutch colonial period 

(Interview 23/09/2008).  

Just as in Indonesia, Nigeria‟s economic ministers came from 

diverse family backgrounds and mostly from middle-class families. While 

Bangura (1994:265) states that major elite groups (bureaucrats, 

businessmen and politicians) came from peasant and petty trader families, 

I found that most of Nigeria‟s economic ministers were children of 

traditional rulers or bureaucrats during the colonial period. This can be 

seen, for instance, in the life of Samuel Oluyemishi Falae, also known as 

Olu Falae, a well-known technocrat particularly during the Babangida 

period, when he served as secretary of the Federal Military Government 

(1986) and minister of finance (1987-1990).  

Olu Falae was born on 21 September 1938 in Akure, the capital 

and largest city of Ondo State, in southwestern Nigeria. Akure is a trade 

centre for agricultural products, such as yams, cassava and corn, and the 

most important producer of cocoa in Nigeria. Falae spent his childhood in 

the Yoruba town until he graduated from St. David‟s Primary School 

Akure in 1952. From 1952 to 1957 he studied at Igbobi College in Yaba, 

Lagos. He then went to Government College in Ibadan (1958-1959), 

before attending University College (now University of Ibadan) in Ibadan 

for his economics training in 1960-1963. In 1971-1972 he earned his 

master‟s degree from Yale University, New Haven, Connecticut, USA. 

Not only did he grow up in a relatively big town, he also came from a 

traditional ruling and bureaucratic family. His father was a headman in 

the Survey Department of the colonial government in the old Western 

Region (nigeriatoday.com, 2011).   

The similarity in family background of the economic ministers in 

these two countries makes it difficult to justify the proposition that 

differences in their economic policies were influenced by their family 

background. Take for instance the neglect of agriculture in the Nigerian 

development strategy, and the emphasis on agriculture by the Indonesian 
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government (discussed in Chapter 4). Since there were very few 

economic ministers from an agricultural family background in either 

country, there does not seem to be evidence that this difference stems 

from a difference in family background. A similar case is exchange-rate 

policy (discussed in Chapter 5). Many argue that maintaining a strong 

domestic currency benefits the upper and the middle classes. This may 

explain why Nigeria maintained the value of the naira rather than 

devaluing it. However, this argument does not hold for Indonesia‟s 

devaluation of the rupiah in 1978 and 1983, because Indonesian economic 

ministers also came from the middle class. 

 

Conclusion 

This chapter has examined characteristics of the economic policy elites in 

Indonesia and Nigeria. First, I discussed dynamics of the relationship 

between the military and the technocracy in the two countries. In 

Indonesia, economist-technocrats acquired a relatively stable power in 

managing the economy. Frequently changing regimes in Nigeria 

negatively influenced the rise and fall of technocracy in the country. 

However, during the Gowon period (1966-1975) technocrat-bureaucrats 

experienced a stable position in managing the economy. Also, similar to 

policy-makers in Indonesia, Nigeria‟s policy-makers enjoyed insulation 

from political pressure, so that they had enough room for manoeuvre to 

implement their policy agenda. Second, economic policy elites in the two 

countries shared similarities in social origins; I conclude that differences 

in economic policy in the two countries cannot be explained by 

differences in social origins. Third, Nigeria‟s policy-makers came from 

more diverse ethnic and regional backgrounds, compared to Indonesia, 

but this does not explain the policy differences. Educational background 

also shows a contrast between the policy elites in the two countries. More 

discussion on policy-makers‟ personal background and its effects on their 

policy choices is presented in Chapters 4, 5 and 6.  



 

 

 

 

 

 

 

 

 

 

 

Chapter 4 
 

 

 

 

 

 

Elites and  

Rural-Biased Policy 
 

This chapter discusses the first turning point of economic divergence 

between Indonesia and Nigeria, the late 1960s. After emerging from the 

political turbulence and economic chaos of the mid-1960s, Indonesia 

embarked on a period of seemingly miraculous economic growth. In the 

period 1970 to 1990, Indonesia’s gross domestic product (GDP) grew 

robustly (7 percent annually on average). In contrast, Nigerian GDP in 

that period grew only about  3 percent annually (World Bank, 2007b). 

Moreover, World Bank data shows that average growth of GDP per capita 

in Nigeria in the 1980s was minus 1.5 percent annually. The portion of 

the population living below the poverty line in Indonesia decreased 
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significantly, from 60 percent in 1970 to 28 percent in 1986
16

 (World 

Bank, 1990b:xv; 2007b). In Nigeria, however, the poverty headcount ratio 

increased from an estimated 40 or 50 percent in 1973-1985 to 65 percent 

in 1986
17

 (World Bank, 1996:iv; 2007b).  

Interestingly, as David Henley (2008) argues, the rapid economic 

development and poverty alleviation in Indonesia in the 1970s and 1980s 

can be attributed partly to a pronounced rural-agricultural bias in 

development spending. Meanwhile, the poor economic conditions in 

Nigeria can be argued to have resulted from neglect of the rural-

agricultural sector and an over-emphasis on industrialization. The 

importance of rural-agricultural-biased policies for poverty reduction is 

also emphasized by scholars such as Kuyvenhoven (2007) and Birner and 

Resnick (2010) when comparing economic development in Asia and 

Africa.  

This chapter investigates factors that led policy elites in the two 

countries to choose different strategies in developing their economies. 

Why did Indonesian policy-makers make rural-agricultural development 

their first priority, while Nigerian policy-makers in the 1970s preferred 

industrialization at an early stage of development? In this chapter I 

explore possible explanations by examining policy-makers’ personal 

biographies. I argue that, in addition to socio-political and economic 

conditions, the differing educational background of the policy elites 

contributed to the differences in their development vision.   

Special attention is given to the economist-technocrats who 

dominated economic policy-making from the onset of Indonesia’s New 

Order in 1966, particularly Widjojo Nitisastro. Widjojo was the chief 

architect of Indonesia’s New Order economy, and is known as the leader 

 

                                                                                                          
 16 Data for 1986 is the percentage of the population living on less than one dollar 

a day (PPP); while data for 1970 is based on national poverty lines, which are 

lower than one dollar a day. With a one dollar a day poverty line, the percentage 

of the population living in poverty in 1970 would be even higher than the figure 

presented. 

 17 Data for 1986 is the percentage of the population living on less than one dollar 

a day (PPP). There is no reliable data available for the 1970s; the 1973-1985 

figures are based on national measurements. 
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of the ‘Berkeley Mafia’ that dominated the government’s economic 

policy-making. The performance of the Indonesian economy in the first 

fifteen years of the New Order can be attributed to Widjojo’s ability as 

director of the economy. He was head of the National Development 

Planning Board (Bappenas) (1967-1983) and coordinating minister of 

economy, finance and industry (1973-1983). The New Order’s Five-Year 

Development Plans (Repelita) were written under his supervision.  

In this chapter I also examine the biographies of the technocrat-

bureaucrats who dominated economic policy-making in Nigeria from the 

beginning of the military regime in 1966, particularly Allison Ayida. 

Allison was assistant secretary of the Federal Ministry of Finance (1957-

1963), permanent secretary in the Ministries of Finance and Economic 

Development (1963-1975), and secretary of the Federal Military 

Government of Nigeria (1975-1977). Like Widjojo’s role in drafting 

Indonesia’s Five-Year Plans, Allison was very much involved in the 

writing of Nigeria’s first, second and third National Development Plans. 

Along with Phillip Asiodu and Ahmed Joda, Allison was known as a 

‘super-permanent secretary’ because of his strong influence on Nigerian 

policy-making.  

This chapter first shows how development in Indonesia and 

Nigeria started to diverge in the late 1960s because of the difference in 

emphasis on the agricultural sector. I then explore some possible 

explanations for the difference in development vision of the two 

countries. I examine the primacy of policy ideas related to the social 

origins and educational background of policy-makers in explaining policy 

differences between the two countries. 

 

Rural-Agricultural Development: Point of Divergence 

Close analysis of the economic development of Indonesia shows that the 

Indonesian economy started to grow significantly from 1968. After 

experiencing slow economic growth in the first half of the 1960s due to 

economic and political chaos, the Indonesian economy grew more than 12 

percent in 1968. From 1968 to 1981, GDP grew 8.2 percent annually on 

average (World Bank, 2007b). At the same time, the poverty rate 

decreased substantially. In 1964-1965, more than 70 percent of the 
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population was classified as poor or very poor (78.4 percent in Java and 

69.3 percent in the Outer Islands). In 1981, the poor population had 

dropped by about half (to 38.1 percent in Java and 25.6 percent in the 

Outer Islands) (Booth, 1989:1241).  

This spectacular economic development was achieved before 

export-oriented industrialization took hold in the country. The agricultural 

sector was the prime mover of the first fifteen years of sustained 

economic growth of New Order Indonesia, before export-oriented 

manufacturing started to grow in the early 1980s. In the period 1968 to 

1981, the average contribution of agriculture to GDP was 34.5 percent, 

and the contribution of agriculture to merchandise exports was 20.9 

percent. Meanwhile, the manufacturing sector contributed on average 

only 10.6 percent of GDP, and constituted a mere 1.7 percent of 

merchandise exports (World Bank, 2007b).  

In 1994, on the 50
th

 birthday of the World Bank and the 

International Monetary Fund (IMF), Widjojo Nitisastro, the main 

architect of Indonesia’s New Order economy, said: 

Of key importance to poverty reduction in the 1970s and 

early 1980s was the high rate of growth in the agricultural 

sector, on which most of the population and the poor 

depended. Production of rice, the most important crop, grew 

by nearly 5.3 percent a year between 1971 and 1983. 

 

The sources of rapid growth in rice production have been a 

combination of the rapid spread of irrigation, the provision of 

key inputs, and the spread of high-yielding varieties. At the 

same time, investment in rural infrastructure, as well as price 

policy, public procurement, and price stabilization, increased 

the level and stability of the prices received by the farmer. 

This early emphasis on agriculture played a decisive role in 

breaking the downward cycle of poverty, population growth, 

and environmental degradation. (Nitisastro, 1994:177) 

 

Since the mid-1960s, Indonesia along with India and the 

Philippines was the pioneer of the Green Revolution. The Indonesian 

government embarked on development policies that focused on increasing 



 

 

 

99 Elites and Economic Policies 

small farms’ productivity (Birner & Resnick, 2010: 1443). These 

government policies, including provision of high-yielding varieties of 

rice, subsidized fertilizers, financing irrigation infrastructure, agricultural 

credit and price guarantees, worked together to increase the productivity 

of the majority of the country’s inhabitants. 

  

Figure 4.1 Fertilizer consumption (100 grams per hectare of arable land) 

 
    Source: World Bank (2007b) 

 

 

The success of the New Order in developing the agricultural 

sector had proved that the ‘orthodox view’ of food-crop production in 

Indonesia was no longer valid (Booth, 1989:1240). The orthodox view, 

advanced by Boeke and Geertz, was that Indonesian peasants were unable 

to absorb modern agricultural production techniques, particularly the use 

of chemical fertilizers (Booth, 1989:1). However, World Bank (2007b) 

figures show that agricultural production doubled between 1968 and 

1984. During the first fifteen years of the New Order, Indonesia increased 

agricultural production by 4.5 percent annually on average, with the 

benefit of high-yield varieties, chemical fertilizers, and improvement of 

irrigation systems. Fertilizer consumption per hectare of arable land in 

Indonesia increased eightfold, from 10,000 grams in 1970 to 80,000 

0

200

400

600

800

1000

1200

1400

1600

19
61

19
64

19
67

19
70

19
73

19
76

19
79

19
82

19
85

19
88

19
91

19
94

19
97

20
00

Indonesia Nigeria



 
100 Rural-Biased Policy 

grams in 1982 (see Figure 4.1). From 1969 to 1993, the Indonesian 

government built new irrigation networks that irrigated 1,600,000 

hectares of land, and rehabilitated irrigation networks that irrigated about 

2,900,000 hectares, in Java, Sumatra, Sulawesi, Nusa Tenggara and 

Kalimantan (Republik Indonesia, 2009:128), which made it possible in 

many areas to grow two crops a year.   

Government emphasis on rural development accompanied by 

introduction of modern agricultural production techniques boosted rice 

production. The fast growth of food-crop production, combined with the 

success of the family planning program, which decreased population 

growth from 2.35 percent annually in the 1970s to 1.86 percent annually 

in the 1980s (World Bank, 2007b), helped Indonesia achieve rice self-

sufficiency in 1984. In 1984 Indonesia produced 38.13 million tonnes of 

rice, double its production in 1970 (Ministry of Agriculture Republic of 

Indonesia, 2010). This was a very good and important achievement 

considering that the country had been the world’s second biggest milled-

rice importer, after Vietnam, in the early 1970s, importing more than 9.56 

million tonnes in 1970 (FAO Statistics Division, 2010). In recognition of 

this achievement, in 1985 President Suharto was invited by the Food and 

Agriculture Organization (FAO) to address its annual meeting in Rome to 

represent developing countries.  

In Nigeria, by contrast, economic development had been very 

slow, or had even contracted, since the early 1970s. On average, GDP 

grew only 3.8 percent per year between 1970 and 1985. In 1970, Nigerian 

GDP per capita was about US$ 368. It increased to US$ 460 in 1974, but 

then decreased to only US$ 330 in 1985 (World Bank, 2007b).  

The slow growth of the Nigerian economy can be attributed to the 

neglect of the agricultural sector, in which most of the population earned 

their living. As in Indonesia, a large portion of the Nigerian population 

live in rural areas, and most of them are employed in the agricultural 

sector. In 1970, for instance, about 43.6 million people, or 77 percent of 

the Nigerian population, lived in rural areas (FAO Statistics Division, 

2010). Therefore, as noted by Olanrewaju (1992: xvi), the lack of rural 

development is the core of Nigeria’s overall national development 

problem.  
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From 1970 to 1985, the growth of Nigeria’s agricultural sector 

averaged only 1.3 percent per year (World Bank, 2007b). With the 

population growing at a rate of 2.8 percent per year during the same 

period, Nigeria could no longer achieve food sufficiency. In 1985, for 

instance, Nigeria imported 356.14 thousand tonnes of milled rice, or more 

than 200 times its rice imports in 1970 (FAO Statistics Division, 2010). In 

addition, Okereke (1982:110) notes that production of starchy staples 

such as yam, cocoyam (taro) and cassava had decreased since the second 

half of the 1960s.  

The huge increase in rice imports, which shows the inability of 

the economy to meet food demand from urban areas (Scherr, 1989:550), 

and the decreasing supply of starchy staple foods had increased the cost of 

living. Higher food prices prompted agitated workers to demand higher 

wages (Okereke, 1982:109, 114). The inflationary effects of the food 

crisis could not be avoided, since the largest portion of total consumption 

expenditure in underdeveloped countries is for food (Okereke, 1982:113). 

In the period 1975-1985, the annual inflation rate in Nigeria averaged 

17.6 percent (World Bank, 2007b). The National Bureau of Statistics 

notes that in 1996 food expenditure was 63.6 percent of total expenditure 

in Nigeria (NBS, 2007:21). Similarly, the share of food items in the CPI 

(Food Weight in Consumer Price Index, FWCPI) was 69.1 percent in 

1985 (NBS, 2007:23).  

Indonesia’s success in attaining rice self-sufficiency in the mid-

1980s is not surprising considering the level of commitment of the New 

Order to the agricultural sector. From the start of the New Order, the 

Indonesian government made agricultural development their first priority. 

The introduction to the First Five-Year Development Plan (1969-1974) 

clearly states that agriculture ‘is the central arena in which all efforts are 

concentrated and results expected’. Most important, the commitment was 

not mere lip service. The commitment was visible in government budget 

allocation. Government development expenditure on agricultural 

development was the largest single item in Indonesia's First and Second 

Five-Year Development Plans (Repelita), ahead of expenditure on 

transport, mining, industry, education or health. As can be seen in Table 
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4.1, the agricultural sector received more than 30 percent of the national 

development budget in the first Repelita.  

Can we see such a commitment in Nigeria? Many policy-makers 

in Nigeria say that agriculture was not neglected. They argue that Nigeria 

made several attempts to boost agricultural production. Almost every 

regime in the country launched an agricultural development project. In 

March 1972, Gowon’s military regime (1966-1975) launched the National 

Accelerated Food Production Project (NAFPP). This project targeted 

selected food crops, such as cassava, rice, sorghum, millet and wheat, for 

development, in order to raise the general standard of living (Okereke, 

1982:115). However, this project, consisting of research, extension, and 

agro services, was not taken seriously by federal and state governments; 

they were unwilling to fund the NAFPP (Njoku & Mijindadi, 1985:180).  

Obasanjo, military head of state (1976-1979), launched Operation 

Feed the Nation (OFN) in May 1976. The program was an emergency 

national campaign to boost farming for all Nigerians, so that the country 

could produce enough food to feed itself. OFN provided technical 

assistance as well as fertilizers, pesticides, seeds and livestock at 

subsidized prices, in order to achieve food self-sufficiency. However, as 

noted by Okuneye (1992:69), the program hardly benefited small-scale 

famers, who formed over 90 percent of the farming population and 

contributed more than 75 percent of agricultural output. In addition, in 

1976, eleven River Basin Development Authorities (RBDAs) were 

established around the country. The objective of the RBDAs was to 

provide irrigation water to agricultural areas, because only a small part of 

the country has sufficient rain for non-irrigated crops (Okuneye, 

1992:70). The RBDAs focused particularly on production of import-

substituting crops, such as rice and wheat, as well as crops like sugar cane 

and cotton to produce raw materials for industry (Salau, 1986:328). 

However, these crops are more important for the consumption of urban 

populations than of rural dwellers. Even worse, large-scale farmers were 

the ones who benefited from the scheme. ‘Also, many small-scale farmers 

who could not afford to cultivate the specified crops as dictated by the 

authorities either rent out or sell their plots’ (Salau, 1986:331). 

Similarly, Shehu Shagari’s civilian administration (1979-1984), 

which was known as the Second Republic, launched the Green 
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Revolution Programme (GRP) in 1980 to accelerate agricultural 

production. Like Obasanjo’s OFN, Shagari’s GRP aimed to achieve self-

sufficiency in basic foods. Besides that, the GRP also aimed to increase 

agricultural export products. It covered not only food crops, but also 

export crops.  

However, unlike in Indonesia, where the government concentrated 

on increasing smallholder production, Nigerian policy-makers sought to 

boost agricultural production by subsidizing large-scale farming, for 

instance during the GRP period. Watts notes that: 

The Buhari government [1984-1985] declared a commitment 

to smallholder production, but there was little in the 

budgetary priorities – or in the decision to continue large-

scale imports of rice and wheat – to suggest a radical 

departure. On the contrary, the 1984 agricultural budget was 

most conspicuous in its attempt to provide large incentives to 

[…] ‘medium size U.S. investment’ and ‘large Nigerian 

creditor companies’ […] including tax relief, the removal of 

import duties on agricultural machinery, tax holidays, the 

abandonment of indigenization requirements, and state 

provision of land for large-scale plantations. (Watts, 

1987:293) 

 

In fact, policy-makers in Nigeria also say that they did not want to 

neglect the agricultural sector, and even in National Development Plans 

the agricultural sector had been made the first priority. Philip Asiodu, for 

instance, says emphatically, ‘In the 1970-1974 plan the first priority was 

agro-allied’ (Interview 08/06/2009). Similarly, Ahmed Joda says,  

I do not think it is fair to say that agriculture was neglected in 

the planning. […] The failure was in implementation. The 

plan was very comprehensive. (Interview 11/07/2009) 

 

However, the budgets for the plans show that this priority was not 

translated into government spending. In Nigeria, allocation of the 

development budget to agriculture was much lower than in Indonesia (see 

Table 4.1). In addition, Olomola (1998:45) notes, ‘More often than not, 
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there are divergences between budgetary allocation and actual release of 

funds as well as between funds actually released and funds actually 

expended’. The poor implementation, according to Ayida, was due to ‘a 

weak institutional framework and a poor executive absorptive capacity’ 

(Kayode & Otobo, 2004:44). 

 

Table 4.1 Proportion (%) of national development budget allocated to 

agriculture, 1960-1985 

Indonesia  Nigeria  

National Overall 

Development Plan 1961-

1969 (pre-New Order) 

10.5 National Development Plan 

1962-1968 

13.6 

First Five-Year 

Development Plan 1969-

1974 

30.1 Second National 

Development Plan 1970-

1974 

10.5 

Second Five-Year 

Development Plan 1974-

1979 

19.1 Third National 

Development Plan 1975-

1980 

6.0 

Third Five-Year 

Development Plan 

1979-1984 

14.0 Fourth National 

Development Plan 1980-

1985 

12.6 

Source: Henley (2009) 

 

Moreover, Ayida (1972:57) notes, ‘Every government 

functionary, from the highest authority to the lowly paid public official, 

believes in paying this deserving lip-service to agriculture’. Agricultural 

development projects, from Operation Feed Yourself to OFN to the Green 

Revolution, were merely ‘rhetorics and slogans’ that did nothing to revive 

Nigeria’s agricultural sector (Ayida, 1987:264). Similarly, Babangida, 

former Nigerian president (1985-1993), says that the OFN was ‘more of 

symbolism’ and the Green Revolution during Shagari was only ‘political’ 

(Interview 19/08/2009). 

Policy-makers involved in the preparation of Nigeria’s National 

Development Plans also argue that agricultural development was the 

responsibility of state governments, instead of the federal government. 
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Therefore, Ahmad Joda says, the expenditure of state governments, rather 

than of the federal government, is a better measure of the level of 

commitment to agricultural development in the country (Interview 

11/07/2009). Also, in the 1954 and the 1963 Constitutions, agriculture 

was claimed to be the responsibility of the states (Idachaba, 1989:5), 

while the federal government was responsible for research activities only. 

Agricultural responsibility at federal level only included ‘scientific and 

industrial research’ (point 21 of Schedule Part II of the 1963 

Constitution). The Second National Development Plan (1970-1974) notes 

that, ‘Under the restrictions imposed by the Constitution, the Federal 

Government has hitherto confined itself to research activities in primary 

production’ (Federal Republic of Nigeria, 1970:112). In fact, the federal 

government also tried to play a more dynamic role in assisting the sector. 

According to the Second National Development Plan, the federal 

government provided: (1) grants to the states for the development of 

agriculture, (2) Special Agricultural Schemes, and (3) National 

Agricultural Credit.   

In addition, the agricultural sector had previously been the main 

source of income for state governments, and therefore should fall under 

their authority. Marketing boards, such as for cocoa and palm oil, 

contributed significant revenue to state governments in the form of export 

taxes. Unfortunately, these marketing boards in fact squeezed agricultural 

production rather than promoting the sector. 

Interestingly, state governments in Nigeria assigned agricultural 

development a low priority, no better than the federal government did. 

Table 4.2 presents the allocation of the government budget to agriculture 

in four selected states; Bendel and Ondo, with relatively fertile soil, are in 

the south, while Sokoto and Borno, with relatively unfertile soil, are in the 

north. In all these four states, however, the majority of the population 

made their living in the agricultural sector. In the four selected states 

between 1976 and 1990, the share of expenditure on agriculture increased. 

However, on average less than 7 percent of expenditure went to the 

agricultural sector.  
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Table 4.2 Proportion (%) of expenditure
18

 allocated to agriculture  

in selected states in Nigeria, 1976-1990 

Period Bendel Borno Ondo Sokoto Total 4 

1976-1980 3.31 4.51 6.32 5.79 4.98 

1981-1985 3.23 5.91 6.82 7.74 5.92 

1986-1990 4.20 5.51 5.85 23.13 9.67 

1976-1990 3.58 5.31 6.33 12.22 6.86 

Source: Calculated from Olomola (1998:24), based on data from the 

Ministries of Agriculture and Natural Resources and the Ministries of 

Finance and Economic Development of the four states 

 

This section has outlined how agricultural development in the 

1970s became a point of divergence between Indonesia’s and Nigeria’s 

economic performance. Driven by agricultural production, the Indonesian 

economy had grown steadily at a high pace since the early 1970s, long 

before export-oriented industries took hold in the economy. In the 1970s, 

Indonesia’s rate of poverty also dropped very fast. This contrasts with the 

situation in Nigeria, where the agricultural sector was neglected and the 

poverty rate remained high.  

 

Oil Revenue and the Dutch Disease 

The Dutch Disease has long been the most widely accepted explanation of 

the neglect of agricultural development in Nigeria (Bevan, et al., 1999; 

Pinto, 1987; Scherr, 1989). The neoclassical model of the Dutch Disease 

predicts that, after a boom, resources will shift from traditional tradable 

goods to the sector that experienced the boom (in our case the oil sector), 

the non-tradable sector, and services. The increase in oil revenue usually 

triggers expansion of government spending, particularly on infrastructure 

and bureaucracy. Expansion of urban construction stimulates ‘rural-to-

urban migration [which] exacerbates seasonal labor bottlenecks in 

agriculture’ (Richards, 1987:98-9). In addition, because of the expansion 

of government spending, the Dutch Disease model predicts the currency 

 

                                                                                                          
 18 Expenditure here consists of both recurrent and capital expenditure. 
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will become overvalued, which leads to cheap food imports that become a 

disincentive for local food production.  

With the increasing world oil prices in the first half of the 1970s, 

Nigerian policy-makers no longer paid attention to agriculture, which 

previously had been the prime mover of the economy. Oil revenue had 

increased more than 17 times between 1970 and 1974 (Richards, 

1987:95). While in 1970 oil contributed only 26 percent of government 

revenue, in 1975 it contributed 81 percent (Lewis, 2007:187). The 

increase had pushed the agricultural sector into a marginal position. 

Olanrewaju (1992:xv) notes that one of the reasons for the neglect of 

agricultural development in Nigeria was the discovery of petroleum and 

the rise of oil prices on the international market. Not only the military 

elite lost sight of agriculture because of the oil windfall, but also ordinary 

people. Newswatch Magazine, on 28 July 2009, published an article on 

how Nigeria’s boom became doom: 

With the advent of the oil boom era, the rural-urban 

migration increased as people attempted to reap or benefit 

from the windfall from oil. ‘You didn’t have to farm to eat 

anymore. As a Nigerian, all you just needed to do was to 

come with your bowls to the nation’s capital city and collect 

your own share of the oil money. So, people felt it was no 

longer necessary to farm. I think it is the oil boom era that 

took us to where we are now, where we are battling to 

overcome food insecurity.’ (Ajaero, 2009) 

 

Similar reasoning is given by Allison Ayida in the 1988 National 

Day Lecture. In Self-Sufficiency: The Path to a Virile Nationhood, Ayida 

notes that:  

Nigeria seems to have lost the art and the know-how [of self-

sufficiency] with the attainment of national independence on 

1 October 1960, especially with the emergence of the petro-

naira era after the Civil War in 1970.  

[…] 

The tragedy of our situation has been not so much because 

$23 billion is a lot of money compared to what this nation 
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was able to earn in one year at some point in time, but the 

bulk of the money came from one easy source and that we 

got to depend on it so much that we abandoned or neglected 

the traditional agricultural areas and local industries. We 

imported the (and still tend to import whatever is) 

importable! The result was that when a down-turn occurred, 

we became very badly exposed. Unless a miracle occurs and 

oil prices rise very substantially, we must change our taste, 

our style and our attitudes to enable us to survive in a 

drastically altered environment. (Ayida, 1990: 39,41) 

 

Although Ayida’s comparison of the situation during the colonial 

period with post-independence Nigeria focuses mainly on the 

manufacturing sector, the comparison is also valid for the agricultural 

sector. Under the colonial administration, ‘the Nigerian economy was 

established as a self-sufficient unit [that was] financed from internally 

generated resources, with a healthy balance of payments’ (Ayida, 

1990:40). In the post-independence period, Nigeria was less self-

sufficient and had a greater dependency on the industrialized countries. 

The oil boom had created ‘an illusion of wealth’ (Kayode & Otobo, 

2004:44).  

In addition, the oil boom increased indirect taxes on agriculture 

through exchange-rate overvaluation. Increasing revenue from the oil 

sector increased demand and prices in the non-tradable sector, which 

made the nominal value of the naira higher than its real value. The 

overvaluation was devastating for agricultural exports because it made 

exports less competitive. This indirect tax on agriculture through 

macroeconomic policy, unfortunately, could be three times as high as a 

direct export tax (Birner & Resnick, 2010:1443). Moreover, the 

overvaluation also made imported food cheaper and made Nigerians 

prefer to import foodstuffs rather than to make efforts to produce them 

domestically.  

However, the argument of increasing oil prices as the source of 

Nigeria’s neglect of agriculture is questionable if we take Indonesia as a 

comparison. Even though Indonesia did not enjoy skyrocketing 

government revenue from oil to the extent that Nigeria did, Indonesia’s 
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government revenue nevertheless reached a level that had never been seen 

before. Instead of being trapped in the Dutch Disease, however, 

Indonesian policy-makers used a considerable part of the oil money to 

finance the agricultural sector. Indonesian policy-makers still perceived 

that they had to prioritize agriculture, even though the oil money was very 

‘intoxicating’ (Prawiro, 1998a:145). Ali Wardhana says that the 

government realized that the economy could not depend merely on oil 

(Interview 29/11/2008).  

The Indonesian government devoted much of its increased 

revenue to expansion of rural infrastructure and rehabilitation, such as 

irrigation and roads. The government also set up a program to extend 

agricultural credit to small farmers (Booth, 1989:1242). With the oil 

revenue, the government was also able to subsidize fertilizers so that the 

use of these chemicals increased substantially. More than 134.5 billion 

rupiahs, or more than 50 percent of the agriculture and irrigation budget, 

was allocated to fertilizer and pesticide subsidies. Therefore, the use of 

nitrogen, phosphate, and potash increased on average by 19.7 percent, 

28.7 percent and 13.7 percent per year from 1972 to 1986 (Hedley & 

Tabor, 1989).   

In addition, unlike in Nigeria, Indonesian policy-makers did not 

allow the currency to stay overvalued. Several times they devalued the 

rupiah to make exports more competitive, particularly for the agricultural 

sector, including forest products. Thus, Indonesia’s macroeconomic 

policies provided incentives to boost exports, instead of taxing exports as 

in Nigeria. Further discussion of exchange-rate policy is provided in 

Chapter 5. 

  Interestingly, Ayida revised his opinion about the relation 

between the oil boom and the neglect of Nigeria’s agriculture. In 

Nigeria’s Economic Recovery: Lessons of Experience and Options 

(1985), he writes that 

Our present predicament has not been due to the neglect of 

agriculture arising from the petroleum boom. Many African 

countries without petroleum are facing similar situations. 

(Ayida, 1987:264) 
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Increasing oil revenue and the Dutch Disease without a doubt 

contributed to the neglect of agriculture in Nigeria. However, the question 

remains: why did Indonesia not fall into such a trap? Instead, Indonesian 

development consistently followed the model of Asian economies by 

making the agricultural sector the foundation for economic development. 

It is probably no coincidence that Nigeria became a typical African 

country that neglected agriculture.  

 

Political Explanations 

Indonesia’s rural-based development has often been attributed to fear of 

rural farmers as the government’s main constituency. The majority of the 

Indonesian population lived in rural areas, and most people made their 

living from agricultural activities. In 1965, 84.2 percent of the Indonesian 

population lived in rural areas (FAO Statistics Division, 2010). Thus, the 

New Order government had to increase rural welfare to achieve their 

legitimacy.  

It should also be remembered that the birth of Indonesia’s New 

Order was legitimized by the suppression of the Indonesian Communist 

Party (PKI) rebellion in 1965, including assassination of more than half a 

million peasants (Huizer, 1999:33). Rural-based development would 

serve as a very effective measure to prevent resurrection of the PKI, since 

people in agricultural areas had been the main constituency of the 

Communist Party. The Indonesian Peasant Front (Barisan Tani Indonesia, 

or BTI), a peasant wing of the PKI, for instance, had over 8.5 million 

members in September 1964 (Huizer, 1999:32). Developing rural areas 

would limit the communists’ room for manoeuvre.  

The fear of revolt in rural areas, where the majority of the 

population live, was intensified by the tradition of peasant revolt in 

Indonesia. Indonesian peasants had the proven ability to organize 

themselves, or to be organized, as a pressure group. The New Order 

government probably saw a potential threat in this ability of peasants to 

confront problems by collective action. The government understood that 

the BTI was not only the largest constituent of the PKI, but also ‘one of 

the most spectacular peasant mobilizations in Asia’ (Huizer, 1999:31).  

In addition, the New Order started out under unfavourable 

economic conditions. The New Order’s first challenge was the high level 
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of inflation, driven mainly by rising food prices. Providing incentives for 

the rural population to produce more rice was important in order to reduce 

inflation and to provide food for urban dwellers. At the time when 

inflation reached more than 600 percent in the mid-1960s, Indonesia was 

a chronic rice importer. In 1970, Indonesia imported about a quarter of the 

world’s marketable rice, and was the second biggest rice importer in the 

world (Salim 2009). This situation was a heavy burden on the government 

budget, which had only limited foreign reserves. In addition, from 

January to August 1972, Indonesia experienced a severe drought, 

followed by flooding that damaged more than 160,000 hectares of rice 

fields (Nitisastro, 2010: 279). Therefore, having an agenda to overcome 

the food crisis and the country’s dependence on imported rice would be a 

good way to achieve legitimacy for the new regime. Subsidized 

agricultural inputs, as well as a guaranteed minimum rice price, together 

with other forms of rural investment, were important in securing the 

loyalty of rural dwellers (Hedley & Tabor, 1989) as well as urban 

dwellers.   

Can we apply a similar reasoning to Nigeria? As in Indonesia, the 

majority of the population of Nigeria also lived in rural areas. In 1965, 

more than 40 million, or about 80 percent of Nigerians, lived in rural 

areas (FAO Statistics Division, 2010). However, Nigerian policy elites 

perceived the urban sector, rather than the rural sector, as their main 

constituency. Bienen and Gersovitz (1985:741) note that the ‘immediate 

constituency for African rulers are civil servants, members of armed 

forces, and workers organized in trade unions (and frequently employed 

in the public sector)’. Similarly, Osaghae et al. (1998:24-25) note that 

Nigerian policy-makers tend to perceive urban areas as their core political 

constituency, and leave rural areas out of the political space. Urban 

dwellers are seen as the relevant political constituency not only because 

of their proximity to government, but also because of their proven 

opposition to the poor performance of government; rural dwellers, on the 

other hand, are passive and ‘operate outside the public realm’ (Osaghae, 

et al., 1998:24-25). 

The neglect of rural areas can be partly attributed to the absence 

of pressure from rural dwellers in Nigeria, as argued by Bienen (1983:45). 
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The absence of a landed class and the weakness of class (peasant) 

movements in Nigeria (Bienen, 1983:45) are argued to have led to policy-

makers’ orientation toward urban development. In contrast to Indonesia, 

there was no experience of radicalism among Nigerian farmers. Partly 

because of this, Nigerian policy-makers felt no obligation to raise rural 

living standards. In addition, Nigeria never experienced a food crisis as 

severe as those in Indonesia. Even though Nigeria’s rice imports 

increased dramatically to meet demand from urban areas in the early 

1980s, domestic production and trade of traditional staple foods, such as 

yam, cocoyam (taro) and cassava, contributing more than 90 percent of 

total output of domestic food crops, remained stable (Scherr, 1989:550).   

 

 

Table 4.3 Key agricultural indicators 

Indicator 1972 1982 1992 2002 2007 

Indonesia      

Arable land (1000 ha) 18,000 18,000 18,100 20,081 22,000 

Permanent crops (1000 ha) 8,000 8,000 11,451 13,200 15,100 

Cultivated area (1000 ha) 26,000 26,000 29,551 33,281 37,100 

Rural population (% of total) 82  76  67  55  48  

Economically active 

population in agriculture (%) 
 57  54  47  43  

Agriculture, value added to 

GDP (%) 
38.36 23.94 18.68 16.07 14.4 

Nigeria      

Arable land (1000 ha) 27,420 28,013 29,922 32,000 37,500 

Permanent crops (1000 ha) 2,480 2,535 2,535 2,800 3,000 

Cultivated area (1000 ha) 29,900 30,548 32,457 34,800 40,500 

Rural population (% of total) 76  70  63  56  52  

Economically active 

population in agriculture (%) 
 52  41  31  26  

Agriculture, value added to 

GDP (%)* 
41.3 20.6 32.7 48.57 30.68 

Source: FAO (2011) 

* Data for 1970, 1980, 1990, 2002 and 2007 respectively 
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Following this line of argument of a political imperative could be 

interesting. However, my interviews with policy-makers from the two 

countries suggest that such a political imperative is not the main 

calculation that led to the policy divergence. The need to prevent 

communist influence in rural areas indeed gave the Indonesian 

government an incentive to invest in rural development. However, Ali 

Wardhana and Emil Salim, two influential technocrats during the New 

Order, stated categorically that the rural-agricultural projects of the early 

New Order had nothing to do with the communist threat. According to 

them, the projects were based purely on a rational calculation as being the 

easiest way to raise the welfare of the people, given that the majority of 

the population lived in rural areas (Interview 01/12/2008; Interview 

29/11/2008). Similarly, Nigerian policy-makers are reluctant to 

acknowledge that their neglect of rural development had to do with the 

political imperative of the urban constituency.   

Some scholars argue that Indonesian policy elites also perceived 

urban dwellers as their main constituency. According to this view, 

subsidies for the agricultural sector were merely a means to make 

peasants produce more rice which could be used to feed the urban 

population. This enabled the government to meet the political imperative 

to give incentives to producers, ‘and more importantly, producing an 

adequate surplus for the urban markets, while keeping urban prices stable 

enough to minimize the risks of deprivation and protest amongst the 

politically volatile urban fixed-income earners’ (Hedley & Tabor, 

1989:51). However, even if policy elites in both countries perceived the 

urban population as their main constituency, it is still interesting to ask 

why Indonesian policy-makers thought the best way to overcome urban 

problems was by investing in the rural-agricultural sector, while Nigerian 

policy-makers tried to directly satisfy urban dwellers with cheap imports.   

 

The Primacy of Ideas 

During the New Order, there was a battle of arguments about how the 

Indonesian economy should be directed, as also happened in Sukarno’s 

period. In the early 1950s, there were proponents of an industrialization-

led economy, advocated by Sumitro Djojohadikusumo, and proponents of 
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an agriculture-led economy, advocated by Syafruddin Prawiranegara. 

During the Sukarno period, Sumitro was able to turn his vision into 

economic policies, particularly through the Urgency Plan (Rencana 

Urgensi Perekonomian).  

Early in the New Order, too, there were two groups in 

government that disagreed on development strategies. The first group 

wanted to prioritize industry to accelerate the economy, while the second 

wanted to prioritize agriculture. The industrialization group consisted 

mainly of military officers such as Ibnu Sutowo, who was director of 

Pertamina, the state oil company. The group that wanted to prioritize 

agriculture consisted of economist-technocrats, lecturers at the Faculty of 

Economics of the University of Indonesia, later known as the Berkeley 

Mafia, led by Widjojo Nitisatro. They had been students of Sumitro 

Djojohadikusumo, and had learned from the failure of industrialization 

that had been advocated by their teacher in the Sukarno period. Thus, 

unlike their teacher, this new generation of economists believed that 

Indonesia’s economy could only be developed by developing the 

agricultural sector. 

In the opening of his speech at the Food Workshop, held by the 

Indonesian Institute of Sciences (LIPI) in Jakarta in May 1968, Widjojo 

said: 

Increased domestic food production is the main requirement 

for long-term economic growth. If domestic food production 

does not increase substantially, too much [foreign] reserves 

will have to be spent for food imports, and the inflation threat 

will continue because of the pressure of food prices. 

(Nitisastro, 2010:154) 

A simple calculation made by the group is explained by Subroto, 

a member of the economist-technocrats group, as follows. 

Seventy percent of Indonesians live in rural areas and most 

of them are farmers. So, if we want to improve Indonesians’ 

income, we should start from the seventy percent in the rural 

areas. (Interview 21/08/2008) 
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Ali Wardhana, minister of finance at the time, adds that the choice 

was also based on a cost-benefit analysis. The investment cost for 

industrialization was considered too high. With a limited budget, it was 

better to invest in agriculture, which was cheaper and could reach a larger 

population (Interview 29/11/2008).  

The reasons are summarized clearly in the introduction to the First 

Five-Year Development Plan: 

Increased production in the agricultural food sector will have 

a major influence on the growth of the Indonesian economy. 

The price of food in the country can be further stabilized with 

a positive effect on general price stability. Only in a stable 

economy can rapid growth be anticipated. […] Increased 

food production also makes possible a decrease in rice 

imports. Hence a contribution is made toward conserving 

foreign exchange. […] Progress in the agricultural sector 

stimulates progress in other sectors. Increased agricultural 

output enlarges the market for the industrial sector, which 

produces basic materials needed by the agricultural sector. 

The demand for fertilizer, cement, insecticides, pesticides and 

other chemicals will increase as agricultural production 

expands. […] The producers of agricultural products will 

earn more because of increased production. Usually they 

spend additional earnings for commodities not produced by 

agriculture, thus promoting the industrial sector which 

supplies the needs of consumers in the agricultural sector. 

The stabilization of food prices through increased food 

production will also stabilize wages. Thus the industrial 

sector can operate with a cost-pattern which is not too 

unstable. […] Above all, agriculture has been selected 

because the greater part of the Indonesian people lives in this 

sector, working either as farmer producers or as farm 

labourers. Agricultural development increases the earnings of 

the majority of the Indonesian people and thus increases 

national income. It is clear that the choice of the agricultural 

sector for first priority is based on a broad strategy. The 
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development of the agricultural sector is expected to open up 

growth possibilities in other sectors so that an opportunity 

will be created to combat the backwardness of the Indonesian 

economy on many fronts. (cited in Henley, 2009:4-5) 

 

In Nigeria, interestingly, policy-makers were obsessed with the 

idea of developing value-added industries (Henley, 2009). In contrast to 

Indonesia’s technocrats, Nigeria’s policy-makers’ ideas of development 

were biased toward the industrial sector because it provided more value 

added. For instance, Philip Asiodu recalls the discussion during the 

preparation of the Second National Development Plan: 

We had to prioritize, where we were, up to the 1960s, very 

much depended on export of primary raw agricultural 

materials, cocoa as cocoa, groundnuts as groundnuts, palm 

oil as palm oil, palm kernel as palm kernel. No 

transformation, no value added. […] We were really 

concerned with value added. [… All] the planning we did, 

was to allow us to begin to produce value added, 

manufactured exports. (Interview 08/06/2009) 

 

Therefore, in his paper Planning for Further Industrial 

Development in Nigeria, presented at the seminar to prepare for the 

Second National Development Plan, Asiodu notes that: 

We must aim for the most rapid increase in the volume and 

diversity of manufacturing activity. There are however other 

objectives equally important: large increases in value added 

and the retained portion of value added; manpower 

development and a significant transfer of technology; greater 

Nigerian ownership of industrial investment and a greater 

dispersal of new investments taking into full account the 

criterion of viability. (Asiodu, 1969: 11)  

 

The aim of boosting the industrial sector and increasing value 

added, was also shared by other members of the policy elite, like Allison 

Ayida and Ojetunji Aboyade, who were behind the Plans. In the Third 

National Development Plan, for instance, they outlined the importance of 
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economic diversification so that value added in industry could be 

accelerated during the plan period (Henley, 2009:7). Nigeria’s policy elite 

had mistakenly assumed that ‘urban bias meant growth, development, and 

modernization’ but failed to realize that it could also mean ‘inequity, 

inefficiency, and persistent mass poverty’ (Lipton, 1975: 52). Their urban 

bias had led policy-makers to advocate industrialization to boost 

economic growth. Unfortunately, they did so at the cost of the agricultural 

sector.  

 

Social Origins of the Elites 

Indonesian policy-makers during the New Order always refer to President 

Suharto as the key person behind the country’s rural-based development. 

Ali Wardhana, who served for twenty years as minister in Suharto’s 

cabinet, acknowledges how lucky Indonesia was to have Suharto, a son of 

a farmer, as president. Suharto, who was born in a farming family in 

Kemusuk, a small village outside Yogyakarta, in 1921, provided strong 

support to rural development since he considered himself a farmer 

(Interview 29/11/2008). Similarly, Emil Salim recalls how Suharto 

enjoyed studying farming and how he loved the memories of his 

childhood playing in the forest and bathing his cows while swimming in 

the river. Suharto had an emotional attachment to rural life that made any 

rural development project ‘sound his string’ (Interview 01/12/2008). 

Nigeria, indeed, had also been ruled by a farmer’s son. Olusegun 

Obasanjo, who was born in a farming family, was head of state from 1976 

to 1979 and elected president from 1999 to 2007. However, unlike 

Suharto, Obasanjo was taught by his father to escape ‘toilsome farming’ 

(Henley, Tirtosudarmo, & Fuady, 2012:s62). Even though his father was 

a relatively wealthy farmer, he believed that moving out from rural 

agriculture is necessary to escape poverty (Henley, et al., 2012:s62). It is 

interesting that even though Obasanjo and Suharto both came from 

farming families, their thinking on poverty alleviation was quite different. 

As noted by Wing (1988:350), ‘The importance of the peasant 

background should not be exaggerated, however, because there are too 

many examples of authoritarian presidents of peasant origins (e.g. Kwame 
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Nkrumah of Ghana, Idi Amin of Uganda and Seko Toure of Guinea) who 

did not pursue agriculture-oriented policies.’ 

  How about the social origins of the policy-makers at ministerial 

level that worked on the development plans in these countries? As 

discussed in Chapter 3, with the exception of Johanes Baptista Sumarlin, 

none of Suharto’s economic ministers came from a peasant family. Most 

of them came from middle-class families, such as bureaucrats and 

teachers. Widjojo Nitisastro, leader of the New Order technocrats, main 

author of Indonesia’s Five-Year Development Plans, and the key person 

behind the agricultural programs, was born in Malang, East Java, on 23 

September 1927, in an academic family. His father, an elementary school 

inspector, was a member of Parindra (Partai Indonesia Raya, Greater 

Indonesia Party) and an active volunteer in village peasant organizations 

(Tirtosudarmo, 2009:3). If we want to relate Widjojo’s concerns for 

agriculture to his social origins, perhaps it came from familiarity with his 

father’s activities and his agricultural surroundings in Malang.  

On the Nigerian side, we can examine the roots of Allison Akene 

Ayida, a super-permanent secretary during the Gowon period, who was 

behind the Second and Third National Development Plans. Ayida was 

born on 16 June 1930 in Gbelebu, an Ijaw village in Siluko, in present-

day Edo State. His father, Jones, was a teacher, who then chose to become 

involved in trade and the timber business (Kayode & Otobo, 2004:15). 

After his business collapsed because of the world recession in the 1930s, 

Jones Ayida sought a job to have a better life and ended up in Lagos, the 

busiest city in Nigeria. However, he could not find a job in the city and 

returned to Gbelebu, where Allison Ayida spent his early childhood. By 

the age of seven he was living with his aunt and was enrolled at the 

United Nigeria African Church School in Gbelebu. Following his aunt, he 

then transferred to Ubiaja, Edo State, and attended the Roman Catholic 

Mission School (Kayode & Otobo, 2004:18). After a year and a half, they 

moved to Warri, where he became a student at Ogitsi Memorial School in 

Okere, and then the Collegiate School. Young Ayida started to live in 

Lagos in 1946 when he was admitted to King’s College, the most 

prestigious school in Nigeria, where he finished in 1952. Just like 

Widjojo, who spent his childhood in an agricultural area in Malang, 

Ayida spent his early childhood in rural areas, in Gbelebu and Warri. 
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However, he then lived and finished growing up in Lagos, a densely 

populated urban area, the centre of government activities, trade and 

industry. 

Another important distinction between the policy elites of 

Indonesia and of Nigeria is their experience of colonialism and 

revolution. As noted by Tirtosudarmo (2008:12), Nigeria at independence 

was considered to be conservative and ‘pro-Western’. Indonesia, on the 

other hand, went to war to get its independence. During the time of the 

Indonesian struggle for independence, Widjojo was studying at a Catholic 

senior high school in Malang, East Java. At the school, he was a 

classmate of Rahmat Saleh and Suhadi Mangkusuwondo, who later 

became important members of the New Order kitchen cabinet. According 

to Rahmat Saleh, in the Catholic school they could more easily hide their 

involvement in revolutionary activities; Catholics were less suspect to the 

Dutch colonial government. Like his friends, Widjojo joined TRIP 

(Tentara Republik Indonesia Pelajar, a paramilitary unit) and experienced 

many battles in East Java during the revolutionary period. Participating in 

revolutionary combat as guerrillas made them feel closer to peasants and 

rural life.  

By contrast, at King’s College in Lagos (1946-1952), Ayida and 

his friends could enjoy elite cultural activities. Philip Asiodu, a classmate, 

recalls:  

As regards cultural activities, Allison Ayida was elected to 

the King’s College Society – mainly a debating society but it 

also organized an Annual Tea party and Dance at the end of 

Trinity Term in June. This was always a great social occasion 

for the senior classes in selected secondary schools in Lagos. 

It was a mixed-sex affair and invitations were rationed out in 

quotas to the deserving Boys’ and Girls’ Schools to be 

invited. King’s College Society itself in our days at King’s 

was rather exclusive – confined to classes IV to VI. Only a 

given minority number were elected from class IV each year 

to join the Society. There was great excitement in the days 

leading to the Annual Event. You could see everywhere boys 

practising their dance steps in order to acquit themselves 
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well. Apart from this, our version of the Summer Ball, the 

Society also organized excursions to interesting places and 

industrial establishments, etc. I remember Allison Ayida as 

an active member of the Society. (Asiodu, 2004:215)  

 

This section shows that the policy-makers who designed 

development policies in the two countries came from similar family 

backgrounds. However, it seems they had been taught or absorbed 

different ideas from their parents and environment during their formative 

years. Whereas Suharto was so proud of his peasant background, 

Obasanjo was taught to escape from it. Widjojo’s father was a teacher 

who volunteered in peasant organizations; Ayida’s father was a teacher 

who preferred to move into trade and urban life. Having lived in rural-

agricultural areas clearly does not guarantee that a person’s development 

vision will be rural biased. 

 

Education and Intellectual Influences 

Widjojo and Ayida are from the same generation; therefore it is likely that 

they were exposed to similar ideologies. They were born around 1930, 

and earned their bachelor’s degrees in economics in the mid-1950s, when 

nationalism and socialism had their strongest influence after the Second 

World War. Ayida, for instance, joined the Labour Club as well as the 

Socialist Club (Asiodu, 2004:216), and this made him familiar with 

socialist development thought.  

Similarly, it is difficult to think that Widjojo did not have 

socialist ideas in mind, because he grew up in a revolutionary period and 

was a student of Sumitro Djojohadikusumo, a member of the Indonesian 

Socialist Party (PSI). At least he was able to use socialist quotes and 

jargon pragmatically to sell his ideas. For instance, he opened his speech 

at the Economics and Finance Seminar held by KAMI FEUI (10-20 

January 1966) by referring to The Commitment of the Intellectual by P.A. 

Baran, a well-known socialist scholar. Similarly, in his professorial 

speech on 10 August 1963, titled Analisa Ekonomi dan Perencanaan 

Pembangunan (Economic and Development Planning Analysis), after 

quoting Oskar Lange’s The Political Economy of Socialism, he concludes 

his speech by saying: 
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To achieve a socialist society in Indonesia, our efforts to 

implement planned development can be accelerated if we can 

better understand the nature of the development process and 

consciously use economic laws for economic development 

purposes. (translated from Nitisastro, 2010:28)  

 

To what extent, then, did educational background contribute to 

differences in the ideas of policy-makers in the two countries? Widjojo 

earned his bachelor’s in economics at the Faculty of Economics, 

University of Indonesia (FEUI) in 1955. At that time, most of the 

lecturers at FEUI were from the Netherlands. Sumitro Djojohadikusumo, 

the dean of FEUI, was the only Indonesian economist on the faculty. A 

member of PSI (Partai Sosialis Indonesia, Indonesian Socialist Party), 

Sumitro was also involved in government and political activities. 

Widjojo, during his university years, was already active at the state 

planning bureau (Biro Perancang Negara). Soon after completing his 

bachelor’s degree, Widjojo succeeded Sumitro as director of the Institute 

for Economic and Social Research (LPEM, Lembaga Penyelidikan 

Ekonomi dan Masyarakat) at FEUI. 

After obtaining a scholarship from the Ford Foundation in 1957, 

Widjojo pursued his studies of economics and demography at the 

University of California, Berkeley, USA. He finished his PhD in 1961 

with a thesis entitled Migration, Population Growth, and Economic 

Development in Indonesia: A Study of Economic Consequences of 

Alternative Patterns of Inter-island Migration. He was among the first 

generation of Indonesian lecturers trained in the US, prepared to replace 

the foreign lecturers at FEUI as nationalist sentiment grew at the 

university (Salim 2010:xiii).  

Unlike Suharto, Widjojo was not from a peasant family. Neither 

was he formally trained in agriculture. Walter P. Falcon, a professor in 

agricultural policy who worked at Bappenas in 1968, notes that  

[Widjojo] was not at that time a fully wise and self-confident 

food-policy specialist. But he may well have been the most 

savvy student who had ever entered the food-policy arena. 

(Falcon, 2007:26) 
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Then where did he get his rural-based development vision? 

During his stay at Berkeley, Widjojo organized discussions about 

Indonesian economic conditions with his Indonesian colleagues, who later 

became his partners in the New Order cabinets, such as Ali Wardhana, 

Emil Salim, Barli Halim, and Sumarlin. Ali Wardhana recalls that 

because of limited statistical data on Indonesia, they had to use 

newspapers and magazines as well as guests from Indonesia to get up-to-

date information. The discussions still continued after Widjojo was 

appointed dean of FEUI as well as director of Leknas (Lembaga Ekonomi 

dan Kemasyarakatan Nasional, National Institute of Economics and 

Social Sciences) in 1964. It was also at Berkeley that Widjojo and his 

friends learned about economic policy tools. Emil Salim says that they 

learned the philosophical aspects of economics from Dutch professors at 

FEUI, but it was in the United States that they learned ‘how to formulate 

a policy’ (Salim, 1997:55). It seems that Widjojo’s rural-based 

development view came from the policy-oriented economics that he had 

learned in the United States.  

Similar to Widjojo, Ayida studied economics. However, his 

educational background was different since Ayida was trained more in 

political economy than in economics. He was educated at King’s College, 

Lagos, before going to Queen’s College, Oxford, and the London School 

of Economics. From his history teachers at King’s College, Ayida had 

learned the relevance of politics, philosophy and economics for his 

country’s needs, and decided to study these subjects at Oxford. He studied 

at Oxford for about three years, from 1953 to 1956, and earned his 

bachelor’s degree. At Oxford, he studied together with Philip Asiodu, 

who had been his friend since their years at King’s. Asiodu was Ayida’s 

close ally during the Gowon period, and together with Ahmed Joda, they 

were known as ‘super-permanent secretaries’. In the UK, he also met 

Ojetunji Aboyade and H.M.A. Onitiri, who later became distinguished 

economists at the University of Ibadan and the Nigerian Institute for 

Social and Economics Research (NISER), and were very influential in 

Nigeria’s economic policy. After graduating from Oxford, Ayida enrolled 

in the master’s program in finance and banking at the London School of 

Economics from 1956 to 1957, but did not complete it because he had to 
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return to Nigeria when his father died (Kayode & Otobo, 2004:27-8). His 

educational background in political economy seems to have contributed to 

the way Ayida and his colleagues saw the importance of the state in 

promoting industry. They tended to see the Nigerian economy as a 

periphery of the world capitalist system that exported only raw 

agricultural products; and for Nigeria to become an independent and self-

sufficient economy, it needed to have a strong industrial sector that was 

not dependent on foreign forces.  

 

Conclusion 

Agricultural-based development is an important point of divergence 

between Indonesia’s and Nigeria’s economic performance. Through its 

emphasis on rural-agricultural development, Indonesia’s New Order 

managed to escape economic chaos in the mid-1960s. Backboned by the 

agricultural sector, the economy grew miraculously in the first fifteen 

years of the New Order. Moreover, during that period, the rate of poverty 

in Indonesia decreased significantly. The World Bank regarded it as the 

fastest case of poverty reduction in world history. In contrast, Nigeria’s 

economy failed to grow because of neglect of the agricultural sector from 

the 1970s. Even when Nigeria’s policy-makers wanted to boost the 

agricultural sector, this ‘led to policies and practices directly or indirectly 

aimed at the evolution of large-scale farms’ (Ekong, 1983: 169). The 

failure to develop agriculture increased the proportion of the Nigerian 

population living below the poverty line. This supports the notion that 

policies aimed at small farmers are a proven strategy to reduce poverty 

(Birner & Resnick, 2010:1442), which would best serve the interests of a 

developing economy like Nigeria. As noted by Oshima (1987:313), ‘If a 

country starts out with capital-intensive industrialization at the neglect of 

agriculture, not only will resources and wealth be concentrated in the 

hands of a smaller group but rapid growth will not be sustained.’  

This chapter shows that the different visions of development in 

Nigeria and Indonesia were not only driven by political pressure and 

external economic factors. Political pressure and increasing oil revenue 

have the potential to lead to a devastating situation, such as the Dutch 

Disease. However, it was the vision of policy-makers that determined 
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what kind of policy responses were generated to avoid such a devastating 

situation. Indonesia’s policy-makers chose rural-based development, 

while Nigeria’s policy-makers preferred urban-based development. 

The differing visions of the policy elites came from their differing 

sociological origins as well as educational background. Even though not 

all Indonesian policy-makers were from a peasant background, they were 

more attached to the rural sector than were their Nigerian counterparts. 

Nigeria’s policy-makers had been taught to move out of the agricultural 

sector to urban life in order to avoid poverty. In terms of educational 

background, Indonesian policy-makers were mostly trained in the United 

States as policy-oriented economists. In contrast, Nigerian policy-makers 

were mainly trained in the United Kingdom in other subjects, such as 

philosophy and politics.  

 



 

 

 

 

 

 

 

 

 

 

 

Chapter 5 

 

 

 

 

 

 

Elites and  

Exchange-Rate Policy 
 

 

The difference in exchange-rate policy turns out to be decisive for the 

diverging economic performance of Indonesia and Nigeria. In his 

pioneering work comparing Indonesia and Nigeria, Pinto (1987) argues 

that an important measure that enabled Indonesia to escape from the 

Dutch Disease was devaluation. To limit the negative effects of the oil 

boom, the Nigerian government chose to compensate the non-oil tradable 

sector by protecting import-substituting manufacturing; in contrast, the 

Indonesian government chose to intervene through currency devaluation 

(Bevan, et al., 1999:395). „The key difference between these two 

strategies was that Indonesia‟s strategy benefited exports whereas 

Nigeria‟s strategy further handicapped them‟ (Bevan, et al., 1999:395). 
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The overvaluation of the domestic currency led to relatively cheap 

imports and made Nigeria‟s non-oil products less competitive on 

domestic and international markets. Therefore, unlike Indonesia, Nigeria 

failed to diversify its economy away from oil dependence. „The 

management of foreign exchange provides one of the strongest points of 

contrast between the two countries‟ (Lewis, 2007:193). 

This chapter explores why Indonesia‟s economic policy elite 

devalued the rupiah several times (1978, 1983 and 1986) to boost export 

performance and to break dependence on oil money, while Nigerian 

policy-makers refused to devalue the naira and preferred to have a strong 

currency. In particular, I analyse the personal background of policy-

makers responsible for the decisions about devaluation in the two 

countries: Ali Wardhana (minister of finance 1968-1983) and Radius 

Prawiro (minister of finance 1983-1988) for Indonesia, and James 

Johnson Oluleye (commissioner of finance 1976-1979), Onaolapo Soleye 

(commissioner of finance 1983-1985) and Chu Okongwu (minister of 

finance 1986-1990) for Nigeria. Why did Oluleye and Soleye not pick up 

on the idea of devaluation while Ali Wardhana and Radius Prawiro did? 

Also, why did Chu Okongwu prefer to devalue the naira through the 

Second Foreign Exchange Market (SFEM)
19

? On what were their 

decisions based?  

This chapter is organized as follows. I briefly discuss the 1978, 

1983 and 1986 devaluations in Indonesia, followed by exchange-rate 

management in Nigeria. I then discuss the preference to devalue and not 

to devalue in these two economies before analysing the biographies of the 

five selected ministers. Without ignoring political economy explanations, 

I argue that the decision to devalue or not to devalue can be explained in 

part by policy-makers‟ personal – particularly educational – background. 

 

                                                                                                          
19

During the structural adjustment program, Nigeria adopted a dual exchange-

rate policy in 1986. The first-tier exchange rate was designed for foreign debt 
and service obligations. Meanwhile, the second-tier foreign exchange market 

(SFEM), determined by market forces, covered all trade transactions as well as 

auctions for official foreign-exchange receipts and the interbank market (Bevan, 

et al., 1999:75). 
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Those trained in economics tended to favour a more realistic exchange 

rate than those trained in other disciplines, such as the military or 

sociology and politics; that is the case in these two countries. 

 

Exchange-Rate Policy in Indonesia 

Indonesia‟s New Order government when it started in 1966 was faced 

with a chaotic political and economic situation. One important challenge 

was to arrive at a rational foreign-exchange system. At the time there was 

still a multiple exchange rate. The October 1966 stabilization program 

simplified the multiple exchange-rate system to two rates, called BE 

(Bonus Ekspor) and DP (Devisa Pelengkap) (Prawiro, 1998b:70). There 

was an initial sharp devaluation of the rupiah by 900 percent, from 10 

(official) rupiahs per dollar to 100 (BE) rupiahs per dollar (Siber 

2007:112). The double exchange-rate system was then modified 

continually so that the values of BE and DP gradually approached each 

other. In 1970 the double exchange-rate system was abolished; BE and 

DP were unified at the price of 375 rupiahs per US dollar (Prawiro, 

1998b:71). 

It is noteworthy that the free exchange system had been initiated 

at the beginning of the New Order in 1966. Since that time, Indonesia has 

allowed capital to move into and out of the country freely without any 

restrictions. Siber (2007:111) describes it as „a system freer than in some 

developed economies‟. Indonesian policy-makers saw that restriction on 

the movement of foreign currency in and out of the country would be 

ineffective because it „could encourage corruption [and] conceal 

economic illness and mismanagement, such as excessive monetary 

expansion and faulty interest and exchange rate policies‟ (Siber 

2007:111).  

After the exchange-rate unification in 1970, the first devaluation 

was in 1971. At that time, the rupiah was devalued by about 11 percent, 

from 375 to 415 rupiahs per US dollar (Patmono, 1998:202). The 11 

percent decrease was a response from the government to the rupiah‟s 

overvaluation, resulting from a high level of inflation in the previous 

period. The New Order regime had inherited a severely troubled economy 

from the previous regime. In 1966, when Suharto took over power from 
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Sukarno, inflation reached 650 percent. In the early 1970s, the rupiah was 

still pegged to the US dollar. As a consequence of the ultra-high inflation, 

which was very much higher than inflation in the United States, the 

rupiah was considered overvalued. Theoretically, an overvalued currency 

will negatively affect export performance. Cost of production will be 

higher so that international competitiveness will decrease. In order to 

correct the value of the rupiah, and particularly to improve the 

competitiveness of Indonesian products on the international market, the 

government in 1971 devalued the rupiah (Patmono, 1998:202).  

 

The 1978 Devaluation 

Exchange-rate policy in Indonesia, in which the rupiah was pegged to the 

US dollar, remained unchanged until 1978. The policy was initially 

designed to stabilize the economy so that the value of the currency would 

not keep changing. From the beginning of the New Order, stabilization 

was the government‟s first economic priority. The policy, however, could 

not be maintained because inflation remained so high. Food shortages in 

1972-1973 because of a long drought forced the government to import 

rice, which led to even higher inflation (Patmono, 1998:202). Inflation 

worsened with the oil boom of 1973, which increased the volume of 

money in circulation. The increased volume of money pushed inflation up 

further. As a result, the rupiah was again overvalued and that led to a 

decrease in exports.  

As they had done in 1971, the Indonesian government again 

devalued the rupiah in 1978. After a cabinet meeting on 15 November, 

Widjojo Nitisastro, coordinating minister of economy and finance, 

announced a 51 percent decrease in the value of the rupiah. In his 

explanation, he argued that the Indonesian economy was in a prime 

condition to undergo a drastic adjustment. Foreign reserves were 

sufficient to finance imports for five months. Therefore, he said, it was a 

good time to conduct a devaluation to boost export performance, 

particularly of non-oil exports. The timing of the devaluation, according 

to Dick (1979:2), may have been influenced by the American 

government‟s decision to strengthen the US dollar, which could be 

expected to cause the rupiah to appreciate with the dollar against other 
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currencies, particularly the Japanese yen, which would decrease 

Indonesian exports to Japan. 

Actually, prior to the decision, there had been many rumours 

about devaluation. „There were hints in the press that the IMF report on 

the Indonesian economy to the May IGGI meeting leaned towards that 

view‟ (Arndt, 1978:2). In addition, by July 1978 there was a persistent 

rumour sparked by the information minister, General Ali Murtopo. He 

told the press that the government was about to announce a big surprise 

linked to the financial system, which was interpreted by the press to mean 

a revaluation (Arndt, 1978:2-3). However, Ali Wardhana, minister of 

finance denied the rumour four days later (Arndt, 1978:3). Regardless of 

the rumours, „the decision came as an almost complete surprise‟ (Dick, 

1979:2). 

Besides changing the value of the rupiah, the government also 

changed the way they managed the exchange rate. According to Widjojo, 

from 1971 the rupiah was pegged to the US dollar, at 415 rupiahs per 

dollar. As of 15 November 1978, the rupiah was no longer pegged to the 

US dollar; it could vary. The government, however, tried to manage 

things so that the rupiah would not fluctuate too much. So, the rate of 625 

rupiahs per dollar would not be fixed, but could have small fluctuations. 

This is called a managed floating exchange rate, which means that the 

exchange rate is not permanently fixed, but it floats and is controlled. The 

government would also allow foreign currencies to flow freely. People 

could bring foreign currencies in and out freely. People that needed 

dollars could buy them from banks, and banks could buy from the central 

bank (BI). Finally, there was a policy related to materials imports for 

domestic production. Import fees on imported materials needed for 

domestic production were reduced by 50 percent. Taxes on sales of 

imported products were also reduced. This applied to materials that were 

used to produce goods for domestic consumption or for export. If the 

product was for export, to be sold abroad, there was no need to pay 

import fees or taxes on the sale of the imported materials (Nitisastro, 

2010:331-2).   

The government realized that Indonesia depended too much on 

oil money. Non-oil exports, with the exception of timber, were slowing 
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down. Radius Prawiro in his autobiography says that a devaluation policy 

was unavoidable because of the stagnation in non-oil exports, particularly 

agricultural products (Prawiro, 1998b). In a period of recession, it was 

difficult to export plantation products such as rubber and coffee. 

Unfortunately, if these agricultural products are not sold as fast as 

possible, they will be damaged and cannot be sold. As minister of trade at 

the time, Radius Prawiro worried that a failure to export those products 

would affect the ability of farmers to repay their loans (borrowed under a 

government program). The 1978 devaluation, therefore, was viewed as a 

win for agricultural lobbies (see Wing, 1988).  

The decision to devalue the rupiah was quite controversial at the 

time. Many argued that the Indonesian government actually did not need 

to devalue. Economic conditions were fine and exports were improving. 

The increase in oil prices had improved government revenue; the 

government now had plenty of dollars from oil money. The controversy 

was partly based on the conventional wisdom that a country will devalue 

its currency when foreign reserves are limited (Prawiro, 1998b). Ali 

Wardhana, minister of finance at the time, had just said in an interview 

that the government would not devalue the rupiah because foreign 

reserves were sufficient. Ironically, the argument of sufficient foreign 

reserves was used as a reason by Widjojo Nitisastro when he announced 

the devaluation. Another reason to reject devaluation at the time was the 

risk of inflation. In 1978 inflation had decreased to 6.7 percent, and 

devaluation could be expected to increase the rate of inflation. Therefore, 

many believed that devaluation should wait until the economy really 

needed it (Prawiro, 1998b:160).  

As to the preparation for the devaluation, Widjojo Nitisastro, in a 

broadcasted interview a week after the devaluation, explained as follows. 

First, despite its clear goal, devaluation will also have side effects, such as 

the possibility of triggering anxiety about higher prices. Therefore, the 

government needs to ensure that staple foods, particularly rice, will be 

enough. The government had stockpiled rice in large amounts; there was 

1.6 million tonnes of rice in storage all over Indonesia (Nitisastro, 

2010:344). Bustanul Arifin, head of Bulog (Badan Urusan Logistic, 

Logistic Stock Board) 1973-1993, recalls how Widjojo always called and 
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asked him the level of rice stocks before deciding on a devaluation 

(Arifin, 2007:342).  

Another consideration in preparing for a devaluation is to prevent 

the possibility that people will think that the rate of the US dollar will rise 

continually and make a rush for dollars. Therefore, before a devaluation, 

it is important that the government has enough foreign reserves. At the 

time the Indonesian government had more than US$ 2.5 billion in 

reserves. So, whoever wanted to buy, the government allowed them to 

buy dollars in any amount (Nitisastro, 2010:345). In addition, Dick (1979) 

notes that „the devaluation was large enough to avoid speculation on 

further devaluation‟. In sum, there were important considerations in 

preparing for the devaluation: not to provoke people‟s worries over the 

food (rice) supply, and not to cause worries over foreign reserves in the 

private sector (Nitisastro, 2010: 344-5).  

The government temporarily froze prices to prevent price 

increases as a spontaneous reaction from the business community 

(Prawiro, 1998b). There was an official assurance that ‟[a]dministered 

prices would be held down in the immediate post-devaluation period‟ 

(Arndt, 1983:6). The Department of Trade introduced price controls, and 

public enterprises were forbidden to increase prices of their products 

(Dick, 1979:1, 5). Moreover, there was „gentle persuasion‟ to enforce the 

price freeze. Dick (1979:5) says that Admiral Sudomo, commander of 

Indonesia‟s intelligence agency Kopkamtib, in meetings with 

businessmen and in public announcements, ordered that all prices return 

to pre-devaluation levels. The Admiral also conducted market 

inspections, and a Price Recording Team was formed to monitor prices 

(Dick, 1979:5). The government realized, however, that in the long run, 

any attempt to control prices would be useless (Prawiro, 1998b). 

Therefore, the price controls were only temporary, to avoid impulsive 

price increases, and about six week after the devaluation, the price freeze 

was ended (Dick, 1979:5). After that, prices did not increase too much. In 

1979, the rate of inflation reached 21.8 percent, but as noted by Prawiro 

(1998b), this rise had been predicted by the economists‟ team.  

 

 



 
132 Exchange Rate Policy 

Furthermore, Dick (1979) notes that the open-market operation 

by Bulog
20

 and „gentle persuasion‟ had limited the increase in the cost of 

living in Jakarta to only 2.37% and 1.08% in November and December 

respectively.  

 

The 1983 Devaluation 

The next rupiah devaluation was decided in 1983 at the first meeting of 

the new cabinet. Ali Wardhana, coordinating minister of economy and 

finance, after a one-and-a-half-hour meeting on 30 March 1983 in the 

Cabinet Secretariat Building in Jakarta, announced that the Indonesian 

government as of 30 March 1983, at 11.30, would peg the rupiah at the 

rate of 970 rupiahs per US dollar. With this decision, the government 

would sell and buy one US dollar at 970 rupiahs. The government would 

maintain a managed floating exchange rate and there would be a free flow 

of foreign currencies (Sinar Harapan, 1983).  

At a press conference, Ali Wardhana said that the measure had 

been taken to solve Indonesia‟s economic problems (Sinar Harapan, 

1983; Suara Karya, 1983). First, there was a problem because of the 

world economic recession of the preceding three years. Many countries 

had attempted to protect their economies by devaluing their currencies, 

which caused prices of Indonesia‟s non-oil exports to continually 

decrease.  

 

 

 

 

 

 

                                                                                                          
20Bulog (Badan Urusan Logistik, Bureau of Logistics) was established on 10 

May 1967 to secure food supplies in Indonesia. One of Bulog‟s main tasks is to 

stabilize the rice price. To stabilize the rice price, Bulog often uses open-market 

operations or direct intervention, which means that if there is an excess supply of 

rice and its price becomes too low, Bulog will buy the excess supply to help 

farmers. Meanwhile, if the price of rice is too high because of a limited supply of 

rice on the market, Bulog will sell its rice stock to the market to lower the price. 
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Second, there had been a sharp decrease in oil prices, from US$ 

34 per barrel to US$ 29, because of the OPEC decision to cut the crude 

oil price by US$ 5 per barrel (see also Arndt, 1983:1). For Indonesia, this 

decrease affected both government revenue and foreign reserves.
21

 

Therefore, the government took action to prevent a further decrease in 

foreign reserves. Third, there was a problem with monetary stability. In 

the preceding two years inflation had stayed below 10 percent, but in the 

years before that, inflation had been high. This high inflation had 

decreased the competitiveness of Indonesian exports on the world market; 

and on the domestic market, Indonesian products lost out to imported 

products. In sum, Ali Wardhana said, „With the change in the rate of the 

rupiah in relation to the US dollar, it is expected that foreign reserves can 

be maintained and be used as capital […] for development and also to 

strengthen Indonesian competitiveness in the world economy‟ (Kompas, 

1983).  

In fact, the 1983 devaluation had been expected by many 

analysts. Pangestu (1996:17) notes that the devaluation was undertaken 

after much speculation, which led to a significant anticipatory capital 

outflow. For some time before the devaluation, money changers in 

Singapore had refused to buy rupiahs, because of the rumour that the 

rupiah would be devalued. Previously, the market value of the rupiah had 

already decreased, to considerably below the official price. According to 

Prawiro (1998b), the rumour about devaluation became unavoidable since 

government foreign reserves were known to have decreased by about 38 

percent since the end of 1981.  

The Indonesian authorities tried to prevent speculation by 

suppressing the rumour. Suharto, Indonesia‟s president, in his 

Independence Day speech on 16 August 1982, said that there was no need 

for devaluation. The value of the rupiah in relation to foreign currencies 

 

                                                                                                          
21 Arndt (1983:2) notes that the current account surplus in 1980/81 had turned 

into a deficit of nearly US$ 3 billion in 1981/82 and US$ 6.7 billion in 1982/83. 

Meanwhile, the decline in oil prices had decreased government revenue from oil 

company taxes by 10 percent in nominal terms in 1982/83, and threatened to 

become a much larger decrease because of the price cuts in March 1983. 
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would remain unchanged and would still be floated as before (Prawiro, 

1998b).   

Radius Prawiro (1998b: 310) notes that two weeks after his 

appointment as minister of finance in March 1983, he met Suharto and 

explained to the president that devaluation was the best choice for 

Indonesia, and in fact the only choice. At the time, Suharto said he would 

consider the suggestion. A week later, the devaluation was announced 

with the president‟s approval. 

In this 1983 devaluation, the government did not control prices as 

they had done during the 1978 devaluation (Prawiro, 1998b). However, 

various measures were taken to limit the inevitable inflationary effects, 

including a tight money policy (Arndt, 1983:1). The government had 

learned from previous devaluations how to prevent excessive inflation, as 

shown by the fact that in 1983 inflation did not go above 11.5 percent. In 

addition, Siregar (2007: 119) notes that to prevent speculative action on 

the foreign-exchange market, the government froze liquidities in 

government banks.  

The 1983 devaluation had its roots in a crisis in the government‟s 

ability to finance development because of decreasing oil revenue. Starting 

in 1982, the government had reduced routine expenditure. Therefore, the 

remaining way to reduce the government budget was by reducing 

expenditure on development. In May 1983, the government announced it 

would defer a billion dollars worth of projects that were still in the 

planning or initial stages because they were considered capital intensive 

and had been intended to be financed by foreign debt (Arndt, 1983:1; 

Prawiro, 1998b:310-1). Examples of projects suspended by the 

government were the olefin
22

 project (US$ 1.6 billion), aromatic 

production (US$ 1.5 billion), oil refineries (US$ 1.35 billion), and 

aluminium production (US$ 600 million) (Prawiro, 1998b:311). 

Suspending the projects freed the government from incurring an even 

higher foreign debt in the future, reduced local costs for financing these 

 

                                                                                                          
22Olefin is a petrochemical product that is important for industrial chemicals, 

plastic products, and synthetic fibres.  
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capital-intensive projects (Prawiro, 1998b:311), and may have helped 

slow down inflation.  

 

The 1986 Devaluation 

In 1986, the Indonesian government again devalued the rupiah. Once 

again, decreasing oil prices were the reason for the government to choose 

this policy. Nitisastro (2010) notes that with oil prices around US$ 25 or 

US$ 20 per barrel, the Indonesian economy was still quite resilient and 

able to face these challenges. That was why President Suharto in the 

Government Statement on the Draft Budget 1986/1987 on 7 January 1986 

stated that the government did not need to consider devaluation, and that 

there was no intention to devalue the rupiah (Nitisastro, 2010:241). 

However, in March 1986 oil prices began to decline rapidly. In 

subsequent months they declined very sharply in a very short time. In July 

1986 the price of oil was US$ 10.25 per barrel and in August 1986 it 

dropped to below US$ 10 (Nitisastro, 2010:242). Further, Nitisastro 

notes, „That oil prices will decline is something that‟s been predicted 

before, but a very sharp decline in a very short period of time is beyond 

the estimation‟ (Nitisastro, 2010:242-3). The sharp drop in oil prices had 

reduced foreign-exchange earnings and heavily burdened the country‟s 

balance of payments. In fact, the economy had been slowing down since 

1985, shown by the sharp decline in the rate of growth. Growth rate of 

GDP was only 1.9 percent in 1985, compared with 6 percent in 1984 

(Booth, 1986:2).  

About a month later, on Friday, 12 September 1986 at 8 p.m., 

Radius Prawiro, minister of finance, announced the devaluation of the 

rupiah from l134 to 1644 per US dollar, a devaluation of 45 percent 

(Nitisastro, 2010:243). Usually devaluation is announced by the 

coordinating minister of economy, but a few hours before the 

announcement, Radius received a call that the coordinating minister, Ali 

Wardhana, was hospitalized and Radius should stand in for him to 

announce the policy (Prawiro, 1998b:340). Booth (1986:1) notes that the 

decision was a very surprising one, including for many members of the 

cabinet.  
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Nitisastro (2010:243) notes that the devaluation was a very hard 

decision for Suharto. In January 1986 Suharto had said to parliament that 

devaluation was unnecessary and that the government would not devalue 

the rupiah. Suharto had to explain the decision when the 1987/1988 

Budget was delivered to parliament on 6 January 1987. According to 

Nitisastro (2010:244), Suharto said that devaluation seemed inconsistent 

with his remarks the previous year, but he „thought it is more responsible 

to […] take the bitter decision for the long-term development interest, 

than not to make a decision […] simply in order not to swallow [... his] 

own words‟.  

Since 1983, the exchange rate had been managed by using a 

crawling peg system. But the rupiah moved too slowly, from 994 per US 

dollar in 1983 to 1134 per US dollar in September 1986. Demand for 

imports was still strong, however, and inflation in the preceding three 

years had been high (Nitisastro, 2010; Prawiro, 1998b).  

According to Prawiro (1998b:339), the government had better 

control of inflation after the 1986 devaluation than after previous 

devaluations. Inflation was only 5.9 percent that year, and 9.1 percent in 

1987, and it decreased again to 5.8 in 1988 and 6.0 in 1989. To control 

inflation, the government followed a tight money policy and used fiscal 

controls. In addition, world inflation was relatively low, less than 4 

percent for OECD countries, which made things easier (Prawiro 

1998b:339).  

Pangestu (1996:19) notes that the 1986 devaluation was more 

successful in increasing non-petroleum exports, compared to the 1978 and 

1983 devaluations. In 1987, the growth rate of manufactured products 

was 57 percent; the share of non-petroleum exports in total exports had 

also increased to 50 percent in that year. Because of the devaluation, the 

real exchange rate remained competitive while the government took 

measures to improve the business environment and to reduce the cost of 

doing business through deregulation. According to Pangestu (1996:20-1), 

the key to the success of the devaluation in increasing non-petroleum 

exports lay in several measures for improving the investment climate, 

including: 

 October 1986 and January 1987 deregulation packages: the 

number of goods subject to import licensing is reduced, 
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import tariffs are reduced, the ceiling on the central bank 

swap facility is removed. 

 June 1987 package: deregulation of investment and capacity 

licensing. 

 July 1987 package: more transparency in the allocation of 

the textile quota system. 

 December 1987 package: reduction of the government‟s role 

in the stock exchange, simplification of licensing for hotels; 

joint ventures to be treated as domestic companies if 51 

percent of the shares belong to Indonesians or if 20 percent 

of shares are sold in capital markets; export licences are 

eliminated. 

 

The 1986 devaluation was intended not only to improve the 

balance of payments, but also to allow the market mechanism to function 

(Booth, 1986:20). Booth (1986:20) notes that „a devaluation of this 

magnitude is a clear signal that the Government has decided to give a 

major role to the price mechanism in bringing the balance of payments 

back into equilibrium‟. Moreover, the 1986 devaluation was intended to 

be the last devaluation in Indonesia. After 1986, the rupiah was 

periodically adjusted by about 3 percent annually until 1997, when the 

economic crisis hit hard. Because of the 1997 economic crisis, the value 

of the rupiah substantially decreased. However, this study does not treat 

the post-1997 period.  

 

Exchange-Rate Management in Nigeria 

Prior to 1959, Nigeria was part of the West Africa Currency Board. In 

1959, with the establishment of the Central Bank of Nigeria (CBN), the 

Nigerian pound was introduced. The new currency was fixed at par to the 

British pound sterling.  

In 1961, Nigeria joined the International Monetary Fund (IMF). 

As a consequence, in June 1962 the government defined the Nigerian 

pound in terms of gold, instead of pegging it to the British pound sterling. 

At the time, one Nigerian pound was equal to 2.49 grams of fine gold 

(Komolafe, 1996). Therefore, even though the pound sterling was 
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devalued by 14.3 percent in 1967, the Nigerian pound remained 

unchanged.  

Following the collapse of the Bretton Woods system in 1971, the 

Nigerian pound in 1973 was pegged to the US dollar (Fadahunsi, 1993: 

36). However, when the US dollar was devalued, the Nigerian pound was 

not, because the authorities were concerned about inflation, which was 

high in the wake of the civil war. Therefore, the Nigerian pound 

appreciated against major currencies. The nominal value of the Nigerian 

pound increased from US$ 2.8 to 3.04 (Jerome, Adenikinju, Raheem, & 

Ademeyo, 1998: 11).  

The Nigerian pound was decimalized and changed to the naira in 

1973. The changes in currency, from pounds and pennies to naira and 

kobo, symbolically demonstrated „Nigeria‟s attempt to decolonize its 

monetary system which had been tagged to the British sterling zone 

before and after independence‟ (Elaigwu, 1987: 150). When the US dollar 

once again was devalued that year, the naira was also devalued. The 

Nigerian naira was pegged to the US dollar and the British pound sterling 

up to 1978. Gradual appreciation of the naira in relation to the US dollar 

and sterling was allowed during the 1974-1978 period because of the 

improving balance of payments as a result of increasing oil prices 

(Jerome, et al., 1998: 11). In addition, as noted by Rimmer (1985:438-9), 

overvaluation of the naira was tolerated from 1974 to reduce the cost of 

living, because Nigerians relied heavily on imports. According to Rimmer 

(1985:439), the overvalued currency (which implicitly subsidized the 

naira) not only reduced export competitiveness but also increased demand 

for naira in Nigeria, which flew out of the country. To correct the 

situation, in 1978 the Nigerian government changed their exchange-rate 

management; thereafter, the value of the naira was based on the 

fluctuation of a basket of currencies of Nigeria‟s major trading partners, 

namely the US dollar, pound sterling, German mark, Japanese yen, 

French franc, Swiss franc and Dutch guilder. During 1978-1979, the 

Nigerian government also tightened administrative controls on foreign-

exchange flows (Rimmer 1985:439).  

Even though oil prices increased, Oluleye, federal commissioner 

of finance under Obasanjo, notes that foreign reserves had deteriorated. 

„While the country was earning N400 million a month, the level of 
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imports stood at N950 million monthly, running a monthly balance trade 

deficit of N550 million‟ (Oluleye, 1985:210). He did not, however, turn to 

the IMF for balance of payments support. According to Oluleye 

(1985:210), resorting to the IMF could have had severe repercussions: 

(1) The Board of IMF would assume Nigerian policy-makers 

have mismanaged the economy and they would dictate 

techniques of new-style management and restructuring. 

(2) Their earlier pressure to devalue the naira would be difficult 

to oppose. Devaluation, however, would not solve the 

problem but only „postpone the evil day‟. 

(3) Their earlier criticism that interest rate was too low could 

have received an immediate solution by imposing a higher 

interest rate. 

 

Further, he notes that, „Resorting to the IMF could have meant 

walking into an economic ambush out of which we could not get out for 

some years to come. Emphasis on honouring our international repayment 

obligations would be enforced‟ (Oluleye, 1985:210-1).  

During the oil boom (1973-1981), the real value of the naira 

depreciated and the currency was considered overvalued. The gap 

between the official exchange rate and the rate on the parallel market was 

also very wide. In the first quarter of 1980, for instance, the official rate 

was 0.55 naira per dollar, while the price of one naira on the parallel 

market was 0.97 naira per dollar or about 1.77 times the official rate (see 

Figure 5.1). The World Bank (1982) therefore noted that Nigerian goods 

were at a significant disadvantage relative to foreign goods in export 

markets because of overvaluation. The overvaluation of the naira was 

seen by the World Bank as a major constraint on Nigerian export 

products.  
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Figure 5.1 Official and parallel exchange rate in Nigeria  

(naira per US dollar) 

 
  Sources: 1980-1981 from Pinto (1987:440), 1982-1990 from Bevan et al. 

(1999:395) 

 

When oil prices decreased in the early 1980s, Nigeria experienced 

an economic crisis. Fadahunsi (1993: 33) notes that „The crisis manifested 

itself not just in the form of revenue falls but also in industrial decline, 

inflation, a payment crisis, rising unemployment, and a debt service 

problem‟. The naira depreciated in 1981, and by the end of 1984 it had 

depreciated about 33 percent against the US dollar (Jerome, et al., 

1998:11).  

Philip Asiodu, a former permanent secretary under Gowon and 

presidential economic advisor under Shehu Shagari, says that prior to the 

1983 military coup by Buhari, the government had decided to devalue the 

naira by 30 percent as suggested by the IMF. The Buhari regime then 

abandoned the decision because it wanted to be popular as a government 

that was able to manage the economy and that could not be dictated to by 

the IMF (Interview 08/06/2009). In fact, Forrest (1986:13) notes that, 

during the Shehu Shagari administration (1979-1983), devaluation 

became a bottleneck that prevented agreement with the IMF. Instead of 
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devaluing the naira, the civilian government tightened administrative 

controls on foreign exchange in 1982 (Rimmer 1985:439). 

After Buhari overthrew the civilian government in 1983, the gap 

between the official and the parallel market rates widened. By the second 

quarter of 1984, the exchange rate on the parallel (black) market was 4.45 

times the official rate. The refusal of Onaolopo Soleye, federal 

commissioner of finance during the Buhari regime (1983-1985), to 

drastically devalue the naira was widely seen as responsible for the 

growing overvaluation. Like the Shagari civilian government, Buhari‟s 

regime negotiated with the IMF for extended credit and also for a 

medium-term loan to support structural adjustment of the Nigerian 

economy. However, the requirement to devalue the naira again prevented 

the negotiations being concluded. Soleye says that he refused to devalue 

the naira because the proposal made to him was to initially devalue the 

naira by 30 percent, but he saw this as just the first step without knowing 

where it would end up (Interview 12/05/2009). Soleye preferred 

administrative controls on foreign exchange. He also decided to print new 

notes in April 1984 to prevent the repatriation of naira through smuggling 

(Rimmer 1985:439).  

In August 1985, when the economy was worsening, Ibrahim 

Badamasi Babangida (chief of Army Staff and a member of the Supreme 

Military Council) overthrew Buhari's regime. In 1986, the Nigerian 

government adopted the structural adjustment program as suggested by 

the IMF and the World Bank. A core element of the structural adjustment 

program was the Second Foreign Exchange Market (SFEM), which was 

designed to provide a framework for a realistic exchange rate through 

market forces (Jerome, et al., 1998: 11). The government recognized the 

necessity of devaluing the overvalued naira. The Nigerian authorities 

chose to devalue the naira through SFEM, which is described by Chu 

Okongwu, minister of finance at the time, as „the prettiest thing‟ that had 

been designed for the country (Interview 12/08/2009). The SFEM was 

intended as a transition stage toward a unified competitive foreign-

exchange market. The foreign-exchange market was then unified in 1987. 
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Explanations and Divergent Preferences 

Theoretically, for oil-rich countries such as Indonesia and Nigeria, an 

increase in oil prices, such as in the 1970s, could lead to the Dutch 

Disease. There are at least two ways that an increase in oil prices can lead 

to the Dutch Disease (Pinto, 1987:421-2). First, an increase in oil prices is 

predicted to drive resource allocation toward the oil sector, and not to 

other sectors such as manufacturing. However, since the oil industry is an 

enclave sector, this is unlikely to happen. Second, an increase in oil prices 

will increase the national income, which is predicted to increase demand 

for and prices of non-tradable goods, such as services. This situation is 

expected not only to decrease the real value of the domestic currency 

below its nominal value, but also to divert resources from tradable to non-

tradable sectors, for instance from manufacturing to construction, and to 

real estate, trade and services. In such a situation, de-industrialization is 

likely to occur. 

In addition, overvaluation of the domestic currency can further 

reduce the competitiveness of exports. To prevent exports decreasing, 

exchange-rate management is crucial to avoid the Dutch Disease. 

Devaluing the nominal value of the domestic currency is a way to 

improve the competitiveness of non-oil exports (Pinto 1987:421-2). 

Further, increased income from a rise in oil prices in combination with an 

overvalued currency can also lead to higher demand for cheap imports. As 

a result, increased competition from imported tradable goods threatens the 

domestic production of tradable goods and could lead to devastation of 

the agricultural sector. Efforts to prevent de-industrialization could lead 

the government to spend more of the oil revenue on the manufacturing 

sector, with the result that the wages of labour in the sector increase. 

Consequently, labour can be expected to move from the rural-agricultural 

sector into the urban-manufacturing sector, and this will reduce 

agricultural production (Pinto 1987:422).  

Unfortunately, efforts to channel resources into manufacturing 

have a similar effect to channelling resources into non-tradable sectors. 

Such reallocation will only increase domestic prices. With international 

prices remaining constant, real exchange-rate appreciation is inevitable. 

Since exchange-rate appreciation reduces the competitiveness of exports, 
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oil income spending favouring the manufacturing sector will not be likely 

to improve the sector.  

The argument for devaluation is straightforward; devaluing the 

domestic currency will make exports cheaper than the prices on the world 

market. This will improve the competitiveness of exports. Thus, 

devaluation can help an economy escape from the Dutch Disease and can 

prevent a country from becoming an oil-dependent economy. Devaluation 

will also make imports more expensive and lessen the competitive 

pressure on domestic industries. As a result, imports decrease and 

domestic production recovers.  

Lewis (2007:193-4) shows that from the beginning of the oil 

boom, the naira was overvalued, as shown by the large gap between the 

parallel market rate and the official rate. The overvaluation continued and 

the gap between the official rate and the parallel market rate surpassed 4:1 

before being adjusted in 1986 (Lewis 2007:193). In contrast, the 

Indonesian rupiah was only modestly overvalued, thanks to devaluations 

in 1978, 1983 and 1986.  

 

Figure 5.2 Non-fuel exports (current price, billions of US$) 

 
   Source: World Bank (2007b)  

0

10

20

30

40

50

60

70

Indonesia Nigeria



 
144 Exchange Rate Policy 

In comparing the economies of Nigeria and Indonesia, currency 

overvaluation seems to be related to non-oil exports. Figure 5.2 shows 

how non-fuel exports in Nigeria had lagged behind Indonesia since 1973. 

It shows an upward trend in Indonesian non-fuel exports after the 1978, 

1983 and 1986 devaluations. It can be concluded that the objective of 

devaluation to increase non-fuel exports was quite successful. The 

question is: Why did Nigerian policy-makers not choose to devalue the 

naira?  

A common explanation for the hostility to devaluation is that 

Nigeria is a country with a single export commodity. Nigeria‟s only major 

export is oil, and therefore the country will not benefit from devaluation. 

In fact, devaluation will generate even less income for the country. This 

basically follows the argument of the elasticity requirement for 

devaluation to be successful; if imports are largely complementary or 

inflexible and if there is a low supply response (that is, if exports fail to 

increase), then devaluation will deteriorate the balance of payments. 

However, as Odife (1989) says, the argument of a single commodity does 

not really apply to the case of Nigeria. Export products are paid for in 

dollars, and therefore oil revenue will not decrease because of 

devaluation. Moreover, the revenue from oil exports can buy more 

devalued naira.  

In contrast to the single export commodity argument, Ali 

Wardhana, who was responsible for the devaluations in Indonesia, says 

that devaluation was designed to prevent the country‟s dependence on oil.  

What I thought [we needed to do was to increase] 

exports. Our oil production had started to decrease. If 

non-oil exports did not work, how could we get foreign 

reserves? So devaluation was the only way to boost 

exports. Even though the oil price was increasing at the 

time, we had to consider that oil is a non-renewable 

resource. So, alternatives were needed. (Interview 

29/11/2008) 

 

The second reason for the hostility to devaluation is due to the 

fact that Nigeria is an importer country. As a „chronic importer‟, Nigeria 

will suffer from devaluation because it will lead to higher prices for 
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machinery, raw materials, and other imported products. Further, the 

higher prices of machinery and raw materials for industry will raise costs 

of production, and this will lead to inflation. Odife (1989), however, 

provides a counter-argument to this. According to him, companies that 

rely on imported raw materials should not be protected anymore. Also, 

devaluation will encourage import-substituting industries to grow so that 

dependence on imports can be reduced.  

Interestingly, hostility to devaluation came not only from traders 

who sold imported products, but also from manufacturers. For traders, 

devaluation will make them dig deeper into their pockets because prices 

will be higher. If they sell imported goods in naira, the selling price could 

be too high for consumers. It is understandable that importers are afraid of 

decreasing the volume of imports. For manufacturers the story is a bit 

different. As noted by Odife (1989), as the prices of imports rise, there 

will be new opportunities for manufacturers to fill in the domestic 

demand left by the higher prices of imported goods. In addition, with the 

changing relative prices in favour of manufacturers, because their 

products will be cheaper on the world market, there should be new 

incentives for export production. Unfortunately, such ideas were not easy 

to accept, particularly because manufacturing in Nigeria was highly 

dependent on imported raw materials. Perhaps it was also because of 

vested interests; existing producers enjoying protection would lose the 

benefit of having cheap imported materials if the currency was devalued, 

and therefore resisted it. 

In Indonesia, manufacturers also resisted devaluation. Ali 

Wardhana says there was resistance from everywhere to devaluation. 

Moreover, Rahmat Saleh, governor of the central bank (Bank Indonesia) 

in 1978-1983, explains: 

The resistance mainly came from the industrial 

environment, because they did not really comprehend it. 

They thought that devaluation would increase their costs, 

because they depended on imports. It would not be good 

for industry. They did not think that their products would 

be more exportable because of the more interesting 

exchange rate. Also, we should not forget that increasing 
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import prices would reduce the incentive to import, 

because the imported products would be expensive. Thus, 

domestic consumption could be supplied by domestic 

products. This notion was not comprehended quickly. But 

later they agreed it was the right policy because it had 

been proven. (Interview 30/10/2008) 

 

In fact, devaluation is not only about economics. From a political 

economy perspective, devaluation involves national prestige, and can 

trigger a battle of „economic efficiency versus political prestige concerns 

for a government‟ (Denoon 1989:5). Benefits of devaluation, such as 

expansion of exports and creation of employment, come after possible 

costs, such as inflation and increased prices of imports. Denoon notes that 

it takes twelve to eighteen months for the benefits to come after the costs, 

and therefore political leaders need to limit the negative effects.  

Devaluation also has different effects on different groups, of 

which policy-makers should really be aware. While devaluation benefits 

exporters, it is costly to importers; it helps the rural-agricultural sector, 

but punishes import-dependent urban-sector consumers (Denoon 1989:5). 

Thus, devaluation can be seen as a bargain between the rural-agricultural 

sector and the urban-manufacturing sector. Devaluation in Indonesia, in 

fact, benefited the Outer Islands at the cost of urban areas. In Indonesia, 

Wing (1988) views the 1978 devaluation as a victory for the agricultural-

based Outer Islands against urban-manufacturing-based Java. Similarly, 

according to Dick (1979:1): 

In the Indonesian economy devaluation also redistributes 

income from the urban elite, whose consumption has a 

high import content, to export producers, particularly 

farmers and not least those in the Outer Islands. A 

successful devaluation would therefore not only stimulate 

the rate of growth but also bring about a fairer 

distribution of income. 

 

To counter the resistance from urban manufacturers, the 

Indonesian government reduced import fees on imported materials by 50 

percent. Imported materials used for products to be exported were even 
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reduced to zero. This would not only boost the Outer Islands agricultural-

based economy, as argued by Wing (1998), but would also help the 

urban-industrial sector. There was compensation for the losers. A 

combination of policy measures to mitigate the impact of devaluation on 

the sectors that resisted it, shows that the New Order government was 

concerned to build a growth coalition.  

In Nigeria, urban dwellers are perceived as a more relevant 

political constituency because of their proven opposition to poor 

performance of government; rural dwellers, in contrast, are usually more 

passive, without protesting too much (Osaghae, et al., 1998:24-25). With 

no significant agricultural-export interests and with urban dwellers afraid 

of increased import prices, it was hard politically to defend a devaluation.  

In fact, the idea of having a strong currency is widespread among 

Nigerians. There is an illusion that a strong currency is better for their 

standard of living. This can be seen in the following story:   

In 1976, I was in London, my salary was 4800 naira. That 

was about 6000 US dollars. I bought a brand new 

Mercedes Benz, and I still had 1000 naira in change. For 

7 naira, I had a full tank of fuel for the Mercedes Benz, 

which was about 70 litres. Now, with 4800 naira I can 

only get the fuel. So, you can imagine how strong our 

currency was at the time, how strong our economy was. 

(Interview with a high-level bureaucrat, Abuja, August 

2009) 

 

Even though the story may be inaccurate or exaggerated, 

it clearly shows that members of Nigeria‟s elites enjoyed a strong 

currency for their personal benefit. A similar story is the 

following:  

Before, I could send my son to study in London because 

the naira was very strong, but now it is very difficult to 

do so. (Interview with a former minister of finance in 

Lagos, 2009) 
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Allison Ayida, permanent secretary at the Ministry of Finance 

during the Gowon period, in his Reflections on Nigerian Development, 

expresses the paradox of having a strong currency: „Can you have a 

strong currency in a weak economy?‟ (Ayida, 1987: 223). According to 

him, the founding fathers of the naira had predicted that the naira would 

be a strong currency in a strong economy. Ayida claims that such a 

situation had been achieved during his tenure in the Ministry of Finance. 

However, when the Nigerian economy deteriorated because of decreasing 

oil prices in the 1980s, the wisdom of having a strong currency should 

have been questioned.  

Similarly, Kalu Idika Kalu, twice (short-term) minister of finance 

during the Babangida and Abacha regimes, and known for his affiliation 

with the World Bank, questions the merits of having a strong currency for 

a developing economy (Interview 28/09/2009). A strong naira will lead to 

import dependence to the detriment of local manufacturing industries. 

Moreover, Kalu believes that, „to promote export and conserve foreign 

exchange, the external price of the naira has to be right. Once the prices 

are right […] worthwhile projects can be embarked upon in the country, 

labour intensive production systems will be encouraged, domestic 

resources can be better deployed and self-reliance promoted‟ 

(Omokhodion, Osakwe, & Babarinsa, 1986: 34). Kalu was therefore 

surprised that the Manufacturing Association of Nigeria did not stand on 

his side on the issue of devaluation. 

However, to arrive at a realistic exchange rate is not an easy task. 

Black-market racketeers grew very strong in Nigeria. They took 

advantage of differences between the official rates and the market rates of 

foreign exchange. Babangida in an interview explores how interests of 

particular groups became obstacles for achieving a realistic foreign-

exchange rate.  

Actually the black-market racketeers were just a small tip 

of the iceberg. What we found out, which was much more 

serious, was that we, as Nigerians, have not lived up to our 

patriotic duties to our fellow citizens. We had cases of 

abuses. We sold foreign exchange at the official rate only 

for the people who bought them to go, against all 

convention, all laws of decency, to resell it at exorbitant 
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profit to other people. […] Secondly, we also discovered 

[…] that some manufacturers […] passed back [their 

product prices] to the consumers based on unofficial rate, 

which is not fair. A good citizen should not exploit his 

fellow citizens. I also believe there is what I may call a 

cartel, people who want to corner this thing [foreign 

exchange], cause panic in the system, make us believe the 

whole world is coming to an end, then keep on getting the 

maximum out of the sweat of the people, out of 

government‟s acts. (Adeneyi, Sonaike, Ughamadu, Darah, 

& Othihiwa, 1992) 

 

Interestingly, the illustrations of how strong the naira was, seem 

always related to personal gain in the situation. The sensitivity about 

having a strong currency is also described by Ayida: 

When we talk seriously of the external value of the naira, 

we think of the naira in our pocket and in our bank 

accounts, as Customers, Investors, Businessmen, 

Industrialists, Importers, Smugglers, Commission Agents 

especially in the petroleum sector. Like any other policy 

measure, it affects the individual or corporate entity in 

different ways. But because of the money illusion, our 

reference point is normally sterling or dollar parity. 

Those in a position to conduct their foreign currency 

transactions at the official rate are likely to be adversely 

affected by devaluation. (Ayida, 1987: 223) 

 

The narrative of „yes or no on devaluation‟ shows that currency 

devaluation is a complex phenomenon. It involves rational choice, 

personal preference, as well as power relations among actors in society.  

Since there are so many interests involved in devaluation, the 

choice of how to carry out the measure is also important. Before public 

debate on the structural adjustment program was launched in the mid-

1980s, discourse on a possible naira devaluation had appeared among 

Nigerian policy-makers. Allison Ayida says that in a public service 
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forum, in December 1981, he had mentioned the necessity to devalue the 

naira in order to shock the nation, to wake Nigerians up to the fact that 

there was a serious problem in the financial sector. However, Ayida was 

convinced that devaluation was too sensitive and too technical an issue 

for public debate. 

In Indonesia, sensitivity about devaluation was really taken 

seriously into account. Rahmat Saleh, governor of Bank Indonesia (1973-

1983) and minister of trade (1983-1988), recalls about the devaluations 

that not the whole inner circle of Indonesian policy-makers were involved 

in the decision. Not even all members of the „Berkeley Mafia‟ were 

involved. „It was a big secret,‟ he said (Interview 30/10/2008). „Low 

politics‟, limiting the discussion to just a handful of persons, is usually 

used by Indonesian policy-makers to decide such sensitive issues. 

Sumarlin also says that the decision was taken in a very secret way, so 

that the next day everyone suddenly realized that the value of the rupiah 

had changed. There was not any public debate or public announcement 

prior to the devaluation. 

In Nigeria, a very different approach was taken for devaluation 

through the SFEM. Babangida wanted to involve as many Nigerians as 

possible, so that they could have a sense of belonging to the policy. It is 

for this reason that the adoption of the SFEM took a very long time; it 

was first announced in June 1986 and went into operation only on 26 

September 1986. Public debate about the measure was very heated at the 

time. There was much discussion and debate. Moreover, since Babangida 

had announced the decision in June 1986, there was plenty of time for 

speculation.  

In forming their opinions and their policies, policy elites also 

learned from neighbouring countries and from their own development 

experience. Indonesian policy-makers learned the importance of realistic 

exchange-rate policies not only by looking at other countries in Asia, such 

as South Korea and Japan. They had experienced several devaluations in 

their own country, along with a high level of inflation before the 1978 

devaluation. Meanwhile, Nigerian policy-makers also learned from 

neighbouring countries in Africa, as seen in Soleye‟s response to why he 

refused to follow the IMF‟s prescription: 
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We use a political economy approach in economic 

development. We are an African nation, we have to look 

at African countries, what happens to them. If you 

remember, Sierra Leone did not make it, Sudan did not 

make it, Tanzania […] there is a cultural tradition we are 

in. […] Why did all my neighbours that followed the IMF 

collapse? […] If a dog barks all the time, something is 

wrong. (Interview 12/05/2009) 

 

 

Social Origins of the Policy Elites 

To what extent did the contrast between Nigeria and Indonesia in 

exchange-rate policy reflect the ministers‟ personal background? The 

policy-makers (Ali Wardhana, Radius Prawiro, Oluleye, Soleye and 

Okongwu) came from middle-class families. Ali Wardhana‟s father was 

an accountant, among the first Indonesian accountants educated in the 

Netherlands, while his mother was a teacher and at one time an 

elementary school headmaster. Radius Prawiro‟s father was a teacher and 

his mother was a nurse in Yogyakarta. His grandparents owned a milk 

business in Yogyakarta. Oluleye came from a traditional ruler‟s family. 

His father, famous for his wrestling prowess, died when Oluleye was 

fourteen. As an orphan from an early age, Oluleye was raised by his 

brother, Michael Folayan, who was a military soldier before being 

discharged in 1954 with the rank of corporal. Soleye came from a 

traditional ruler‟s family in Abeokuta. Okongwu‟s father, a school 

headmaster, always expected Okongwu to be first-class and nothing less. 

The family background of policy-makers in Indonesia and Nigeria thus 

does not seem to provide a clear-cut explanation for their different 

thinking about exchange-rate policies. 

How about regional and ethnic origins of the policy-makers? Ali 

Wardhana was born in Solo, Central Java, on 6 May 1928. Since his 

father came from Banten and his mother from Solo, he claimed to be half 

Sundanese and half Javanese. He spent his childhood in Jakarta, raised by 

his aunt during the Dutch colonial period. He only moved to Solo and 

rejoined his parents when he attended junior high school. He also started 
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senior high school in Solo, but later moved to a senior high school (SMA 

B) in Yogyakarta. Radius Prawiro is a Javanese, born on 29 June 1928 in 

Yogyakarta. He spent his childhood in Yogyakarta, where he learned 

about his grandparents‟ milk business. He stayed in the city until he 

graduated from senior high school. Solo and Yogyakarta, located in 

Central Java, are dominated by agricultural production, but not the kinds 

of agriculture that can benefit directly from currency devaluation. These 

are rice-producing areas, not areas producing export-oriented agricultural 

products such as rubber, as in the Outer Islands. Thus, it is not likely that 

Wardhana‟s and Prawiro‟s regional and ethnic origins influenced their 

decision to devalue the rupiah. 

A similar argument can be made about the social origins of 

Nigerian policy-makers. Oluleye was born on 20 April 1930 in Efon-

Alaaye, West Nigeria (now Ekiti State). Efon-Alaaye is mainly inhabited 

by Yoruba like himself. The main economic activity in Ekiti State is 

agriculture, in which about 75 percent of the state‟s working population 

are engaged. It is one of Nigeria‟s largest producers of rice, palm oil and 

cocoa (Nigeriagalleria.com, 2004). Soleye, a Yoruba, was born in 

Abeokuta, West Nigeria. He spent his childhood in the western part of 

Nigeria, which was well known in the 1960s as a cocoa-producing area. 

Oluleye‟s and Soleye‟s decisions not to devalue the naira in 1978 and 

1984 do not seem to be related to any (romanticized) affection for their 

region of origin. Regional interests may be relevant to the 1970s and 

1980s, when not many cocoa exporters remained in the region. A 

romanticized regional background may, however, be relevant for 

Okongwu, who decided to devalue the naira in 1986. Okongwu is an Igbo 

who was born in Enugu, East Nigeria (now Anambra State), on 23 

September 1934. In the 1960s, the eastern part of Nigeria was famous as a 

palm-oil-producing area. Devaluation could have helped increase palm-oil 

exports. However, it should be remembered that during the Biafran war at 

the end of the 1960s, many of the oil-palm plantations had been 

destroyed. Thus, the significance of the regional and ethnic origins of 

these two policy-makers should not be overstated. 
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Academic Background of the Policy Elites 

The relevance of the personal biographies of policy-makers lies 

particularly in their academic background. Ali Wardhana, Radius Prawiro 

and Okongwu, who devalued their currency, had been trained in 

economics. Ali Wardhana earned his bachelor‟s degree from the Faculty 

of Economics, University of Indonesia (FEUI) in 1958. While studying 

for this degree, he wrote Foreign Exchange and Its Implications in 

Indonesia (Wardhana, 1957). With a scholarship from the Ford 

Foundation, he then studied at the University of California at Berkeley 

and obtained his MA in economics there in 1961. In 1962, he successfully 

completed his PhD at the same university, with a dissertation titled 

„Monetary Policy in an Underdeveloped Economy, with Special 

Reference to Indonesia‟. Radius Prawiro studied engineering at the 

Faculty of Engineering, Gadjah Mada University, Yogyakarta. After one 

year at that university, he moved to FEUI in Jakarta. At the time, he was 

sponsored by the Department of Finance, where he was registered as an 

employee. He studied economics for two years at FEUI before continuing 

his education at the Nederlandse Economische Hogeschool in Rotterdam 

(1953-1960), where he studied business economics. After returning to 

Indonesia, he studied accounting at FEUI.  

Okongwu went to Boston, Massachusetts, USA, to study 

economic theory at Boston University, finishing in 1961. Among his 

teachers there were John R. Meyer, Gottfried Haberler and Robert 

Dorfman, all well known for their quantitative analyses (Okongwu, 

1987). John Meyer was well known for his quantitative approach, 

particularly in the area of transportation. Gottfried Haberler „was one of 

the first economists to make a rigorous case for the superior productivity 

and universal benefits of “free” or politically unrestricted international 

trade in terms of the modern subjective theory of value‟ (Salermo, 2010). 

Haberler actively opposed protectionist and inflationist policies. 

Meanwhile, Dorfman was an expert on econometrics. In 1961, Okongwu 

was a research assistant at the Board of Governors of the Federal Reserve 

System, Washington DC. In 1965 he got his PhD from Harvard 

University, Massachusetts, USA. Professor Lattee, A. Fahm and Ayo 

Ogunsheye were part of his Harvard-MIT circle discussing Nigerian 
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affairs (Okongwu, 1987). He returned to Nigeria just before the first 

military coup. From 1965, he was a lecturer at the Economic 

Development Institute, University of Nigeria, Enugu campus. In addition, 

from 1965 to 1970, he was also a staff member at the Centre for 

Development Planning, Projections and Policies, UN Secretariat, New 

York, USA. At the centre, he worked on country growth models with 

Mark Golansky and Jacob L. Mosak (Okongwu, 1987). He also studied at 

the Nederlandse Economische Hogeschool (Netherlands School of 

Economics) in Rotterdam for one year. During that period, he often had 

lunch-time discussions with Professor Jan Tinbergen, a Dutch economist 

who was a winner (with Ragnar Frisch) of the first Nobel Prize for 

economics.  

How about Oluleye and Soleye? Oluleye attended St Luke‟s 

College in Ibadan after leaving primary school. He taught briefly after 

completing his teachers training. In 1959, he opted for a military career, 

attending the Regular Officers Special Training School in Ghana. He was 

also at the Nigerian Military Training College in Kaduna, and the Defence 

Services Staff College in Wellington, India. He joined the Nigerian 

military as an officer cadet, rising to second lieutenant in 1960. He was 

with the First Battalion, Enugu, from 1961 to 1963. From 1964 to 1965, 

Oluleye was chief mortar instructor at the Nigerian Military Training 

College. In 1966, he became the commandant, operations officer, 

Nigerian Army Headquarters, and then general officer commanding of the 

Second Infantry Division, Ibadan, between 1970 and 1975. Prior to his 

appointment as federal commissioner for finance, Oluleye did not have 

any economics training. 

  Soleye attended the London School of Economics and Political 

Science and the University of Manchester, UK. He is a sociologist, but 

many think of him as an economist because of his London School of 

Economics background. In fact, he says he prefers to see himself as a 

sociologist rather than an economist. His interest is particularly the 

sociology of industry and industrial relations, studying relations between 

management and workers in companies and factories (Interview 

12/05/2009). In 1967, he joined the staff at the University of Ibadan and 

was a junior research fellow at NISER. He retired in 1996 as a senior 

lecturer in the Department of Sociology, Faculty of Politics, University of 
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Ibadan. He is a life member of the Nigerian Economics Society, and a 

member of the International Industrial Relations Association. 

Differences in academic background of the policy elites manifest 

themselves clearly in their ideology. Ali Wardhana is a self-proclaimed 

market-oriented economist. He believes in market forces managing the 

economy. He sees financial liberalization as his major achievement. This 

is stated in his keynote address at an annual conference held by the 

Australian National University, called Indonesian Update 1994, titled 

„Financial Reform: Achievements, Problems and Prospects‟ (Wardhana, 

2000). He says the title is actually a disguised reference to a market 

economy, because market economy as an aim was „taboo‟ among 

economists at the time. When Indonesian policy was dominated by the 

principle of a „guided economy‟, the economic situation was terrible. Ali 

Wardhana then introduced measures to move toward a market economy, 

to liberalize the economy, which was important to achieve Indonesia‟s 

economic development. He wanted everybody to be able to participate in 

the market, not only state enterprises. Responding to a question about 

how Indonesian government policies of the period were regarded by many 

people as having too many regulations, he says that it was because there 

was too much resistance to reform (Interview 29/11/2008). Therefore, 

economists had to wait for the right time to carry out the proposed 

reforms. His article in 1965 on Inflasi dan Ketegangan-Ketegangan 

Strukturil describes the tensions between the structuralist and the 

monetarist groups that he faced during his tenure in the New Order, even 

though he says that the article is merely academic and that the tensions in 

the cabinet were due more to certain groups wanting to protect their own 

interests rather than to a difference in economic views.  

Radius Prawiro was a pragmatic liberal economist who believed 

in a market economy. This can be seen clearly in his book, Pragmatism in 

Action (1998). His address to the Indonesian Institute for Management 

Development at the tenth graduation ceremony of its MBA program in 

Jakarta in 1989 was titled Back to the Wisdom of the Market Economy. In 

that speech, he acknowledges that so far Indonesia has never adopted a 

market economy. Instead, „Indonesia has followed what is generally 

referred to as an “interventionist” approach to economic management‟ 
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(Prawiro, 1989). Since the First Five-Year Development Plan in 1969, 

„Indonesia has enjoyed 20 years of rational and systematic economic 

development‟ (Prawiro, 1989). His free-market but pragmatist stance can 

also be seen in the following statement: 

In the case of our „private sector‟ […] we believe 

monopolistic practices are not appropriate to achieving our 

goal of balanced economic growth. To avoid this, our 

approach in Indonesia – especially during the new era of 

reform and deregulation of the 1980s – has been to open the 

door to greater competition, including foreign investment, 

and to let the marketplace regulate itself. These steps have 

by no means caused a weakening of the larger business 

groups – indeed, in this new environment, many of our so-

called „conglomerates‟ are thriving even more vigorously. 

(Prawiro, 1989) 

 

As to foreign-exchange management, in a briefing to the branch 

heads of Bank Indonesia (Indonesia‟s central bank) on 4 November 1966 

in Jakarta, Radius Prawiro said that multiple rates of foreign exchange 

had led to distortion everywhere. To eliminate the distortion, there was a 

need to adopt a single exchange rate against foreign currencies. This 

single exchange rate would apply to all transactions, without exception, 

both for private and for government agencies. In addition, as far as 

possible, he advocated returning to a policy of setting the exchange rate 

based on supply and demand (Patmono, 1998). 

Oluleye was an avid reader, and he authored Military Leadership 

in Nigeria 1966-1979 and Architecturing a Destiny. Unfortunately, the 

two books do not really say much about his views on economic 

management since they focus mainly on internal security (see Oluleye, 

2001:134). Limited notes on the Nigerian economy, particularly on 

devaluation, however, can be found in his Military Leadership in Nigeria. 

He notes that there was pressure from the IMF for devaluation, a measure 

that he thought would not solve the problems of the Nigerian economy, 

but would only „postpone the evil day‟ (Oluleye, 1985:210).  

Soleye believes that governance is not an accountancy issue. The 

best way to manage finance and economic development is by a political 
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economy approach. According to Soleye, government budgeting is not 

just a matter of marginal productivity. Policy-makers need to be 

politically aware of people who may or may not accept a policy. 

Therefore, sometimes the government needs to implement a project that is 

not economically viable in the first one or two years, but may lead to 

other dividends such as innovation. A government project should seek not 

only profit, but also social benefit (Interview 12/05/2009).  

Similar to Oluleye, Soleye recalls that the pressure from the IMF 

to devalue the currency was what he describes as tremendous. Moreover, 

he did not believe the proposal to devalue the naira by 30 percent initially 

and later by 50 or 60 percent would be successful (see also Kalu, 

1996:235). It should be noted that when the Buhari regime took power, 

the economy had been hopelessly mismanaged. Unfortunately, Soleye 

recalls that when he went to the US Department of State asking for 

economic help, he was blamed for not cooperating with the IMF. There 

were always two requirements: to devalue the naira and to get out of 

OPEC. He recalls that Donald T. Regan, White House chief of staff, said: 

„No IMF no credit, no IMF no aid‟ (Interview 12/05/2009). 

 

Conclusion 

Devaluation is a complex macroeconomic measure. Although there is 

almost no disagreement among economists on the importance of having a 

realistic exchange rate, taking the step of devaluing a currency is always 

controversial. The decision to devalue or not to devalue is made by 

policy-makers, but the impacts of the decision are widespread. 

Devaluation is a painful decision that has „winners‟ and „losers‟. Export-

oriented sectors, such as agriculture in Indonesia, would benefit, while the 

import-dependent urban-industrial sector as well as other tradable sectors 

would be hurt. In Indonesia, there was an attempt to compensate the 

„losers‟ through several measures, such as decreasing import fees on raw 

materials and measures to control inflation. It is more complicated if the 

authorities take into account interest groups, such as black-market 

racketeers, who take advantage of the difference between the official and 

the black-market exchange rates. Devaluation also increases the 

probability of a regime, as well as a minister of finance, being replaced 
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(Wing, 1988:335). Therefore, there is a need to ensure that negative 

effects of devaluation, such as inflation, are seriously considered.  

Furthermore, devaluation involves not only domestic actors but 

also international players, particularly the World Bank and the IMF. As 

noted by Denoon (Denoon, 1986:20), a country usually devalues its 

domestic currency „before, during, or shortly after the provision of IMF 

standby credit‟. This can be seen in Nigeria as well as Indonesia. In 

Nigeria, as noted by Oluleye and Soleye, it was the IMF who prescribed 

the devaluation. Similarly, Pangestu (1996) speculates that in Indonesia 

the idea for devaluations in the 1970s and 1980s came from the IMF and 

the World Bank, as well as from the economic ministers. Economist-

technocrats find it easier to connect with the IMF and the World Bank, as 

they use the same language, namely that of economics. Another thing that 

should be considered is the relationship of the country‟s regime with 

international organizations. Ali Wardhana and Radius Prawiro worked 

under Suharto, who turned to the IMF and the World Bank for support. 

Similarly, Chu Okongwu worked under Babangida, who had promised to 

continue working with the IMF in his first speech upon assuming power 

(Biersteker & Lewis, 1997). In contrast, Oluleye and Soleye were close to 

Obasanjo, who preferred protectionist measures in the 1970s, such as 

indigenization policies. 

Along with all the political and economic explanations, it is 

useful to consider the personal background of policy-makers, particularly 

their educational background. It seems that those who had more training 

in economics preferred the benefits of having a realistically valued 

currency. This is one way of making sense of the fact that Ali Wardhana 

and Radius Prawiro chose to devalue the rupiah several times in order to 

keep the currency at a realistic price in order to boost exports, and also to 

prevent a decrease in government revenue. And that Chu Okongwu, an 

economist-technocrat during Babangida‟s regime, also chose to devalue 

the Nigerian naira in order to help the economy. By contrast, Oluleye (a 

military) and Soleye (a sociologist) tended to see devaluation as a power 

play among economic actors; they saw devaluation more as a measure by 

the IMF to control the Nigerian economy, and therefore they refused it. 

 



 

 

 

 

 

 

 

 

 

 

Chapter 6 
 

 

 

 

 

 

Elites and  

Industrialization Policy 
 

 

Industrialization has been regarded as a major factor contributing to 

divergent economic development in Asia and Africa. This has also been a 

feature of Indonesia–Nigeria comparisons since the 1980s. Since the mid-

1980s, the manufacturing sector has been an engine of growth in 

Indonesia. Contribution of the sector to the country‟s GDP increased 

significantly, from 8 percent in 1965 to 29 percent in 2003 (World Bank, 

2007b). The value added of manufacturing in Indonesia surpassed that of 

the agricultural sector in 1989, and the gap between the two has grown 

considerably since then. In Nigeria, however, manufacturing has been 

poorly developed, with the value added of this sector averaging only 

around 5 percent of GDP from 1965 to 2003, which was less than 25 

percent of agriculture‟s value added during the same period (World Bank, 
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2007b). Moreover, Indonesia substantially transformed into an industrial 

economy and diverted away from oil dependence, while Nigeria 

„persisted as an oil monoculture‟ (Lewis, 2007:187). 

The supremacy of industrialization in Asia has invited academic 

debate on the best way to increase the role of industry in third world 

economies. There is the neo-classical approach, which relies on the 

market mechanism to facilitate efficient resource allocation. The neo-

classical approach was adopted by the World Bank in the mid-1980s in 

Africa as the structural adjustment program, taking the form of import 

liberalization, adoption of a realistic exchange rate, reduction of the role 

of government, and promotion of the private sector in the economy. 

Scholars, too, have paid increasing attention to the importance of 

industrial policy and state intervention. Lall (1994), for instance, criticizes 

the World Bank‟s study of The East Asian Miracle. While the World 

Bank study acknowledges the importance of state intervention in 

macroeconomic management, education and policy administration, Lall 

claims it is mistaken about the role of industrial policy, and that the 

study‟s conclusion that explicit industrial policies are not needed is due to 

a selective use of data. Howard Stein (1995) also attempts to show the 

importance of industrial policy, as used by Asian countries, as an 

alternative to the World Bank‟s structural adjustment program. Similarly, 

Rock (1999) questions the neoliberal interpretation of industrial policy as 

incoherent, subject to rent-seeking, and irrelevant to the success of post-

1966 Indonesia. According to Rock, Indonesia could not have achieved a 

strong, diversified, and outward-oriented industrial economy without 

industrial policy. Regardless of the need for industrial policy, all 

participants in the debate agree on the importance of capital for 

manufacturing development, whether it is domestic investment or foreign 

direct investment (FDI). 

In Indonesia and Nigeria, manufacturing performance (measured 

in value added and exports) diverged significantly starting from the early 

1980s, when oil prices began to drop. Even though both countries 

changed their industrialization strategy during this period from an import-

substitution strategy to an export-promotion strategy, there were 

significant differences. In the early 1980s, Indonesia‟s policy-makers 

implemented a series of economic liberalization measures. This 
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liberalization sustained and even increased gross capital formation in 

Indonesia, when the state could no longer rely on oil revenue. Nigeria‟s 

policy-makers, in contrast, failed to improve gross capital formation in 

the economy with their half-hearted economic reform measures. In fact, 

investment policies in these two economies also differed significantly 

during this period. In the 1970s, during the oil boom period, governments 

in both countries adopted nationalistic inward-looking policies, and an 

import-substitution strategy. In the 1980s, Indonesian policy-makers 

clearly wanted to stimulate more domestic private investment as well as 

FDI. In contrast, Nigerian policy-makers were still reluctant to provide 

more room for private and foreign participation. This chapter aims to 

understand why Indonesian policy-makers opted for a switch to export-

oriented industrialization in the 1980s, while Nigerian policy-makers 

were reluctant to do so. I argue that, along with structural economic 

factors, policy-makers‟ experience and educational background 

differentially affected industrialization policies in these two countries.  

This chapter first briefly compares manufacturing growth and 

structure in the two countries. Next, I provide an overview of 

industrialization and investment policies, highlighting points of 

divergence between Indonesia and Nigeria. I then analyse short 

biographies of policy-makers responsible for industrialization policies in 

the two countries, to assess the relevance of their personal background to 

the policies they espoused.   

 

Performance of Manufacturing and Investment 

Figure 6.1 compares manufacturing value added in Indonesia and in 

Nigeria. Starting from a similar position in the 1960s, value added of 

manufacturing in Indonesia in 2005 was more than fifteen times higher 

than in Nigeria. Value added of Indonesia‟s manufacturing sector grew 

consistently by on average 12 percent per year during the period 1961-

2005. In the period 1961-1970, growth of Indonesia‟s manufacturing 

sector was less than 5 percent annually. This was much lower than in 

Nigeria, which averaged almost 15 percent annually in the same period. 

However, during 1971-1980, after a stabilization period, manufacturing in 

Indonesia grew more than 14 percent annually. This was higher than the 
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growth rate of manufacturing in Nigeria, which slowed down to 11 

percent annually in the same period. 

 

Figure 6.1 Manufacturing, value added (constant 2000, billions of US$)  

 
   Source: World Bank (2007b) 

 

Moreover, from the 1980s, manufacturing in Nigeria was not 

progressing. The rate of growth in manufacturing from 1981 to 1990 was 

only about 3 percent. Growth further decreased to only 1.5 percent 

annually in the 1991-2000 period (Lewis, 2007:186). Decreasing capacity 

utilization, from 70 percent in 1980 to 40 percent in 1990 and 29.3 

percent in 1995 (see Ukoha, 2000:129), contributed to the low growth of 

manufacturing in Nigeria. Also, Ukwu (1994:440) notes that in the 1980s, 

many establishments closed down because they were unable to pay more 

for their imported materials or to find new sources internally, while those 

able to survive had to reduce output and cut back on the number of 

employees. In contrast to the situation in Nigeria, Indonesia‟s 

manufacturing sector grew robustly, more than 11 percent annually, from 

the mid-1980s.   
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Contribution of manufacturing in the two economies also shows 

clear differences (see Figure 6.2). The contribution of manufacturing to 

Indonesia‟s GDP grew from 10 percent in 1975 to 25 percent in 2000, 

while the contribution of agriculture decreased from 56 percent to 17 

percent. In Nigeria, the contribution of manufacturing to GDP grew from 

4 percent in 1975 to 10 percent in 1983. However, it then constantly 

contracted, and contributed only 4 percent to GDP in 2000. Whereas 

manufacturing in Indonesia has surpassed the contribution of agriculture 

since 1989, in Nigeria the manufacturing sector still lags far behind 

agriculture.  

 

Figure 6.2 Manufacturing, value added (% of GDP) 

 
   Source: World Bank (2007b) 

 

In terms of exports, differences in manufacturing performance 

between the two countries are also obvious. In the period of the 1970s to 

the 1990s, manufacturing exports in Nigeria formed less than one percent 

of total merchandise exports. In Indonesia, contribution of manufacturing 

to total merchandise exports grew from 1.15 percent in 1970 to 35 percent 

in 1990 and 57.12 percent in 2000 (World Bank, 2007b). From 1991, 
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value added of manufacturing also contributed the largest share to GDP. 

In sum, in Indonesia, manufacturing grew from scratch to be the main 

engine of growth and exports, while in Nigeria it remained 

underdeveloped.  

In addition, non-durable consumer goods (particularly food, 

beverages and tobacco, as well as textiles and apparel) continued to 

dominate Nigerian manufacturing in terms of labour and value added 

(Anyanwu, et al., 1997:38). In terms of labour, non-durable consumer 

goods absorbed 73.6 percent of Nigeria‟s labour in the manufacturing 

sector in 1970 and 66.5 percent in 1985. This is much higher than for 

capital goods, which absorbed only 15.1 percent and 22.7 percent of 

labour in manufacturing in the respective years. Similarly, value added of 

non-durable consumer goods contributed 84.7 percent and 67.4 percent to 

total manufacturing value added in 1970 and 1985 respectively 

(Anyanwu, et al., 1997:38). In Indonesia, the share of value added of non-

durable consumer goods dropped from 80.8 percent in 1971 to 47.6 

percent in 1980; meanwhile, value added of consumer durables, 

intermediate and capital goods increased from 19.2 percent to 52.4 

percent in the same period (Thee & Yoshihara, 1987:329).  

The performance of manufacturing in the two economies 

corresponds to the development of gross capital formation. Figure 6.3 

shows that gross capital formation in Indonesia increased rapidly from 

less than US$ 5 billion in 1973 to US$ 70 billion in 1996. In Nigeria, 

gross capital formation only grew from about US$ 5 billion in 1973 to 

US$ 12 billion in 1981, and fell again to US$ 5 billion in 1996. 
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Figure 6.3 Gross capital formation (current price, billions of US$) 

 
   Source: World Bank (2007b)  

 

A similar picture is seen in foreign direct investment 

performance. Figure 6.4 shows that FDI in Indonesia and Nigeria 

diverged considerably from the mid-1980s. Before the 1980s, net FDI 

flows to Indonesia and Nigeria were not so different. However, after a 

series of liberalization measures, net flow of FDI to Indonesia increased 

significantly, while in Nigeria it remained close to zero. The increasing 

net flow of FDI to Indonesia in the 1980s and 1990s came mainly from 

Asia, most of that from Japan and Southeast Asian countries. The 

growing FDI flow indicates a growing openness of the Indonesian 

economy. 
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   Figure 6.4 Net foreign direct investment (current price, millions of US$) 

 
  Source: World Bank (2007b) 

 

Another indicator of openness is tariff rates. Table 6.1 shows that, 

since the 1980s, the average rate of tariffs in Indonesia decreased 

substantially. In 1984, the average applied tariff rate in Indonesia was 37 

percent. This decreased to 25.2 percent in 1989 and 19.4 percent in 1993. 

In Nigeria, however, the average applied tariff rate remained high, more 

than 30 percent, during the period of liberalization in the second half of 

the 1980s.  

 

Table 6.1 Average applied tariff rate (unweighted in %) 

Year Nigeria Indonesia 

1984 35.0 37.0 

1989 35.6 25.2 

1993 32.8 19.4 

1999  24.6 9.9 

2003  24.7 6.0 

2006  11.7 6.0 

 Source: World Bank (2007a) 
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Table 6.2 shows that capital expenditure allocated to the 

manufacturing industry as a proportion of total capital expenditure was 

much lower in Indonesia than in Nigeria. Even though it fluctuated, 

Indonesian government participation in industry was relatively low. In the 

First Five-Year Development Plan, 1969-1974, the Indonesian 

government allocated 1.5 percent of capital expenditure to industry. 

During the oil boom in the 1970s, which increased government revenue, 

capital expenditure to industry also increased, reaching more than 7.5 

percent. With decreasing oil prices on the world market and changing 

industrial policies, the proportion of capital expenditure to industry 

decreased. In Nigeria, by contrast, capital expenditure allocated to 

industry was relatively high. In the Second National Development Plan 

(1970-1974), the figure was only 5.7 percent. However, during the oil 

booms, in 1975-1985, it increased to more than 11 percent of total capital 

expenditure. Moreover, after the adoption of the structural adjustment 

program (1986), industry‟s share of capital expenditure reached 25.3 

percent in 1987 (Ekpo, 1996:237).  

 

Table 6.2 Proportion of government capital expenditure  

allocated to industry (annual average in %) 

Indonesia Nigeria 

1969-1974 1.5* 1970-1974 5.7 

1974-1979 4.72* 1975-1980 12.7 

1979-1984 7.65 1981-1985 11.1 

1984-1989 5.27 1986-1990 13.4 

1989-1994 5.22   

  Sources: Data for Indonesia based on Nota Keuangan dan 

RAPBN 1998/1999 (p. 127). Data for Nigeria based on 

Federal Ministry of Industry and Technology (1992:47) and 

Ekpo (1996:237) 

    * Includes the mining industry 

 

In addition, in Nigeria, the share of public investment in GDP in 

the 1980s was even higher than in the 1970s, while private investment 

nearly collapsed (Lewis, 2007:190). According to Lewis, in the 1970s 
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public investment averaged less than 7 percent of Nigeria‟s GDP, and in 

the 1980s it reached more than 10 percent; meanwhile private investment 

dropped from 15.9 percent in the 1970s to only 5.3 percent in the 1980s. 

Moreover, in 1988, public investment reached a remarkably high 88.8 

percent of total investment in the country (see Anyanwu, et al., 1997). 

This contrasts with the situation in Indonesia, where private investment 

increased steadily from 14.5 percent of GDP in the 1970s to 17.9 percent 

in the 1980s and 20.9 percent in the 1990s (Lewis, 2007:190).  

 

Table 6.3 Credit to industry in Indonesia by source (billions of rupiah) 

Source of 

credit 
1988/89 1989/90 1990/91 1991/92 1992/93 

Government 

banks 

12259 16198 21544 22420 27615 

(78.17) (72.15) (68.80) (63.31) (63.52) 

Private 

banks 

2602 4385 6706 8473 10325 

(16.59) (19.53) (21.42) (23.93) (23.75) 

Foreign 

banks 

822 1866 3063 4518 5533 

(5.24) (8.31) (9.78) (12.76) (12.73) 

Total 
15683 22449 31313 35411 43473 

(100%) (100%) (100%) (100%) (100%) 
 

Source of 

credit 
1993/94 1994/95 1995/96 1996/97 1997/98 

Government 

banks 

28452 30059 32846 34807 41983 

(53.20) (47.74) (44.98) (42.85) (38.86) 

Private 

banks 

15696 20954 24930 30212 40816 

(29.35) (33.28) (34.14) (37.19) (37.78) 

Foreign 

banks 

9335 11954 15247 16215 25224 

(17.45) (18.98) (20.88) (19.96) (23.35) 

Total 
53483 62967 73023 81234 108023 

(100%) (100%) (100%) (100%) (100%) 

     Source: Calculated from Nota Keuangan dan RAPBN 1998/1999 (p. 286) 

     Note: Number in parentheses is the percentage of credit received by industry 
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Growing participation of the private and the foreign sectors in 

Indonesia can also be seen in the changing structure of credit. After the 

financial liberalization of 1988, the share of credit from government 

banks decreased steadily, while the share of private and foreign banks 

increased substantially. The share of credit from government banks in the 

Indonesian economy decreased from 67.35 percent in 1988/89 to only 

35.65 percent in 1997/98; meanwhile, credit from domestic private and 

foreign banks increased over the same period from 28.21 and 4.43 percent 

to 53.51 and 10.83 percent respectively (Nota Keuangan and RAPBN 

1998/1999:286). The increasing role of domestic private banks and 

foreign banks is also clear in the industrial sector (see Table 6.3). Even 

though government banks remained important in providing credit to 

industry, the share of credit from domestic private and foreign banks 

increased substantially, from 16.59 and 5.24 percent respectively in 

1988/89 to 37.78 and 23.35 percent in 1997/98.   

This section has shown the differential performance of 
manufacturing in Indonesia and Nigeria, particularly since the 1980s. 

Indonesia was more open to the world market economy than Nigeria, as 

seen in the flow of FDI and in tariff rates. In addition, government‟s role 
in industry decreased steadily in Indonesia, while it did not decrease in 

Nigeria. There was a clear trend for higher private and foreign 

participation in Indonesia, while in Nigeria the government‟s role in the 
economy remained strong. 

 

Industrialization Policies 

Industrialization has been regarded by many development economists as a 

major path to achieving a faster rate of economic growth and a higher 

standard of living (see Ghatak, 2003). Therefore, it is not surprising that 

policy elites in newly-independent countries considered industrialization 

to be the best and fastest way to develop their country. This section shows 

how industrialization and FDI policies in Nigeria and Indonesia changed 

over time, due to both internal and external factors. In Indonesia, 

government intervention in industrialization rose or fell following 

changes in oil prices and changes in cabinet ministers. However, there 

was a clear trend for Indonesia‟s industrial policy to grow toward 

liberalization. Nigeria, by contrast, had just begun to liberalize its 
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economy in the mid-1980s. Moreover, during this 1980s liberalization 

period, reluctance to liberalize Nigeria‟s economy and reduce government 

intervention remained strong.  

 

Industrialization Policy in Nigeria 

In the early independence period, Nigeria‟s federal government continued 

colonial policies to attract foreign investment to the country (Ukwu, 

1994:435). The Industrial Development (Income Tax Relief) Act of 1958, 

the Industrial Development (Import Duties Relief) Act of 1957, the 

Customs Duties (Dumped and Subsidized Goods) Act of 1958, the 

Customs (Drawback) Regulations of 1959, and the Income Tax 

(Amendment) Act of 1959 offered a wide range of incentives for foreign 

investors, such as tax holidays and a more competitive business 

environment (Enuenwosu & Nemedia, 1980:5-6). During this early 

independence period, however, the Nigerian government had also started 

to turn to import-substituting industries and was convinced of the need to 

have an independent economy. The vigorous import-substitution strategy 

was meant to reduce overdependence on imported products and to save 

foreign exchange reserves (Anyanwu, et al., 1997:36). 

In addition, the call for a broad-based nationalist movement was 

growing. Chief Obafemi Awolowo, leader of the opposition in the Federal 

House of Representatives in the First Republic, for instance, „urged 

Nigeria to follow the example of India, Burma, Ceylon, Thailand and 

Indonesia which had nationalized and yet found that foreign investors 

“flock” to them‟ (Enuenwosu & Nemedia, 1980:7). Considering the 

constraints in human and material resources, the government decided not 

to opt for nationalization. However, nationalization later evolved into 

„indigenization‟, or Nigerianization of foreign companies. 

During the oil boom in the 1970s Nigeria adopted nationalist 

policies toward foreign investment. In the Second National Development 

Plan (1970-1974), the government had emphasized the need for the 

economy to be directed by Nigerians themselves. A desire to end foreign 

domination of the Nigerian economy was the main factor in the drive 

toward nationalist policies. In 1970, for instance, foreigners dominated 

57.3 percent of manufacturing and processing industries, 100 percent of 

mining and quarrying industries, and 91.3 percent of building and 
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construction industries (see Anyanwu, et al., 1997:39). The Second 

National Development Plan states that: 

The uncompromising objective of rising economic prosperity 

in Nigeria is the economic independence of the nation and 

the defeat of neo-colonialist forces in Africa. […] Nigeria 

will […] quicken its pace of development through the use of 

her own resources instead of relying unduly on external aid. 

This is the only way for an aspiring nation like Nigeria to 

develop at a rapid rate and in the right direction. (cited in 

Enuenwosu & Nemedia, 1980:8)  

 

As a result, the government launched the Nigerian Enterprises 

Promotion Decree (NEPD) No. 5 of 1972, also known as the 

Indigenization Decree, to work toward the goal of increasing indigenous 

ownership. Joseph Adetoro, minister of industry (1972-1974), who is also 

known as „Mr Indigenization‟, notes: 

With it the nation took the very bold but inevitable step to lay 

the foundation of industrialization and to remove by stages 

the already stifling dependence on foreign expertise, foreign 

raw materials, foreign organizational values and foreign 

control of our nation‟s economic life. (Federal Ministry of 

Industry and Technology, 1992:275) 

 

The decree provided guidelines for investment and dictated the 

transfer of equity ownership from foreign investors to domestic actors. 

Schedule 1 of the decree reserved an exclusive monopoly for Nigerians in 

advertising, gambling, electronics manufacturing, bread and candle 

making, road transport, laundering, municipal bus and taxi services, 

media and retail (Beveridge, 1991:309). Schedule 2 of the decree 

restricted foreign participation to 60 percent in domestic air traffic, 

shipping, construction, wholesale distribution, travel agencies, basic 

commodity production, and low-technology manufactured goods, such as 

furniture, cement, matches and household chemicals, if the enterprise‟s 

capital was more than 200,000 naira. If the size of the enterprise was less 

than that, foreign participation was fully banned (Beveridge, 1991:309).  
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Increasing government revenue because of the oil boom also led the 

Nigerian government to increase its involvement in the manufacturing 

sector. Thus, a public-led industrialization strategy was added, while the 

private sector was neglected (Federal Ministry of Industry and 

Technology, 1992:51-2). With the belief that development of 

manufacturing is a major instrument for rapid growth and self-

sufficiency, huge resources were channelled to industry. „[D]irect 

government investment in manufacturing allowed the government to 

exercise almost a complete monopoly in the following sub-sectors: basic 

steel production, petroleum refining, petrochemicals, liquefied natural 

gas, edible salt, flat-steel plants, machine tools, pulp and paper (basic), 

yeast and alcohol, and fertilizer (nitrogenous and phosphatic)‟ (Anyanwu, 

et al., 1997:36). 

Five years later, in 1977, Obasanjo‟s administration applied a 

second round of indigenization. It intensified the 1972 Indigenization 

Decree, by adding film distribution, radio and television operation, 

newspapers and hairdressing to Schedule 1, and reclassifying some sub-

sectors which previously had fallen under Schedule 2, such as travel 

agencies and wholesale, to Schedule 1. For activities falling under 

Schedule 2, the requirement of 40 percent Nigerian participation was 

increased to 60 percent. In addition, Schedule 3 mandated 40 percent 

Nigerian participation for technology-intensive activities, such as 

manufacturing of chemicals, drugs, pottery and metal manufacturing, and 

also the hotel industry and oil-servicing companies (Beveridge, 1991:315-

6). Babangida, a member of the Supreme Military Council (SMC) at the 

time, recalls that there was no disagreement in the SMC on the necessity 

for the government to intervene in the economy (Interview 19/08/2009). 

This indicates how strongly policy-makers in Nigeria at that time 

preferred nationalism over liberal economic policies.  

For Nigeria, the recession in the world economy and the drop in oil 

prices on the world market in the 1980s led to a change in the 

government‟s policy on manufacturing. In 1981, the Nigerian government 

relaxed the Indigenization Decree by reclassifying a number of activities 

from Schedule 2 to Schedule 3 of the 1977 NEPD (Beveridge, 1991:320; 

Metz, 1991). When oil prices continued to decline, in 1985 the 

„government selectively [further] relaxed the Indigenization Decree to 
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encourage foreign investment in neglected areas, such as large-scale 

agribusiness and manufacturing that used local resources‟ (Metz, 1991).  

The structural adjustment program adopted in July 1986 also 

emphasized an export-promotion strategy, to invite more private 

participation and foreign investment. In 1987, the NEPD allowed 

enterprises to increase capital by „the issue of non-voting shares from 

indigenous or foreign sources in spite of the provisions of the 1977 

NEPD‟ (Beveridge, 1991:320). Also, according to Metz (1991), foreign 

investors were allowed to increase their share of ownership in a number 

of other sectors in 1988. Biersteker and Lewis (1997:313) note that in 

1988 a new industrial policy was designed to deregulate and liberalize the 

investment environment, and the Industrial Development Coordinating 

Committee was established to attract more foreign investment. Approval 

and screening procedures for the establishment of new enterprises were 

also streamlined (Beveridge, 1991:321). The Indigenization Decree was 

significantly relaxed in 1989, following an agreement between Nigeria 

and the World Bank on economic reform. The restrictions in Schedules 2 

and 3 were repealed, and only 40 activities in Schedule 1 were left 

(Beveridge, 1991:321). 

Liberalization measures in Nigeria, however, were half-hearted. 

For instance, Bunu Sherif Musa, minister of industry (August 1985 to 

September 1986), notes that during the structural adjustment program 

period, he was impressed by three of the policies for industrialization, 

namely the policy on local sourcing of raw materials, the policy on 

indigenization of key positions in strategic industries, and the policy on 

dialogue with the organized private sector (Federal Ministry of Industry 

and Technology, 1992:276-77). Unlike Indonesia, which eliminated the 

Ministry for the Utilization of Domestic Components from the fifth 

Development Cabinet (1988-1993), Nigeria‟s industrial policy during the 

structural adjustment program made local sourcing of raw materials a 

main strategy for industrialization.  

Bunu Sherif Musa clearly expresses his negative sentiments 

toward foreign participation in the economy: 

However, amongst those entrepreneurs […], some came in 

with the intention of really making Nigeria attain greater 



 
174 Industrialization Policy 

heights, but many others came in to exploit the country. 

Many entrepreneurs placed non-indigenes or non-Nigerians 

in key positions in order to conceal the secrets of business. 

(Federal Ministry of Industry and Technology, 1992:277) 

 

The new industrialization policy responded to the World Bank‟s 

criticism of Nigeria‟s manufacturing development, particularly that there 

was too much resource allocation to large, capital-intensive import-

substituting industries, such as steel, pulp and paper, and petrochemicals 

(Ukwu, 1994:440). The new industrial policy of 1989 limited the role of 

the public sector to: 

 Encouraging private-sector participation by privatizing 

government holdings in industry 

 Playing a catalytic role in establishing new core industries 

 Improving the regulatory environment 

 Improving the country‟s investment climate 

 Establishing a clear set of industrial priorities 

 Harmonizing industrial policies at federal, state and local 

levels of government (Federal Ministry of Industry and 

Technology, 1992:64) 

 

However, the achievements of the SAP and the 1989 

industrial policy were disappointing. Instead of increasing private 

investment, the share of public investment in GDP in the 1980s 

increased.  

 

Industrialization Policy in Indonesia 

In Indonesia, industrialization started with nationalist-protectionist 

measures. In 1951 Sumitro Djojohadikusumo, minister of trade and 

industry, introduced the Economic Urgency Plan (Rencana Urgensi 

Perekonomian), also known as the Industrial Urgency Plan or the Sumitro 

Plan. The plan emphasized the need for government to take control and 

ownership of the economy, particularly key industries. There was also the 

Benteng program to protect and increase the role of indigenous people or 
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pribumi (see Chalmers, 1990:6). Moreover, in the late 1950s many 

foreign companies were nationalized.  

However, Indonesia‟s industrialization policy changed 

substantially after the collapse of the Sukarno administration. Challenged 

with economic deterioration and insufficient government revenue, 

Indonesia at the beginning of Suharto‟s New Order adopted a liberal 

economic policy. In terms of investment policy, for instance, Mohammad 

Sadli, chairman of the Technical Team for Investment (Tim Teknis 

Penanaman Modal) from 1967 to 1973, notes that the New Order 

government considered FDI to be crucial, since the country lacked 

domestic savings for capital investment. At this time, foreign loans were 

the main source of funds to achieve macroeconomic stability and to 

rehabilitate the economy (Sadli, 1993: 43).  

The government launched a new Foreign Investment Act in 1967. 

This included a guarantee  that foreign firms would not be nationalized. 

The government also returned many foreign firms, which had been 

nationalized during the Sukarno period, to their former owners. For 

domestic investors, the government also launched the Domestic 

Investment Act in 1968. Together, the two investment acts provided quite 

a strong legal basis for investors to become involved in the Indonesian 

economy. The acts provided for a wide range of incentives, such as tax 

holidays and exemption of import duties, as well as exemption of sales 

taxes on capital goods (Pangestu, 1996:152).  

At the time, Sadli notes, there was not much competition from 

other countries to attract FDI. Also, there was no requirement for foreign 

investors to have domestic partners to invest in Indonesia, while other 

countries such as Thailand and the Philippines required such a partnership 

(Sadli, 1993:43). In addition, tax holidays, opportunities to exploit natural 

resources, and abolition of foreign-exchange controls made Indonesia an 

attractive destination for foreign investment (Sadli, 1993:43).  

Similar to Nigeria when the oil windfall started in the early 

1970s, Indonesia‟s industrialization strategy changed substantially. 

„[I]ndustrialization was accelerated because of a combination of import-

substitution policies, regulation of investment and increasing state 

ownership‟ (Pangestu, 1996:118). Pangestu also notes that interventions 
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in industry were motivated not only by the aim to develop infant 

industries, but also to increase value added, to increase industrial 

linkages, and to deepen industrial structure. 

In January 1974, the government issued policy changes in foreign 

direct investment. According to Prawiro (1998b:222): (1) every foreign 

investment had to be in the form of a joint venture with a pribumi 

(domestic indigenous) partner; (2) foreign investors had to shift 51 

percent of their ownership to their Indonesian partner within ten years; (3) 

if the partner was not a pribumi this 51 percent ownership had to be sold 

through stock markets, with at least 50 percent to be sold to pribumi; (4) 

to protect existing investments, many sectors were closed to new 

investment; and (5) state-owned banks were instructed to limit the 

granting of credit to pribumi only. At the end of 1973, Bank Indonesia 

introduced two new schemes to provide credit to indigenous small-scale 

enterprises, namely small investment credit (KIK, Kredit Investasi Kecil) 

and permanent working capital (KMKP, Kredit Modal Kerja Permanen) 

(Poot, Kuyvenhoven, & Jansen, 1990:211).  

The spirit of nationalism was very intense during this period. 

Besides increasing government revenue from oil money, the rise of 

nationalist sentiment was also driven by dissatisfaction among the 

pribumi group, and ultimately resulted in the January 1974 tragedy. The 

tragedy, usually referred to as the Malari Incident, or simply Malari 

(Malapetaka Januari), was a series of large-scale anti-Japanese riots. 

These riots happened when Japanese Prime Minister Kakuei Tanaka 

visited Indonesia in January 1974. People were dissatisfied because of 

foreign (Japanese) and ethnic Chinese domination over the economy. In 

the riots, hundreds of cars were burned, shops looted, and a day later a 

dozen looters were killed (Robison, 1986:164-8; Schwarz, 2004:34). The 

changes in government policy were mainly a response to the pressure of 

the Malari Incident.  

Oil money also moved the Indonesian economy toward 

nationalist policies because it strengthened the position of Pertamina, 

Indonesia‟s state oil company. General Ibnu Sutowo, president-director of 

Pertamina since 1957, was well known as an aggressive state entrepreneur 

(Lewis, 2007:103; Prawiro, 1998b:141). With the first oil windfall, and 

given its relative autonomy from government control, Pertamina 
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expanded investment into many economic sectors. Rather than limiting its 

investments to oil-related activities, such as petroleum exploration, 

production, refining and marketing, Pertamina also became involved in 

steel production, insurance, hospital, air services, telecommunications, 

rice production, frozen foods and tourism (Lewis, 2007:104; Prawiro, 

1998b:141-2). Pertamina‟s expansion signalled the rising power of 

military officers in Indonesia‟s economy.  

After the second oil windfall in 1979, in the wake of the Iranian 

revolution and the Iran–Iraq war, the technicians in the government, led 

by Habibie, who were in favour of technological development and 

promotion of large-scale industry, put forward their nationalist projects. 

As noted by Lewis (2007:109), the government spent more than US$ 19 

billion to expand the steel and LNG industries, together with electricity 

generation, refining, mining, aluminium, petrochemicals, 

telecommunications, pulp and paper, fertilizers, and cement. In addition, 

„Policies for licensing, contracting, credit, and procurement were 

nominally intended to favour small and medium firms and to foster 

pribumi enterprise. […] High-tariff and nontariff barriers were intended to 

insulate import-substitution activities‟ (Lewis 2007:109). Moreover, 

Lewis notes, the oil windfall also provided the opportunity to increase 

popular subsidies, the defence budget, public-sector salaries, funding for 

military-controlled businesses, and patronage.  

The State Secretariat (Sekretariat Negara, or Setneg), which had 

the authority to tender and implement projects, played a crucial role in 

channelling the extra resources. Unfortunately, the resources were 

channelled to patrons such as senior military officers, ethnic Chinese 

associates, and the president‟s family (Lewis 2007:110). Suharto‟s family, 

for instance, hijacked protectionist policies by their rent-seeking 

behaviour, which included acquiring privileges in public utilities projects, 

such as in transportation, telecommunications and the state electricity 

company (PLN) (Robison & Hadiz, 2004:77-80).  

When the economy slowed down because of decreasing oil 

prices, the Indonesian government started a series of deregulation 

measures in 1983. Kuncoro and Resosudarmo (2006:346) view this 

deregulation as a voluntary structural adjustment program, with the main 
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goal being to develop and to diversify non-oil sectors of the economy, 

particularly manufacturing and agriculture. An immediate response was to 

devalue the rupiah in order to boost export competitiveness, and to reduce 

food and fuel subsidies (Lewis 2007:113). The taxation system was 

simplified to earn more revenue from non-oil sectors, and a value-added 

tax (VAT) was introduced (Lewis 2007:113; Prawiro 1998b:334-6). In 

trade, the government simplified export/import approval procedures, gave 

exporters greater freedom in the use of their export proceeds, provided 

subsidized export credit, and reduced import tariffs significantly 

(Kuncoro and Resosudarmo 2006:346). The national customs service was 

suspended and their operations taken over by the Société General de 

Surveillance (SGS), a Swiss-based foreign contractor (Lewis 2007:113; 

Kuncoro and Resosudarmo 2006:346).  

In investment, the procedures for approval of foreign investments 

were simplified by reducing the number of required documents from 26 to 

13, which cut processing time from more than six months to less than two 

months (Kuncoro & Resosudarmo, 2006:346). In May 1986, new 

investment policies were introduced: (1) foreign ownership was allowed 

up to 95 percent; (2) wider financial access for joint-venture investment; 

(3) investment licenses could be granted for up to 30 years; and (4) no 

VAT on imported capital (Prawiro, 1998b:384). Further, in 1989 the 

Negative Investment List (DNI) replaced the Investment Priority List 

(DSP), which meant that investors could be involved in more than one 

economic sector (Prawiro, 1998b:385).  

In the financial sector, the credit ceiling was eliminated for every 

bank, interest rates were liberalized, and taxes on interest, dividends, and 

royalties for deposits in foreign currency in state-owned banks were 

eliminated (Lewis 2007:113; Prawiro 1998b:316). To ease possible 

liquidity problems that might be triggered by the financial liberalization, 

the government issued Indonesian Treasury certificates (Sertifikat Bank 
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Indonesia, or SBI), a discount window,
23

 and promissory notes (Surat 

Berharga Pasar Uang, or SBPU) in 1984 and 1985 (Prawiro 1998b:317). 

Further financial deregulation took place in 1988. The 

government launched the „October 1988 package‟ (Paket Oktober 1988, 

or Pakto), which was designed to develop the banking sector. Foreign 

banks were allowed to open branches in six major cities outside Jakarta; 

the reserve requirement to establish a domestic bank was reduced from 15 

percent to 2 percent; the monopoly on deposits of state-owned enterprises 

by state-owned banks was reduced; and a longer term for monetary 

instruments was allowed (Prawiro 1998b:342-3). In addition, the stock 

market was liberalized by easing requirements for listing equities and 

allowing a wider range of brokerage activities; and regulations on venture 

capital, insurance and nonbank financial activities were eased (Lewis 

2007:116).  

The high costs of the government‟s import-substitution strategy 

were increasingly questioned. Several big projects were cancelled or 

postponed due to the austerity measures. Hartarto, minister of industry 

(1983-1993), also came out in favour of deregulation measures (Pangestu, 

1996:126). Moreover, Pangestu notes that the 1988 cabinet was strongly 

liberal because the Ministry of Industry (in spite of their usual 

interventionist preference) supported the lobby for the deregulation 

policies advocated by the economist-technocrats in the cabinet. In 

addition, the Ministry for the Utilization of Domestic Components, which 

had increased protective measures in the previous period, was eliminated 

from the cabinet (Pangestu, 1996:127). 

 

 

 

 

 

                                                                                                          
 23 This is a monetary instrument that allows eligible institutions to borrow from 

the central bank, usually on a short-term basis, to meet temporary shortages of 

liquidity caused by internal or external disruptions. 

 24 At a National Economic Stabilization Board meeting, December 1973, the 

president approved the initiative of the governor of Bank Indonesia to introduce a 
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Significance of Policy Elites’ Personal Background 

Indonesian Policy Elites 

After the collapse of the economy in mid-1965, the New Order was 

installed. A group of US-trained economists from the University of 

Indonesia helped to design economic stabilization policies at the onset of 

the Suharto regime in 1966. They were proponents of conservative 

market-oriented policies (Kuncoro & Resosudarmo, 2006:343), but they 

were not committed to laissez-faire economics (Basri & Hill, 2004:644). 

During the stabilization period (1966-1972), the role of these economists 

was quite fundamental in designing and implementing economic policies. 

Important to note here is the role of Mohammad Sadli, who was assigned 

to promoting investment after the enactment of the Foreign and Domestic 

Investment Acts in 1967 and 1968 respectively. He was appointed the 

first chairman of the Technical Team for Investment (Sadli, 1993:41).  

Besides Sadli, another figure who played an important role in 

designing FDI policies is Abdoel Raoef Soehoed. When the New Order 

started, Soehoed was asked by Sanusi Hardjadinata, senior minister of 

industry and development, to help him as a minister‟s advisor. In that 

capacity he was involved in the return of foreign companies that had been 

nationalized during the 1950s, such as Goodyear to its American owners 

and Heineken to its Dutch owners. He was also appointed a member of 

the Technical Team for Investment, which became the Investment 

Coordinating Board (Badan Koordinasi Penanaman Modal, or BKPM). 

Under Sadli‟s coordination, Soehoed was in charge of foreign capital 

investment and Sri Pamungkas of domestic capital investment (Soehoed, 

2001:203). The Foreign Investment Act was then enacted in 1967 and 

became an important measure driving Indonesia to economic 

liberalization. When the BKPM was established, Soehoed was appointed 

deputy director. Enactment of the Foreign Investment Act fundamentally 

reversed the anti-foreign paradigm of the previous regime.  

Even though Indonesia had embarked on an open-door policy, the 

government was very active in promoting industrialization. This is not 

surprising if we look at who was in charge of the cabinet. An important 

person behind industrialization in Indonesia was Sumitro 

Djojohadikusumo. Born on 29 May 1917 at Kebumen, Central Java, 

Raden Mas Sumitro Djojohadikusumo is one of the principal architects of 
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Indonesia‟s post-colonial economy. He had held several important 

economic portfolios since Indonesian independence. During Sukarno‟s 

period, Sumitro was three times cabinet minister. In the Natsir cabinet 

(September 1950 to April 1951), he was minister of trade and industry. 

He was then appointed minister of finance in the Wilopo cabinet (April 

1952 to July 1953) and the Burhanudin Harahap cabinet (August 1955 to 

March 1956).  

Because of his involvement in the Pemerintah Revolusioner 

Republik Indonesia (PRRI) rebel movement, he stayed out of the country 

from 1958 to 1967. During that period, he became an economic advisor in 

Malaysia, Thailand, Hong Kong, France and Switzerland. He had 

returned to Indonesia just after Sukarno stepped down and the New Order 

was installed. Suharto immediately appointed him a member of the 

Economic Advisory Team for the President. He then became minister of 

trade in the first Development Cabinet (1968-1973) and minister of 

research in the second Development Cabinet (1973-1978).   

Sumitro‟s important role in shaping industrialization policy in 

Indonesia is related to the fact that there were very few Indonesian 

economists in the country in the early independence period. According to 

Thee (2010:38), „In the early 1950s there were only two qualified 

economists, Muhammad Hatta and Sumitro Djojohadikusumo, who had 

both studied at the Nederlandse Economische Hogeschool (Netherlands 

School of Economics) in Rotterdam‟. Other economic policy-makers at 

the time, such as Sjafruddin Prawiranegara, Djuanda Kartawidjaja, Yusuf 

Wibisono and Ong Eng Die, had no formal training in economics.  

Sumitro was a socialist who advocated an active role of the 

government in the economy. In the early 1950s, he was a proponent of 

direct investment by the government, to counter the domination of foreign 

investment (see Thee, 2010:51-2). In addition, when he was minister of 

trade early in the New Order, he advocated an active role of the 

government in industry. Ian Chalmers (1996:178), for instance, notes how 

Sumitro supported protection of the auto industries of the late 1960s. As 

minister of trade, Sumitro banned the import of luxury cars in 1968 and 

limited the role of foreign capital through licensing for auto production in 

1969, so that local industry could grow while also saving foreign reserves. 
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Therefore, all automobile assemblers were owned by Indonesians, even 

though licensed by foreign (particularly Japanese) firms (Thee & 

Yoshihara, 1987:330-1). Suhadi Mangkusuwondo considers Sumitro as 

someone who was always concerned about the position of domestic 

producers relative to foreign companies. This was significantly different 

from his successors at the Ministry of Trade, such as Radius Prawiro, who 

was more pragmatic (Interview 28/08/2008). Sumitro‟s socialist-

nationalist views seem clearly to be related to his educational background, 

as seen below. 

Having graduated from Hogere Burger School (HBS, the top 

form of secondary education) in Batavia, Sumitro went to Rotterdam in 

1935, where he studied at the Nederlandse Economische Hogeschool 

(Netherlands School of Economics) and earned his bachelor‟s degree in 

1937. He then studied philosophy, French and literature at the Sorbonne 

in Paris (1937-1938). After this he returned to the Netherlands in 1938 

and earned his master‟s degree at the Netherlands School of Economics in 

1940. During his time in Paris, he joined a socialist group and met with 

André Malraux, Jawaharlal Nehru, Henri Bergson and Henri Cartier-

Bresson. At the age of 25 years, Sumitro defended his doctoral thesis, 

entitled The People’s Credit System during the Depression, in 1943. 

During his studies in the Netherlands, the Nazi oppressors attacked the 

Netherlands. Sumitro, working in the coal distribution services, took part 

in helping Dutchmen in hiding by passing on coupons (Cnossen, 1995). 

When he returned to Indonesia in early 1946, Sumitro discarded his noble 

traditional title of Raden Mas. He joined Sutan Sjahrir in Indonesia‟s 

Socialist Party, PSI, whose core support at the time consisted of 

Indonesian intellectuals. 

The role of persons in charge of the Ministry of Industry cannot 

be neglected. General Mohammad Yusuf, born in Bone Selatan, South 

Sulawesi, on 23 June 1928, was minister of industry in the first and 

second Development Cabinets (1968-1978), and then became an active 

military officer. He held several military commands during the 

revolutionary and the Sukarno periods. Together with Amirmachmud and 

Basuki Rahmat, Yusuf arranged the Surat Perintah Sebelas Maret 

(Supersemar), which authorized Suharto to take over power from Sukarno 

and start the New Order. He was the only military officer to occupy an 
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economic post in Suharto‟s first Development Cabinet (1968-1973). 

Suharto‟s choice may have been designed to guarantee the involvement of 

the military, whereas the other economic posts were dominated by FEUI 

economists. However, Yusuf got along very well with the economists in 

the cabinet (Interview 29/11/2008). When he was minister of industry, 

General Yusuf also followed the guidelines of development, which were 

mainly written by the economists. Trained and raised in the military, 

Yusuf did not have much experience or vision of how to industrialize 

Indonesia. However, he could rely on his general secretary, Barli Halim, 

an FEUI economist who had earned his degree from the University of 

California, Berkeley (see Sumarkidjo, 2006:121).  

During Yusuf‟s tenure, the government tried to establish several 

industries, such as fertilizers, cement and textiles. These were industries 

that were proposed by the economists, led by Widjojo Nitisastro, to 

support agricultural development and to meet the demand for domestic 

clothing. During the early period of the New Order, there was a challenge 

of high food prices and insufficient domestic food production. To increase 

production, fertilizers, pesticides and agriculture-supporting machinery 

were offered to farmers at subsidized prices. To accelerate infrastructure 

development, such as irrigation, the cement industry was developed. The 

government also took an active role in meeting social needs, such as 

demand for clothing and building materials. During this period, besides 

its open-door policy, the government was directly involved in 

industrialization through development of state-owned enterprises.  

In the 1970s, protectionist schemes such as KIK and KMKP
24

 

were also advocated by the economists, particularly those from the central 

bank (BI). BI officials, such as Rahmat Saleh and Arifin Siregar, were 

generally close to the FEUI economists, not only professionally but also 

personally. Interestingly, among the economists‟ team, these BI officials 

have significant differences compared to other team members, such as 

 

                                                                                                          
 24 At a National Economic Stabilization Board meeting, December 1973, the 

president approved the initiative of the governor of Bank Indonesia to introduce a 

special scheme for pribumi entrepreneurs called small investment credit (KIK) 

and permanent working capital credit (KMKP).   
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Widjojo, Ali Wardhana and Sumarlin. In terms of education, they were 

not trained in the United States. Rahmat Saleh earned his bachelor‟s in 

economics from FEUI, while Arifin Siregar earned his master‟s and PhD 

degrees in the Netherlands and Germany.  

It is interesting that the non-economist Soehoed, minister of 

industry from 1978 to 1983, has been widely regarded as a forceful and 

articulate advocate of the structural approach to industrialization, an 

approach preferring an active role for the state. During the New Order, 

Soehoed was associated with the CSIS group, particularly with Sudjono 

Humardhani and Ali Murtopo, the main rivals of the FEUI economists in 

economic policy-making. It is true that Soehoed advocated a structural 

approach in development, such as introducing subcontracts and 

partnerships (bapak angkat) for small-scale industry in 1981 (Chalmers, 

1990:13). Soehoed argues the importance of state-owned enterprises in 

developing basic industries: 

It is evident that within private national enterprises, there are 

few companies currently able to become a partner of 

sufficient weight when facing multinational companies – 

apart from the public corporation. The size, staffing and 

„stature‟ of the public corporation, apart from financial 

support of the government, clearly makes it the single entity 

that can face up to the multinational corporation today in the 

development of basic industries. (Soehoed, 1982:55) 

 

Soehoed was not against foreign investment, however. He believed 

foreign investment was needed to solve the problems of insufficient 

capital and inadequate technology. Increasing foreign investment in the 

late 1960s and early 1970s was partly due to the policy he implemented 

when he was on the Technical Team for Investment and the Investment 

Coordinating Board (BKPM). When the 1974 Malari riots occurred, he 

was deputy chairman of BKPM, and was blamed for the growing foreign 

investment from Japan that dominated the domestic economy. Soehoed 

also strongly defended tax holidays for foreign investors, when the 

government wanted to delete this in 1971 (Soehoed, 2001:218). His 

experience in the private sector, before joining Indonesia‟s New Order 

government, seems to have influenced his ideological stance: the aim of 
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increasing indigenous participation while recognizing the need for foreign 

investment. Since 1978, when Soehoed became minister of industry, 

measures to increase private and foreign participation have never been 

fully abolished.  

  The process toward liberalization went further with the 

appointment of the fourth Development Cabinet in 1983. The new 

minister of industry, Hartarto Sastrosoenarto, understood that the 

government could no longer rely on oil money for industrialization. He 

believed there was an emergency situation that required inviting private 

participation in industrialization. Therefore, Hartarto said that 

deregulation was a necessary step to take before the private sector would 

be willing to step in. According to him, the private sector will step back if 

there is too much regulation, and therefore it is better not to have too 

much regulation, which may create a high-cost economy (Interview 

28/11/2008).  

Even though Hartarto did not get along very well with the FEUI 

economists, basically there was not much difference in their policy stance, 

particularly regarding deregulation measures. They agreed on the 

importance of creating a business climate that was conducive to 

industrialization. Interestingly, Hartarto was an engineer and a career 

bureaucrat in the Department of Industry before he occupied the top-level 

position in the department. He graduated as a chemical engineer from 

New South Wales University in Australia, and has usually been portrayed 

as an opponent of the economists in policy-making. Hartarto‟s standpoint 

of advocating private participation seems to have come from his 

experience in managing several state-owned enterprises. He got this 

experience by being a participant in a management training program to 

fill management positions in nationalized firms in the late 1950s 

(Interview 28/11/2008).  

Finally, I want to highlight the role of Johanes Baptista Sumarlin, 

minister of finance from 1988 to 1993. Sumarlin, who came from a 

peasant family in Blitar, was probably the most important person in the 

mid-1980s in Indonesia‟s economic liberalization process. During his 

tenure as minister of finance, Indonesia inaugurated a drastic financial 

liberalization through monetary deregulation on 27 October 1988, known 
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as Pakto 1988, which led to a controversially huge credit expansion. The 

deregulation eased the entry of private and foreign participation in the 

banking sector. The increasing role of private and foreign banks led to the 

infusion of more credit for the manufacturing sector and maintained the 

growth of gross capital accumulation.  

Sumarlin‟s liberal ideology seems to have come from his 

education and his experience in managing the Indonesian economy from 

the beginning of the New Order. He was trained as an economist at the 

Faculty of Economics, University of Indonesia (FEUI) in 1954, a junior 

of Widjojo Nitisastro. His friendship with Widjojo was strengthened at 

the University of California, Berkeley, where he earned his master‟s 

degree in 1960. After that he became a lecturer at FEUI. He then 

continued his studies at the University of Pittsburgh in Pennsylvania, 

USA, obtaining his PhD in 1968 with a thesis entitled Some Aspects of 

Stabilization Policies and Their Institutional Problems: The Indonesian 

Case 1950-1960. In 1970-1973, Sumarlin was secretary of the monetary 

board and a deputy on the National Development Planning Board 

(Bappenas), with responsibility for fiscal and monetary policy. During 

Suharto‟s period, his career was very good; he held many ministerial 

posts, including vice-chairman of Bappenas (1973-1982), minister of state 

apparatus (1973-1983), minister of planning and national development 

(1983-1988), chairman of Bappenas (1983-1988), minister of education 

ad interim (1985), and minister of finance (1988-1993) 

(TokohIndonesia.com, 2004).  

   

Nigerian Policy Elites 

In the wake of independence, Nigeria‟s economic policy was liberal, 

allowing full foreign participation in the economy. However, the seed of 

economic nationalism had already grown during this period, pioneered by 

Chief Obafemi Awolowo. Awolowo, a Yoruba, was known as a leader of 

the Action Group, a political party. He also served as premier of the 

Western Region (1954-1959). After Nigeria‟s independence, he led the 

opposition in the government, because his party lost the 1959 federal 

parliamentary elections. In 1962 he was tried and then jailed until the 

First Republic collapsed. Therefore, in the early days of independence, 

Awolowo did not have the opportunity to manage the Nigerian economy. 
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However, when Gowon took power in 1966, Awolowo was released from 

prison and was invited to join the cabinet as federal commissioner of 

finance. He remained in this position until 1971, when the Biafran war 

ended. One of his legacies was his ability to manage Nigeria‟s finances 

throughout the costly civil war without borrowing a single kobo from 

foreign countries (Federal Ministry of Industry and Technology, 

1992:274). In managing the economy, Awolowo was a typical fiscalist or 

Keynesian economist, who believed in the use of fiscal policies to 

promote economic development (Bamisaye, 2002:376). In terms of 

industrial development, like Sumitro in the 1950s in Indonesia, Awolowo 

advocated nationalist economic ideas and an active role of the 

government in the economy.  

Awolowo‟s nationalist sentiments likely came from his 

experience as an outstanding leader of Nigeria‟s independence movement. 

He was born on 6 March 1909 in Ikenne, present-day Ogun State. He was 

educated at Anglican and Methodist schools in Ikenne and at Baptist 

Boys‟ High School in Abeokuta, Western Nigeria. He then attended 

teachers training courses at Wesley College in Ibadan. In 1939, he studied 

part-time and earned a bachelor‟s of commerce in 1944. In June 1940, he 

was secretary of the Ibadan branch of the Nigerian Youth Movement, and 

in 1943 he was one of the founders of the Trades Union Congress of 

Nigeria (Olson & Shadle, 1996:89). He then went to London to study law, 

finishing in 1947. In the early 1950s, Awolowo established the Action 

Group, a political party that aimed to guarantee freedom for all and that 

promised a better life for Nigerians. Awolowo believed that to make the 

country great, Nigeria must first achieve economic freedom; otherwise the 

economy would fail (Odey, 2002:343). In 1951, he won the regional 

elections and became chief minister of the Western Region, which was 

the first self-governing region before Nigerian independence (Olson & 

Shadle, 1996:89). Together with Nnamdi Azikiwe, an Igbo politician, he 

demanded self-government for Nigerians during the constitutional 

convention in 1953 (Olson & Shadle, 1996). 

Another person important for Nigeria‟s industrialization policy is 

Philip Asiodu, who was twice permanent secretary of the Federal 

Ministry of Industry. The first term was from April to June 1965. In this 
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period, as acting permanent secretary, he implemented the separation of 

industry from the Federal Ministry of Commerce and Industry into the 

Federal Ministry of Industry. He not only designed the structure of the 

new ministry, but also identified industrial programs in preparation for the 

Second National Development Plan (1970-1974) (Federal Ministry of 

Industry and Technology, 1992:281). His next assignment at the Ministry 

of Industry was following the military coup in January 1966. He was 

permanent secretary at the ministry from January 1966 to January 1971. 

In this position he continued to design industrial programs.  

In 1969 at the conference on National Reconstruction and 

Development in Nigeria, for preparing the Second National Development 

Plan, Asiodu presented Planning for Further Industrial Development in 

Nigeria. In this paper, he notes that in the industrial sector, foreign private 

investment had been dominant, and if the situation continued, it would 

lead to serious economic and political problems (Asiodu, 1969:14). 

Therefore, he said: 

It is imperative that Nigerians own some of the equity of the 

manufacturing firms and retain some of the profits. Politically 

the situation will be untenable if within a decade when 

industry should be much more important the bulk of the 

investments are held by foreigners and largely absentee 

owners. It is at this initial stage that a policy should be set in 

the mutual interest of investors and Nigerians allowing the 

latter to acquire a significant stake. (Asiodu, 1969:14) 

 

The desire for greater Nigerian participation in the economy grew 

stronger in the 1970s. In fact, the goal of economic nationalism was 

widely shared by most members of Nigeria‟s policy elites. In the 1970s, 

there was almost no resistance from the policy elites against the strong 

pressure for indigenization of foreign capital. The economic situation at 

that time, which was dominated by foreign companies, raised demands 

for more domestic participation. Therefore, the aspiration for greater 

participation was accommodated in the Second National Development 

Plan, and then realized in the 1972 Indigenization Decree. 

Philip Asiodu was born in a bureaucratic family. His father was a 

civil servant in the customs services during the colonial period, and had 
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lived in Lagos since 1921. His parents came from Asaba, an Igbo-

speaking area that is now the capital of Delta State. Asiodu, however, 

thinks of himself as a Lagosian since he was born on 26 February 1934 in 

Lagos, the biggest city in Nigeria. He had experienced living several 

years in Calabar, a big city in the east, following his father, who was 

transferred there. However, when he was ten, his father was transferred 

back to Lagos. He thus grew up in what was then the capital of Nigeria, 

until graduating from King‟s College in 1952 (Interview 08/06/2009). 

After that he moved to England to pursue his studies at Queen‟s College, 

Oxford University, where he read philosophy, politics and economics. 

Previously he had wanted to study law, because he had an interest in 

politics and he thought politics would go better with law than with 

engineering (Interview 08/06/2009). After finishing his MA at Oxford in 

1956, he stayed in London for a few years before returning to Nigeria, 

where he joined the Nigerian civil service. Like Sumitro and Awolowo, 

Asiodu was trained in Europe, which has a strong socialist tradition. 

Moreover, his background in philosophy, politics and economics may 

have persuaded Asiodu to use state power to change established 

ownership and to further develop Nigeria‟s manufacturing sector.  

The position of minister of industry in Nigeria was rarely 

occupied by technocrats, or even persons with basic training in 

economics. From 1966 to 1998, there were 18 ministers of industry, but 

not one was trained as an economist. They mainly came from the military, 

or from an academic background in engineering or public administration, 

all of which usually prefer state intervention in the economy. When 

Babangida introduced the structural adjustment program in 1986, he 

brought forward a few technocrats with an economics background, such 

as Chu Okongwu, Kalu Idika Kalu and Olu Falae. However, the position 

of minister of industry continued to be filled by non-economists. Bunu 

Sherif Musa, minister of industry in the 1980s, for instance, trained as an 

engineer. 

Bunu Sheriff Musa was born in Maiduguri on 15 January 1947. 

He studied at a Qur‟anic school for his primary education. He then 

attended government secondary school in Maiduguri from 1963 to 1967. 

He studied at the Federal School of Science in Lagos from 1967 to 1970, 
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before enrolling at Ahmadu Bello University in Zaria. At that university, 

he obtained his bachelor‟s of engineering, with a specialization in civil 

engineering, in 1973. He was among the pioneers of the National Youth 

Service Corps (NYSC
25

)
 
from 1973 to 1974, and was posted to Lagos 

(Sheriff, 2004). In 1974 Bunu Sheriff Musa was then posted to the Chad 

Basin Development Authority (CBDA) as an irrigation engineer. In 1978 

he was awarded an overseas scholarship to study irrigation engineering at 

the University of Southampton. After obtaining his master‟s degree there 

in 1980, he returned to serve at the CBDA, where he was promoted in 

1982 to general manager of the Authority (Sheriff, 2004). When 

Babangida came to power in 1985, he appointed Bunu Sheriff Musa 

minister of industry. He was in the position only one year, but it was 

during a critical period, when Nigeria adopted the World Bank‟s 

structural adjustment program. Bunu Sheriff Musa was also one of the 

ministers who occupied a position in Babangida‟s cabinet until the 

dissolution of the Federal Executive Council in 1993. From the Ministry 

of Industry, he was deployed to the Ministry of Mines, Power and Steel in 

1986, to the Ministry of Aviation in 1989, to the Ministry of Water 

Resources in 1990, and finally to the Ministry of Labour, Employment 

and Productivity (Sheriff, 2004).  

   

Conclusion 

This chapter has discussed the second turning point of economic 

divergence between Indonesia and Nigeria, namely the early 1980s. In the 

1970s, funded by increasing oil revenue, Indonesia and Nigeria both 

adopted an import-substitution strategy to develop industry. However, 

when oil revenue decreased, both countries had to alter their 

industrialization policies. Indonesian policy-makers adopted a series of 

liberalization measures for export-oriented industries. These changes not 

only maintained manufacturing performance, but also increased it. By the 

 

                                                                                                          
25 The NYSC, introduced in 1973, was a program designed for new Nigerian 

graduates to take part in the development of the country. The new graduates have 

to serve for one year in a city that is not their city of origin, and are expected to 

mix with people from other tribes and social origins so that they can bring unity 

to the country. 
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end of the 1980s, manufacturing had become the engine of exports of the 

Indonesian economy. Nigeria, with similar pressure on its balance of 

payments because of decreasing oil revenue, attempted to liberalize the 

economy through a structural adjustment program and alter the 

industrialization strategy to make it more export oriented. However, the 

structural adjustment was half-hearted. Sudden liberalization and 

inefficient devaluation put even more pressure on industry, which still 

very much relied on imported raw materials. In addition, Nigerian 

economic policy-makers during the period still believed in an active role 

of government in the economy. Instead of decreasing capital expenditure 

on industry, for instance, the government chose to increase it.  

It is sometimes suggested that government intervention was an 

important factor behind the success of industrialization in Indonesia, and 

not merely the liberalization measures. It is true that we cannot neglect 

the strong growth of the country‟s heavily protected industries, such as 

plywood and automobiles. Timber industries, such as plywood and 

furniture, were a major contributor to Indonesian exports. A ban on export 

of raw timber increased furniture and plywood production. The 

automobile industry, which was also highly protected through a ban on 

imported cars, with the ban changing into a 170 percent tariff in 1993, 

also grew significantly to meet domestic demand. This chapter shows that 

there was nevertheless a significant reduction of the Indonesian 

government‟s role in the economy. It is not only that government capital 

expenditure allocated to industry was decreasing, there was also an 

increasing role in industrial investment for private and foreign 

participation.  

Although Nigeria‟s economic problems are sometimes blamed on 

policy inconsistency as a result of elite fragmentation, on the issue of 

economic nationalism there was in fact strong and consistent agreement 

among political elites and technocrats alike. Among the policy elites, 

there was a strong desire for national economic independence. There was 

not much room for liberal economists to influence Nigeria‟s economic 

management; the only time they had some room for manoeuvre was 

during the structural adjustment program, and that lasted less than four 

years. The nationalist economic views of Nigerian policy-makers 
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contrasted with Indonesian policy-makers, who pragmatically liberalized 

the economy moving toward the market mechanism. 

The educational background of policy-makers is powerful in 

explaining their ideology. Those who advocated nationalist-protectionist 

measures were usually those who were trained in Europe or in their home 

country. A similar phenomenon can be seen in Nigeria; those advocating 

protectionist measures were mainly educated in the United Kingdom and 

Nigeria. The 1970s policy-makers in Nigeria, such as Awolowo and 

Philip Asiodu, were trained in Europe. Europe‟s strong socialist tradition 

may have influenced their ideas of nationalism. Moreover, economic 

conditions at the time, when foreign companies dominated the Nigerian 

economy, led them to advocate nationalist measures. In the 1980s, there 

were not many changes in Nigeria‟s economic policy-makers. They were 

still fragmented and there were only a handful of trained economists in 

the economic policy arena. The advocates of economic reform through 

structural adjustment held posts only at the Ministry of Finance and the 

Ministry of Planning. The remaining economic policy-makers were not 

fully convinced by the liberalization agenda. Civil servants, for instance, 

were quite reluctant to carry out the reforms decided by the minister of 

finance as well as the president. Moreover, during the structural 

adjustment program, the economists did not stay long enough in the 

government to manage the reforms.  

In Indonesia, by contrast, economic policy-making was controlled 

by US-trained economists who had been influenced by pragmatic liberal 

economic thinking. Moreover, not only those who were trained as 

economists advocated economic liberalization; those with an engineering 

background also recognized the important role of private participation. 

Not only the economists, but the engineers as well, who were usually 

associated with state intervention in the economy, understood that they 

could no longer finance the protectionist measures and needed to invite 

private and foreign participation. This standpoint may have been 

strengthened by direct experience of state intervention. For example, they 

had experienced the deregulation measures conducted in Indonesia in the 

1960s and 1970s, such as devaluation, that improved the competitiveness 

of Indonesian products, and this experience may have made them less 

resistant to liberalization.   



 

 

 

 

 

 

 

 

 

 

Chapter 7 
 

 

 

 

 

Elites and Economic Policy: 

Conclusion 
 

 

Economic progress of a country has often been associated with policies 

driven by institutions, such as rule of law, organizational capacity, and 

social fragmentation. Such a notion suggests that without supportive 

institutional arrangements, an economy will fail to progress. Very little 

attention has been given to the actors who design the policies. The ability 

of the actors to act independently, with free choice, and their ability to 

manoeuvre within institutional arrangements, have been largely 

overlooked. This study shows the role of policy-makers’ background in 

shaping economic development in the developing world. I show how 

important the personal background of the top authorities in economic 
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policy-making can be for economic development. Comparing the cases of 

economic development in Indonesia and Nigeria, I show that a contrast in 

economic performance arose under roughly similar institutional 

arrangements, and that contrast arose from the response of policy-makers 

to institutional challenges. Without neglecting the role of institutional 

arrangements in shaping policy decisions, I argue that knowledge and 

beliefs accumulated by policy-makers through their life experience and 

educational training were decisive for the course of development.  

The two countries being compared, Indonesia and Nigeria, show 

similarities in many respects, ranging from geography to social and 

political challenges, but they grew differently. Both are located in a 

tropical area, have the largest population in their respective region, have 

an ethnically highly diverse population, experienced a long history of 

colonialism, and are rich in natural resources, particularly oil. Both 

countries were ruled by military leaders from 1966 to 1998, the period 

under study (with two brief civilian administrations in Nigeria in 1979-

1983 and 1993). In addition, both countries are notorious for their high 

level of corruption. Yet their economic performance shows a stark 

contrast. In the wake of independence, in the 1960s, Nigeria was full of 

optimism about the future of the economy. However, like a tragedy, up to 

the end of the 1990s the economy grew very slowly and often grew 

negatively, while two thirds of the population lived below the poverty line 

and inequality increased considerably. By contrast, after years of 

pessimism and chaos in the 1960s, like a miracle, Indonesia’s economy 

not only grew continuously at a high rate, but the proportion of the 

population living below the poverty line was also significantly reduced.  

What did the Indonesian government do to successfully manage 

the economy that the Nigerian government did not do? Why did policy-

makers in the two countries choose to do or not to do something? My 

analysis focuses on these two questions. First, it examines the economic 

policies that led to the diverging economic performance in the two 

countries. The main contrast that shows up between the two is: Indonesia 

adopted a rural-agricultural-biased and pragmatic market-oriented 

strategy, while Nigeria adopted an urban-industrial-biased and regulatory-

nationalist strategy. Second, I examine potential factors that might explain 

such a contrast in policy. Unlike previous studies that analyse the 
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divergence using an institutional approach, this study proposes an 

alternative view: that Nigerian policy-makers were mistaken or misguided 

about what was necessary to achieve sustainable and equitable economic 

growth. I seek to understand the background of policy-makers in the two 

countries and how they interacted with other actors in the policy arena, in 

the period 1966 to 1998 when both countries were dominated by the 

military. In this study, the policy elites are narrowed down to ministers 

and permanent secretaries holding economic portfolios, mainly in the 

Ministry of Finance, Ministry of Industry, and Ministry of Trade and 

Development Planning. 

In this concluding chapter, I briefly review my research findings 

while revisiting my main arguments. I first summarize the points of 

divergence and the main contrasts in policy (on agriculture, 

manufacturing and exchange rates) between the two countries. I then 

highlight factors underlying this contrast, particularly by discussing 

individual characteristics of policy-makers. In addition, I discuss the 

contributions of this research to development studies and the implications 

for policy-making.   

 

On Elite Fragmentation and Technocratic Autonomy:  

Primacy of Policy 

One influential view on why Nigeria failed to achieve sustainable and 

equitable economic growth, despite its abundant natural resources, targets 

the institutional arrangement in the country. The institutional arrangement 

here usually refers to Nigeria’s fragmented society based on ethnicity, 

religion and factions within the military and the government (see also 

Daloz, 2005; Iyoha & Oriakhi, 2008; Lewis, 2007; Osaghae & Suberu, 

2005; and Thorbecke, 1998). Lewis (2007:78), for instance, notes that 

Nigeria’s economic tragedy is linked to the ‘central problem of collective 

action’. In his view, ‘In a setting of weak formal institutions and myriad 

conflicts over distribution, the Nigerian state has succumbed to a social 

dilemma: individuals and groups focus on particular gains at the expense 

of collective goods and general welfare’ (Lewis, 2007:78). Similarly, 

Bevan et al. (1999) argue that, unlike Indonesian politics, which is 



 
196 Conclusion 

dominated by Javanese, there is no dominant ethnic group in Nigeria that 

is able to provide political stability and consensus.  

In Indonesia, economic policy-makers came from a very narrow 

range of society with a roughly similar background. A group of 

economists from the Faculty of Economics, University of Indonesia, who 

had been trained in the United States, dominated the country’s economic 

policy-making. They were similar not only in educational background, 

but also in terms of generation, social origins, life experience, as well as 

ethnicity. This similarity has been argued to be decisive for efficient 

policy-making since it eased forming a consensus and helped to stabilize 

policy.  

If we look at the background of Nigerian policy-makers, they 

came from more diverse origins than Indonesian policy-makers. They 

were appointed to the cabinet to meet ethnic, regional and religious 

balances to reflect the federal character of the state. The institutional view 

suggests that the diverse and fragmented elites in Nigeria made it difficult 

for them to arrive at a consensus within the government, which then led to 

inefficient policies. The inefficiency can be seen, for instance, on 

deciding where certain projects would be located and in the struggle over 

a revenue-sharing formula. This study, however, shows that there was no 

significant difference in development vision among the diverse Nigerian 

policy-makers. Regardless of their ethnicity or religion, they were all 

particularly interested in transforming the economy into a self-reliant, 

industrialized, and state-driven economy. 

This study shows that regional, ethnic and religious differences in 

Nigeria did not lead to difficulty in forming a consensus about the overall 

development direction. Northerner or Southerner, Muslim or Christian, 

Hausa or Yoruba, they did not have contrasting development policy 

orientations. The Indigenization Decree in the 1970s, for instance, was 

supported by policy-makers regardless of their background. Similarly, the 

decision not to devalue the naira in the early 1980s was supported not 

only by Southern Christian elites, but also by Northern Muslim elites. 

There was no disagreement among factions and fractions on the urban-

biased and regulatory-nationalist economic goal.  

Moreover, the primacy of ideas is clearly seen when the 

autonomy of the policy elites in policy-making is examined. Along with 
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political fragmentation, political pressure and regime instability have been 

seen as major obstacles to development in Nigeria. However, the 

trajectory of development in the two countries leads me to reject this 

notion. The economic policy elites in both Indonesia and Nigeria were 

working under military regimes. My interviews with members of the 

policy elites in the two countries show that they in fact were sufficiently 

insulated from military and political pressure. To some extent, of course, 

policy-makers had to follow their military masters, but in return they were 

given insulation that enabled them to formulate their ideas into policies. 

Indonesia’s technocrats enjoyed Suharto’s protection from interference in 

formulating economic policy. Similarly, the military masters in Nigeria 

(like Gowon, Buhari, Babangida and Abacha) shielded their technocrats 

from political interference so that they could have sufficient room to 

formulate their ideas into policies.   

This all supports the argument that implemented economic 

policies in the country reflected policy-makers’ ideas and vision of 

development, and were not merely a result of institutional problems such 

as elite fragmentation or political pressure. Nigeria’s policy-makers might 

have come from a more diverse background than Indonesian policy-

makers, but their vision of development was not fragmented along the 

lines of diversity.   

 

Contrasting Policies 

Rural versus Urban-Biased Policies 

Throughout this study, particularly in Chapters 2 and 4, I have noted that 

the first point of divergence between Nigeria and Indonesia was in the late 

1960s. After that point, with agriculture as the engine of growth, 

Indonesia’s economy grew rapidly, accompanied by a steady reduction in 

poverty. By contrast, the Nigerian economy slowed down. This was 

triggered in particular by the neglect of agriculture, which provided the 

largest contribution to the economy. In Indonesia policy-makers focused 

all their efforts on agriculture, while Nigeria’s policy-makers neglected 

the agricultural sector. This can be seen in the government budget 

allocations; whereas in Indonesia a large portion of the national 
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government budget was allocated to the agricultural sector, in Nigeria 

only a small portion was.  

Indonesia’s policy elite argued that only by increasing the income 

of the majority of the  population, namely those who lived in rural areas, 

could economic growth be achieved. Agricultural development would 

increase the income of the majority and would thus increase national 

income. Moreover, the increase in agricultural output as well as in the 

income of farmers was expected to increase demand for the industrial 

sector that provided supplies needed by the farmers. Increasing domestic 

food production was also needed to reduce spending of foreign reserves 

for food imports and to reduce the threat of inflation resulting from the 

pressure of rising food prices.  

In contrast to Indonesia’s policy-makers, who prioritized 

development of the rural-agricultural sector, Nigeria’s policy-makers 

prioritized development of the urban-manufacturing sector, which they 

believed would bring with it growth, development and modernization. For 

Nigerian policy elites, developing the manufacturing sector would yield 

more value added than merely producing raw materials, and this was seen 

as the only way for the economy to advance. Without a rapid increase in 

value added in the manufacturing sector and sufficient transfer of 

technology, policy-makers believed that the Nigerian economy would 

remain merely a supplier of raw materials for the developed world.  

Unfortunately, Nigeria’s policy elites pursued development of the 

urban-manufacturing sector by neglecting the sector that provided income 

for the majority of the population, namely agriculture. Moreover, 

practices of government intervention in agriculture in Nigeria taxed the 

sector heavily, such as through commodity marketing boards, rather than 

offering incentives for the sector to grow. This does not mean that there 

was no agricultural development program at all in Nigeria during the 

period of analysis. However, the efforts of Nigeria’s policy-makers to 

develop the rural-agricultural sector, such as Operation Feed the Nation 

and the Green Revolution, were merely rhetoric, symbolic political 

gestures.  

Also, most of the programs designed for agricultural development 

in Nigeria did not target small-scale or peasant farmers. Rather, they 

focused on developing large-scale farms or plantations. These programs 
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are very different to the massive agricultural development in Indonesia 

that targeted small-scale farmers to boost rice production. Rapid 

development of irrigation, as well as provision of high-yielding crop 

varieties and agricultural credit, were designed to directly target 

Indonesia’s peasants, and thus the majority of the population.  

In sum, the rural-biased policies chosen by Indonesia’s policy-

makers provided a foundation for the country to sustain rapid economic 

growth. In contrast, the urban-biased policies chosen by Nigeria’s policy-

makers led the economy into jeopardy, slow economic growth, and 

increasing inequality, instead of becoming a modern and high-growth 

economy. 

 

Market-Oriented Pragmatism versus Regulatory Nationalism 

Indonesia’s policy elites were very pragmatic in their way of thinking. 

They believed that market forces were necessary for the economy to 

progress, but they also realized the importance of government 

intervention to handle market failures. In the second half of the 1960s 

they took a very liberal stance toward foreign direct investment, for 

instance by allowing full foreign equity ownership and offering tax 

holidays. At the same time, they were strongly interventionist in the 

agricultural sector, for instance by subsidizing agricultural inputs and 

stabilizing prices of rice. Widjojo Nitisastro, chief of the New Order 

technocrats, believed in a planned development that followed the laws of 

economics. Given the perceived importance of planning, Bappenas 

(National Development Planning Board) played a central role in the New 

Order’s economic policy-making.   

The pragmatism of Indonesian policy-makers is also shown by 

swings in policy from time to time. After radically liberalizing the 

economy in the late 1960s, when oil revenue increased substantially in the 

1970s they returned to the economic nationalism of Sukarno’s period. 

However, after the 1980s, they again shifted the orientation of the 

economy, to provide more room for domestic private and foreign 

participation. Indonesia’s policy-makers realized that too much state 

intervention – as was the case in the 1950s, in the early years after 

independence – or too much protection, as in the 1970s, did not really 
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help the manufacturing sector to become competitive internationally. 

Therefore, starting in the 1980s they embarked on an export-oriented 

industrialization strategy, believing that exposure of the domestic 

economy to the international market was the best way to sustain economic 

growth.  

In Nigeria, the economic orientation of the policy elites did not 

really change much in the decades after independence. Since 

independence in the 1960s, policy-makers were obsessed with promoting 

value-added industries through an active role of government. Protection 

of the domestic economy and state intervention were advocated and 

strengthened, for instance through the Indigenization Decree in the 1970s. 

This decree aimed to increase the role of domestic actors in the industrial 

sector by transferring equity ownership from foreign actors to domestic 

actors, with the aim of reducing dependence on foreign investment, 

foreign raw materials, and foreign expertise. During the 1970s, Nigeria’s 

policy-makers adopted an import-substitution industrialization strategy, 

with protective tariff and non-tariff barriers on imported manufactured 

goods.  

When oil revenue decreased in the 1980s, Nigeria’s policy-

makers still did not want to change economic direction, until the 

introduction of the structural adjustment program. Moreover, the 

implementation of the structural adjustment program resulted in only half-

hearted economic reforms, and belief in the need of state intervention in 

the economy remained strong. Nigeria’s politicians and policy-makers 

kept chasing after the goal of becoming an independent economy and 

defeating ‘neo-colonial ghosts’ that exploited the economy.  

In fact, the early 1980s, when oil prices started to decrease, 

marked the second point of divergence between the two economies 

(Chapter 6). From this period, the Indonesian economy embarked on an 

export-oriented industrialization strategy that sustained the rapid growth 

of the economy. A series of liberalization measures was introduced and 

made the manufacturing sector the engine of exports, surpassing the oil 

and the agricultural sectors. By contrast, Nigeria’s policy-makers half-

heartedly liberalized the economy and the economy deteriorated further 

after the 1980s; the economy grew very slowly, GDP per capita 

decreased, and manufacturing industries were in difficulty.  
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In agreement with Bevan et al. (1999), this study shows that 

Indonesia’s policy-makers were more open to the international market 

than Nigerian policy-makers, who preferred a regulatory nationalism with 

a strong role of the government. While Nigeria’s policy-makers held on to 

a nationalist economic way of thinking, Indonesia’s policy-makers 

pragmatically adopted market-oriented policies.  

 

Devaluation versus a Strong Currency 

The contrast between a rural-based and an urban-based development 

vision, as well as between market-oriented pragmatism and regulatory 

nationalism, can be seen clearly in the two countries’ macroeconomic, 

particularly exchange-rate, policies. As discussed in Chapter 5, 

Indonesia’s policy-makers devalued the rupiah several times, which 

increased the competitiveness of Indonesia’s exports on the world market. 

In contrast, Nigeria’s policy-makers maintained the overvalued naira, 

which caused exports to deteriorate, and further stimulated import 

dependence as well as reliance on oil revenue. 

Indonesia’s policy-makers were orthodox in macroeconomic 

management, particularly on inflation and exchange-rate fluctuation. In 

terms of exchange-rate policy, even though Indonesia’s New Order 

technocrats adopted a pegged exchange rate, they always tried to keep the 

rupiah close to its market value through devaluation. The choice to 

devalue the rupiah in 1978, 1983 and 1986 by tens of percentage points 

not only helped the economy to avoid the Dutch Disease, but also further 

exposed the economy to the international market. The devaluations 

increased the competiveness of Indonesia’s non-oil exports, particularly 

agricultural products in the 1970s and manufacturing exports in the 

1980s. They also prevented excessive spending of foreign reserves to 

finance imported goods.  

Meanwhile, Nigeria’s policy-makers were concentrating on 

maintaining a strong naira, so that it did not lose value to the dollar. Even 

though the naira had been severely overvalued since the second half of the 

1970s because of oil revenue, the government refused to devalue the 

currency. The decision not to correct the naira to its market value 

jeopardized non-oil exports, making them lose competitiveness on the 
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international market. The agricultural sector, which had previously 

contributed the majority of the country’s exports, was priced out. 

Moreover, the agricultural sector, on which most of the population relied, 

suffered from import competition. In the early 1980s, for instance, 

Nigeria heavily imported food products to satisfy demand by urban 

consumers.  

From a political economy point of view, the decision of Nigeria’s 

policy-makers not to devalue the naira shows that they did not attach too 

much importance to agricultural development in rural areas. They were 

more concerned about how devaluation might harm the urban-industrial 

sector, which relied heavily on imported raw materials. A strong naira 

also benefited urban consumers in the short term, at the cost of ordinary 

Nigerian farmers. In contrast, devaluation in Indonesia helped boost the 

income of Indonesian producers of export crops, especially in rural areas 

outside Java.   

In sum, devaluation helped the Indonesian economy to benefit 

from integration into the world market, while including the rural 

population in the development process. The Nigerian economy, in 

contrast, deteriorated because of unrealistic exchange-rate policies. The 

policy elites preferred to have a strong currency, rather than a strong 

economy. Nigeria’s policy-makers failed to recognize the importance of 

having a realistic exchange rate to boost economic performance. 

 

Explaining the Contrast in Policies 

The question remains: what contributed to such a contrast in development 

vision and policy in the two countries? Why did Indonesian policy-

makers prefer rural-biased policies while Nigerian policy-makers 

preferred urban-biased policies? Why did Indonesian policy-makers 

choose pragmatic market-oriented economic policies rather than dogmatic 

regulatory-nationalist policies, as adopted by Nigerian policy-makers? 

This study has outlined possible answers to these questions. An 

economic explanation usually starts from the Dutch Disease theory: it was 

rising oil prices that made the Nigerian government neglect the 

agricultural sector. It has been argued that the oil boom became doom in 

Nigeria. However, still, why did Indonesia, which also experienced a 

substantial increase in oil revenue, not fall into a similar condition? 
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Despite the oil revenue, the Indonesian government still spent largely on 

the agricultural sector. Similarly, when we taken into account the 

distribution of rural and urban populations in these two countries, both 

had the majority of the population living in rural areas. If policy elites in 

these two countries merely thought in terms of numbers in choosing their 

constituencies, they would both be expected to have chosen the rural-

agricultural sector to be developed. Why did that not happen in Nigeria?  

This study contributes to the literature by exploring policy-

makers’ personal biographies and how these may have influenced their 

economic policy choices. It shows that there are two important factors, 

namely life experience and educational background, which are 

consistently linked with contrasts in economic policy in the two countries. 

 

Life Experience 

Chapter 3 notes that members of the policy elites in Indonesia and Nigeria 

came from a roughly similar social background. As in Indonesia, most 

members of Nigeria’s policy elites came from middle-class families, with 

parents having occupations such as bureaucrats, teachers, traders and 

traditional rulers; only a few of them came from a peasant background. 

However, this does not mean that they had no experience of rural living. 

Most policy-makers in this study were born in the 1920s or 1930s, when 

agriculture was the main source of livelihood. Also, at that time, the 

medium-sized cities where most of them grew up were not completely 

separated from agricultural farms. For instance, even though their fathers 

were teachers, Widjojo (who grew up in Malang) and Ayida (who grew 

up in Gbelebu and Warri) were familiar with the surrounding agricultural 

area.  

However, Indonesian and Nigerian policy-makers learned to 

perceive the agricultural sector differently. Suharto, who was Indonesia’s 

president for 32 years, was very proud of his agrarian roots. Similarly, 

Widjojo, a key person in Indonesian economic policy-making, must have 

learned the importance of improving the lot of peasants from his father, 

who was a member of Parindra (Greater Indonesia Party), one of whose 

main activities was developing peasant organizations during the colonial 

period. In contrast, Nigeria’s elites had been taught to move out of the 
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agricultural sector to urban life in order to avoid poverty. As was the case 

in many countries, poverty was primarily to be found in the agricultural 

sector. Biographies of Obasanjo and Ayida, for instance, clearly show 

their fathers’ conviction that moving out of rural life was the best way to 

get ahead. Having learned from their parents the necessity of moving into 

urban life to avoid poverty, may have made it more natural for Obasanjo 

and Ayida to adopt the goal of developing the urban-industrial sector, 

rather than developing the rural-agricultural sector, as a way of 

developing the country and reducing poverty. 

In addition, there is a difference between the two countries in the 

perceived social and cultural divide between town and countryside. In 

Nigeria, this cultural divide appears to have been wider than in Indonesia, 

and there was a tendency to idealize urban living. Lagos, for instance, was 

seen as setting the standard for modernization. In Ayida’s biography, 

Lagos was perceived by locals as ‘the land just next door to England’, and 

it was necessary to visit there if someone wanted to go ‘to the United 

Kingdom, to the white’s man land, to learn the white man’s ways, and to 

be completely transformed into an educated and civilized man’ (Kayode 

& Otobo, 2004:16). Lagos, the largest urban industrial and commercial 

centre, thus served as the ideal of modernity pursued by Nigerians. In this 

perspective, for Nigerians, development meant a transition toward urban 

life, which was associated with modernity and technological advances. 

The greater attraction of pursuing modern urban living may be partly 

because development of urban areas in Nigeria is a relatively new 

phenomenon compared to the much earlier urbanization of Indonesia. 

This study also shows that policy elites in Indonesia and Nigeria 

experienced different forms of nationalism and struggle for independence. 

In Indonesia, many policy-makers had spent their formative years in the 

struggle for independence. At high school age, most members of 

Indonesia’s policy elites had joined a student army (Tentara Republik 

Indonesia Pelajar, or TRIP) and participated in guerrilla wars, where they 

had to mingle with the rural population in order to disguise themselves 

from colonial armed forces. This experience made them feel closer to 

peasant life. Nigeria’s elites did not experience such a struggle for 

independence where they had to mingle with peasants. In contrast, during 

their formative years prior to Nigerian independence, they experienced an 



 

 

 

205 Elites and Economic Policies 

elite urban lifestyle. Many members of Nigeria’s policy elites, for 

instance, had been exposed to Western cultural activities, such as dancing 

and tea parties, during their high school years in Lagos. This does not 

mean that Nigeria’s policy-makers were less nationalistic than Indonesia’s 

policy-makers, but they must have learned a different vision of modern 

life. 

This study also shows the importance of practical experience of 

policy elites. The economic and political chaos during Sukarno’s period 

provided a strong lesson for Suharto’s economists’ team not to make 

similar mistakes. Therefore, they controlled inflation, ensured food 

sufficiency, increased the income of the majority of the population 

through agricultural development, and opened the economy to the world 

market. They recognized that economic insulation, imprudent 

macroeconomic management, and neglect of the agricultural sector would 

only harm the Indonesian economy.  

Widjojo and his friends had seen that urban-industrial-based 

development as proposed by their teacher, Sumitro Djojohadikusumo, 

during Sukarno’s period had led to the neglect and decline of the 

agricultural sector, which led to an insufficient food supply. Prioritizing 

industrial development had caused Indonesia to fall into a serious food 

crisis in the 1960s. Therefore, policy-makers changed the priority of 

development and shifted it to the agricultural sector. Sumitro himself also 

realized that his protectionist policies during Sukarno’s period had 

provided too much incentive for rent-seeking behaviour. Therefore, after 

he joined Suharto’s team of economists, he rejected regulatory-nationalist 

policies.  

In Nigeria, decreasing agricultural development since the 1960s, 

failure of indigenization in the 1970s, and devastating economic 

conditions in the 1980s could be expected to have served as similar 

lessons for Nigeria’s elites. However, the nature of the crisis made it 

difficult to recognize it as policy failure. The decrease in agricultural 

development was slow, and Nigeria’s staple foods, such as yam and 

cassava, remained widely available. Deteriorating economic conditions in 

the 1980s could easily be blamed on decreasing oil prices. This was 

different to the nature of the crisis in Indonesia in the 1960s, which could 
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only be blamed on wrong policy. Therefore, Nigeria’s policy-makers 

were able to keep on neglecting the agricultural sector, and maintaining 

regulatory nationalism at the expense of the majority of the population.  

In addition, Indonesia’s policy-makers had a practical 

understanding and experience of the radicalism of small-scale farmers. 

They knew the ability of peasants to organize themselves, and to be 

organized as a socio-political force, because this had been demonstrated 

by the Indonesian Communist Party. There is a tradition of rural revolt in 

Indonesia, which had the potential to be dangerous for the New Order 

regime. In contrast, Nigeria’s policy-makers knew that peasants in their 

country had never been equipped with such a capability. There was no 

tradition of peasant revolt. In Nigeria, as Bienen (1983) argues, the 

peasant movement was weak and there was no party that saw peasants as 

their main constituency.   

 

Educational Background 

Chapters 4, 5 and 6 consistently show that the educational background of 

the policy elites influenced their contrasting policy choices. Indonesia’s 

pragmatic policy on rural development, in fact, reflects the ideal of social 

justice or socialism held throughout history by Indonesia’s elites. This 

may be related to Indonesia’s tradition of inclusion and mutual-aid groups 

(gotong royong). Sukarno’s ideal to unite nationalist, religious and 

communist groups (Nasakom) in the government illustrates that regime’s 

inclusive politics. In spite of regulatory economic policies, Sukarno was 

also known for his populist-socialist ideology and his concern for the poor 

(wong cilik). Indonesia’s ‘mass guidance’ (bimbingan massal, or bimas) 

in agricultural extension during the New Order, incorporating peasants in 

development programs, in fact was inherited from Sukarno’s guided 

democracy (Henley, et al., 2012:s67). The socialist ideal of incorporating 

every member of society during Indonesia’s New Order is not so 

surprising, given that the New Order technocrats were, in fact, students of 

Sumitro Djojohadikusumo, an influential member of the Socialist Party 

(PSI). In addition, the technocrats grew up in the period when nationalism 

and socialism had a powerful influence. 

Fortunately, Indonesia’s technocrats also had a policy-oriented 

economics background. Most of them had formal training in economics in 
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the United States, where they learned about economic policy tools. Their 

background in policy-oriented economics made them pragmatic, less 

attached to certain ideologies, in their policy choices. They could at once 

be very liberal and also interventionist, depending on the needs of the 

economy. Their empirical and policy-oriented, rather than polemical and 

philosophical, mindset was very important in their choice of policies. 

Their arguments for prioritizing rural-agricultural development were 

based on economic reasoning, such as cost-benefit analysis, income 

effect, and simply by calculating the occupation of the majority of the 

population. Rather than thinking of national prestige, they devalued the 

rupiah because an overvalued currency harmed Indonesian exports. They 

did not surrender to urban bourgeois nationalist sentiment in developing 

manufacturing industries, because they knew that regulatory-nationalist 

policies only protected rent-seekers.   

In contrast, Nigeria’s policy-makers had been educated in a 

greater diversity of subjects, such as law, administration, education and 

politics. Although a number of Nigeria’s policy-makers had also been 

trained in economics, it was mainly in the political economy tradition of 

Europe. Because of their educational background, Nigeria’s policy-

makers often believed that economic calculations should not take 

precedence over political considerations. Indigenization and protectionist 

policies, for instance, were much influenced by nationalist and anti-neo-

colonialist sentiments. Similar reasoning led them to choose to prioritize 

manufacturing over agriculture. This does not mean that there was no 

economic argument behind the policies, but political considerations took 

precedence.  

Interestingly, the differences in educational background not only 

influenced the mindset of the policy elites, but also their relationship with 

other actors in the policy arena. This can be seen clearly in their 

relationship with international organizations, such as the IMF and the 

World Bank. The shared language of economics made it easier for 

Indonesia’s policy-makers to build a partnership with IMF and World 

Bank officers. In contrast, Nigeria’s policy-makers saw these international 

organizations as external powers representing a new form of colonialism. 

Therefore, recommendations from the two international organizations 
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rarely gained support from Nigeria’s policy elites. One reason why the 

idea of devaluing the naira in the early 1980s was hard to be accepted, for 

instance, is simply because it came from the IMF. 

  

Implications for Scholarship and Policy  

First, this study shows the central role of rural-agricultural-biased policies 

in the contrasting performance of the Nigerian and Indonesian economies. 

The usual characterization of the ‘East Asian miracle’, including 

Indonesia, is related to the success of the export-oriented manufacturing 

sector. This study, however, shows that Indonesia had started its 

‘miraculous’ economic growth and poverty alleviation before the 

economy embarked on an export-oriented industrialization strategy. In 

contrast, urban-industrial-biased policies that neglected agriculture, as the 

Nigerian government chose, worked to hold back economic growth and 

poverty reduction. This contrast suggests that to have sustainable and 

equitable growth, government investment in the agricultural sector should 

be prioritized. 

Second, the rural-agricultural-biased strategy adopted by 

Indonesia also shows a level of commitment to sharing growth, to 

including the majority of the population in development progress. There 

was a serious commitment to include the poor, the small-scale farmers, in 

Indonesia’s development programs. A commitment to benefit all sections 

of the population, not only the wealthy urban population, is demonstrated 

to be important to sustain economic growth. This study therefore suggests 

that the government should attempt to incorporate the majority of the 

population in development programs.  

Third, regulatory nationalism protects rent-seeking behaviour 

rather than providing incentives for the domestic economy to grow. The 

story of Indonesia shows that pragmatic market-oriented policies, in 

which the government is prepared to reduce its role in the economy if the 

government fails, and is prepared to intervene in case of market failures, 

are important for sustained economic growth. Providing more room for 

private capital is therefore necessary. This study therefore suggests 

carefully integrating into the world market, by providing more incentives 

for export-oriented industries.  
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Fourth, this study shows that macroeconomic management, 

particularly to keep the exchange rate realistic, is important not only for 

export products to be able to compete on the international market, but also 

to help to avoid dependence on imports. In the case of Nigeria, currency 

overvaluation not only was devastating for agricultural exports, but also 

led to sustained dependence on imported manufactured products. The 

conclusion is: to increase exports and economic growth, a realistic 

exchange rate is necessary. 

This study suggests that international donor agencies would do 

well to advise policy elites in developing countries to choose the right 

policies. Donor agencies need to influence policy-makers to adopt 

policies that have a direct impact on the majority of the population. In 

addition, international donors need to support policy elites who are going 

for the ‘right policies’ in every possible way.   
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Summary 
 

 

This study analyses why Indonesia and Nigeria experienced contrasting 

development trajectories from 1966 to 1998, despite their similar socio-

economic and political conditions. During this period, Indonesia was 

more successful than Nigeria in managing economic development. What 

did the Indonesian government do to successfully manage the economy 

that the Nigerian government did not do? Why did policy elites in the two 

countries choose different policies while facing similar economic 

challenges? The analysis focuses on these two questions. First, it 

examines the economic policies that led to the diverging economic 

performance of the two countries. Second, it examines potential factors 

that might explain this contrast in policy.  

Unlike previous studies that analyse the divergence using an 

institutional approach, this study proposes an alternative view: that 

Nigerian policy-makers were mistaken or misguided about what was 

necessary to achieve sustainable and equitable economic growth. The 

personal background of top economic policy-makers is shown to be 

important for economic development in a developing country. A contrast 

in economic performance arose under roughly similar institutional 

arrangements in Indonesia and Nigeria, and the contrast arose from the 

response of policy-makers to institutional challenges. Without neglecting 

the role of institutional arrangements in shaping policy decisions, this 

study shows that knowledge and beliefs acquired by policy-makers 

through their life experience and educational training were decisive for 

the course of development.  

Using primary data from interviews as well as written sources 

collected during my fieldwork in Indonesia (July 2008–March 2009) and 

Nigeria (March–September 2009), the analysis focuses on two points in 

time when the two countries started to show a divergence in economic 

performance. First, the late 1960s, when the Indonesian economy started 

to grow rapidly and continuously with the agricultural sector as the engine 

of growth, while the Nigerian economy failed to grow because of the 

neglect of agriculture. Second, the early 1980s, when, with oil prices 
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starting to drop, Indonesia embarked on export-oriented industrialization 

with a series of liberalization measures, while Nigeria failed to depart 

from its import-substitution strategy.  

In Indonesia, economic policy-makers came from a very narrow 

range of society and had a roughly similar background. They were similar 

not only in educational background, but also in terms of generation, social 

origins, life experience, as well as ethnicity. Meanwhile, Nigeria’s policy-

makers came from more diverse origins. They were appointed to the 

cabinet to meet requirements of ethnic, regional and religious 

representation designed to reflect the federal character of the state. The 

institutional view suggests that diversity and fragmentation of the 

Nigerian elite made it difficult for them to arrive at a consensus within the 

government, which then led to inefficient policies. This study, however, 

shows that there was no significant difference in development vision 

among Nigerian policy-makers. Regardless of their ethnicity or religion, 

they were all particularly interested in transforming the economy into a 

self-reliant, industrialized, and state-driven economy. The conclusion to 

be drawn from this is that regional, ethnic and religious differences in 

Nigeria did not lead to difficulty in forming a consensus about the overall 

development direction.  

Along with political fragmentation, political pressure on policy-

makers and regime instability have been seen as major obstacles to 

development in Nigeria. However, the contrasting trajectory of 

development in Indonesia and Nigeria suggests an alternative argument. 

The economic policy-makers in both countries were working under 

military regimes. My interviews with members of the policy elites in the 

two countries show that they were in fact sufficiently insulated from 

military and political pressure. This all supports the argument that 

economic policies implemented in each country reflected policy-makers’ 

ideas and vision of development, and were not merely a result of 

institutional problems such as elite fragmentation or political pressure. 

Nigeria’s policy-makers may have come from a more diverse background 

than Indonesian policy-makers, but their vision of development was not 

fragmented along the lines of diversity.   

Three major policy contrasts between the two countries are 

highlighted: rural or urban development orientation, exchange-rate policy, 
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and industrialization policy. Since the late 1960s, with agriculture as the 

engine of growth, Indonesia’s economy grew rapidly, accompanied by a 

steady reduction in poverty. By contrast, the Nigerian economy slowed 

down. This was triggered in particular by the neglect of agriculture, which 

provided the largest contribution to the Nigerian economy. Indonesian 

policy-makers put rural-agricultural development as their first priority, 

while Nigerian policy-makers preferred industrialization at an early stage 

of development. 

Indonesia’s policy elite argued that agricultural development 

would increase the income of the majority of the country’s population, 

which in turn would increase demand for the industrial sector that 

provided supplies needed by farmers and therefore would increase 

national income. Increase in domestic food production was also 

considered desirable in order to reduce food imports and to reduce the 

threat of inflation resulting from the pressure of rising food prices. 

Meanwhile, Nigeria’s policy-makers prioritized development of the 

urban-manufacturing sector, which they believed would bring with it 

growth, development and modernization. Without a rapid increase in 

value-added in the manufacturing sector and sufficient transfer of 

technology, Nigerian policy-makers believed that the economy would 

remain merely a supplier of raw materials for the developed world.  

Analysis of industrialization policy in the two countries shows 

that Indonesia’s policy-makers were very pragmatic in their way of 

thinking. They believed that market forces were necessary for the 

economy to progress, but they also realized the importance of government 

intervention to handle market failures. The pragmatism of Indonesian 

policy-makers is also shown by swings in policy from time to time. In 

Nigeria, the economic orientation of the policy elite did not really change 

much during the decades after independence. From the time of 

independence onward, policy-makers continued to be obsessed with 

promoting value-added industries through an active role of government.  

In the early 1980s, the Indonesian economy embarked on an 

export-oriented industrialization strategy that sustained the rapid growth 

of the economy. A series of liberalization measures was introduced and 

made the manufacturing sector the engine of exports, surpassing the oil 
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and the agricultural sectors. By contrast, Nigeria’s policy-makers half-

heartedly liberalized the economy and the economy deteriorated further 

after the 1980s; the economy grew very slowly, GDP per capita 

decreased, and manufacturing industries ran into difficulties. Indonesia’s 

policy-makers were more open to the international market than Nigerian 

policy-makers, who preferred a regulatory nationalism with a strong role 

for the government. While Nigeria’s policy-makers held on to a 

nationalist economic way of thinking, Indonesia’s policy-makers 

pragmatically adopted market-oriented policies.  

The contrast between a rural-based and an urban-based 

development vision, as well as between market-oriented pragmatism and 

regulatory nationalism, can be seen clearly in the two countries’ 

macroeconomic, particularly exchange-rate, policies. Indonesia’s policy-

makers devalued the rupiah several times, which increased the 

competitiveness of Indonesia’s exports on the world market. In contrast, 

Nigeria’s policy-makers maintained the overvalued naira, which caused 

exports to deteriorate, and further stimulated import dependence as well 

as reliance on oil revenue. The decision not to correct the naira to its 

market value jeopardized non-oil exports, making them lose 

competitiveness on the international market. The agricultural sector, 

which had previously contributed the majority of the country’s exports, 

was priced out. Moreover, the agricultural sector, on which most of the 

population relied, suffered from import competition. In the early 1980s, 

for instance, Nigeria heavily imported food products to satisfy demand by 

urban consumers.  

From a political economy point of view, the decision of Nigeria’s 

policy-makers not to devalue the naira shows that they did not attach too 

much importance to agricultural development in rural areas. They were 

more concerned about how devaluation might harm the urban-industrial 

sector, which relied heavily on imported raw materials. A strong naira 

also benefited urban consumers in the short term, at the cost of ordinary 

Nigerian farmers. In contrast, devaluation in Indonesia helped boost the 

income of Indonesian farmers who produced export crops, especially in 

rural areas outside Java.   

Without neglecting economic, political and institutional 

arguments, this study shows that the background of policy-makers is an 
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important factor in the contrast between the two countries. One part of 

their background is their life experience. Policy elites in Indonesia and 

Nigeria came from a roughly similar social background. They came from 

middle-class families, with parents having occupations such as 

bureaucrats, teachers, traders and traditional rulers; only a few of them 

came from a peasant background. However, this does not mean that they 

had no experience of rural living. Most of the policy-makers during the 

period studied were born in the 1920s or 1930s, when agriculture was the 

main source of livelihood of the vast majority of the population. 

However, Indonesian and Nigerian policy-makers learned to perceive the 

agricultural sector differently. Indonesian policy-makers had learned from 

their family the importance of improving the lot of peasants. In contrast, 

Nigeria’s elites had been taught to move out of the agricultural sector to 

urban life in order to avoid poverty.  

There is also a difference between the two countries in the 

perceived social and cultural divide between town and countryside. In 

Nigeria, this cultural divide appears to have been wider than in Indonesia, 

and there was a tendency to idealize urban living as the standard for 

modernization. Also, the greater attraction of modern urban life may be 

partly because development of urban areas in Nigeria is a relatively new 

phenomenon compared to the much earlier urbanization of Indonesia. 

Policy elites in Indonesia and Nigeria also had different 

experiences of nationalism and struggle for independence. In Indonesia, 

many policy-makers during their formative years had participated in 

guerrilla wars, where they had to mingle with the rural population in order 

to disguise themselves from the colonial armed forces. Nigeria’s elites did 

not experience a struggle for independence where they had to mingle with 

peasants. In contrast, during their formative years prior to Nigerian 

independence, they experienced an elite urban lifestyle. This does not 

mean that Nigeria’s policy-makers were less nationalistic than Indonesia’s 

policy-makers, but they seem to have had a different attitude toward rural 

life and a different vision of modern life. 

This study also shows the importance of the practical experience 

of policy elites. The economic and political chaos during Sukarno’s 

period provided a strong lesson for Suharto’s team of economists not to 
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make similar mistakes. Therefore, they controlled inflation, ensured food 

sufficiency, increased the income of the majority of the population 

through agricultural development, and opened the economy to the world 

market. They recognized that economic insulation, imprudent 

macroeconomic management, and neglect of the agricultural sector would 

only harm the Indonesian economy. In Nigeria, the nature of the 

economic crisis made it difficult to recognize it as policy failure. The 

decrease in agricultural development was slow, and Nigeria’s staple 

foods, such as yam and cassava, remained widely available domestically. 

This was different to the nature of the crisis in Indonesia in the 1960s, 

which could only be blamed on wrong policy. Deteriorating economic 

conditions in Nigeria in the 1980s could easily be blamed on decreasing 

oil prices. Therefore, Nigeria’s policy-makers were able to keep on 

neglecting the agricultural sector, and maintaining regulatory nationalism 

at the expense of the majority of the population.  

In addition, Indonesia’s policy-makers had a practical 

understanding of the radicalism of small-scale farmers. They had 

experienced the ability of peasants to organize themselves, and to be 

organized as a socio-political force, because this had been demonstrated 

in the beginning of 1960s by the Indonesian Communist Party. There is a 

tradition of rural revolt in Indonesia, which had the potential to be 

dangerous for Suharto’s New Order regime. In contrast, Nigeria’s policy-

makers lacked such experience of rural revolt.   

 The educational background of policy-makers is another 

important factor in their contrasting policies. Indonesia’s policy-makers 

were technocrats with a policy-oriented economics background. Most of 

them had formal training in economics in the United States, where they 

learned about economic policy tools. Their background in policy-oriented 

economics made them pragmatic, less attached to any ideology, in their 

policy choices. They could at once be very liberal and also interventionist, 

depending on the needs of the economy. Their empirical and policy-

oriented, rather than polemical and philosophical, mindset was very 

important in their choice of policies. Nigeria’s policy-makers had been 

educated in a greater diversity of subjects, such as law, administration, 

education and politics. Although a number of Nigeria’s policy-makers 

had also been trained in economics, it was mainly in the political 
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economy tradition of Europe. Because of their educational background, 

Nigeria’s policy-makers often believed that economic calculations should 

not take precedence over political considerations.  

The differences in educational background influenced not only 

the mindset of the policy elites, but also their dealings with other actors in 

the policy arena. This can be seen in their relationship with international 

organizations, such as the IMF and the World Bank. The shared language 

of economics made it easier for Indonesia’s policy-makers to build a 

partnership with IMF and World Bank officers. In contrast, Nigeria’s 

policy-makers saw these international organizations as external powers 

representing a new form of colonialism and therefore hesitated to work 

with them.  

This study suggests a recipe for sustainable and equitable growth. 

First, the government should prioritize investment in the agricultural 

sector. Second, the government should attempt to incorporate the majority 

of the population in development programs. Third, the government needs 

to carefully integrate the domestic economy into the world market, by 

providing more incentives for export-oriented industries. Fourth, 

macroeconomic management, particularly to keep the exchange rate 

realistic, is important not only for export products to be able to compete 

on the international market, but also to help avoid dependence on imports.  



Samenvatting 
 

 

Deze studie onderzoekt waarom Indonesië en Nigeria van 1966 tot 1998 

tegengestelde ontwikkelingstrajecten doormaakten, ondanks dat ze zich in 

soortgelijke sociaaleconomische en politieke omstandigheden bevonden. 

Gedurende deze periode was Indonesië succesvoller in het tot stand 

brengen van economische ontwikkeling dan Nigeria. Wat deed de 

Indonesische overheid om de economie succesvol te leiden dat de 

Nigeriaanse overheid niet deed? Waarom kozen de beleidselites in de 

twee landen voor verschillend beleid, terwijl ze voor soortgelijke 

economische uitdagingen stonden? De analyse richt zich op deze twee 

vragen. Ten eerste onderzoekt deze studie het economische beleid dat tot 

de divergerende economische prestaties in de twee landen leidde. Ten 

tweede onderzoekt het mogelijke factoren die een dergelijk verschil in 

beleid zouden kunnen verklaren. 

Anders dan eerdere studies die het verschil analyseren door een 

institutionele benadering te gebruiken, stelt deze studie een alternatieve 

perspectief voor: dat Nigeriaanse beleidsmakers zich vergisten, of onjuist 

geadviseerd waren, over de noodzakelijke stappen voor het bereiken van 

duurzame en billijke economische groei. Deze studie laat zien hoe 

belangrijk de persoonlijke achtergrond van de topambtenaren in 

economische beleidsvorming kan zijn voor economische ontwikkeling in 

ontwikkelingslanden. Het laat zien dat een verschil in economische 

prestaties ontstond onder grofweg gelijke institutionele arrangementen, en 

dat dit verschil ontstond door de reacties van beleidsmakers op 

institutionele uitdagingen. Zonder de rol van institutionele arrangementen 

in het vormgeven van beleidskeuzen te negeren, laat deze studie zien dat 

de kennis en overtuigingen die beleidsmakers door hun levenservaring en 

opleiding hadden opgedaan, beslissend waren voor de richting van de 

ontwikkeling.     

Gebruikmakend van primaire gegevens uit interviews en 

geschreven bronnen, verzameld tijdens mijn veldwerk in Indonesië (juli 

2008 - maart 2009) en Nigeria (maart - september 2009), zal de analyse 

zich richten op twee tijdstippen waarop de twee landen een uiteenlopend 
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pad van economische prestaties begonnen te vertonen. Ten eerste zijn dat 

de late jaren zestig van de twintigste eeuw, toen de Indonesische 

economie snel en onafgebroken begon te groeien met de agrarische sector 

als de motor van de groei, terwijl de Nigeriaanse economie geen groei 

bereikte omdat de agrarische sector verwaarloosd werd. Ten tweede zijn 

dat de vroege jaren tachtig van de twintigste eeuw, toen de olieprijzen 

begonnen te dalen en Indonesië zich met een reeks van 

liberaliseringsmaatregelen richtte op exportgeoriënteerde 

industrialisering, terwijl Nigeria niet van zijn strategie van 

importsubstitutie afweek.   

  In Indonesië waren de economische beleidsmakers afkomstig uit 

een zeer klein deel van de samenleving en hadden ze grotendeels 

eenzelfde achtergrond. Ze hadden gelijksoortig onderwijs genoten, ze 

behoorden tot dezelfde generatie en hadden een gelijksoortige sociale 

afkomst, levenservaring en etnische achtergrond. De achtergrond van de 

Nigeriaanse beleidsmakers daarentegen was veel diverser. Zij werden tot 

het kabinet toegelaten om een etnisch, regionaal en religieus evenwicht te 

bereiken en zodoende het federale karakter van de staat te weerspiegelen. 

De institutionele benadering suggereert dat het diverse en 

gefragmenteerde karakter van de elites in Nigeria het moeilijk maakte 

voor hen om binnen de regering overeenstemming te bereiken, wat 

vervolgens leidde tot inefficiënt beleid. Deze studie daarentegen laat zien 

dat er geen significant verschil in ontwikkelingsvisie bestond tussen de 

verschillende Nigeriaanse beleidsmakers. Ongeacht hun etniciteit of 

religie waren ze allen in het bijzonder geïnteresseerd in het omvormen 

van de economie naar een „self-reliant‟, geïndustrialiseerde en 

overheidgestuurde economie. Het laat zien dat regionale, etnische en 

religieuze verschillen in Nigeria niet tot problemen leidden voor 

consensusvorming over de richting van de ontwikkeling.  

Naast politieke fragmentatie worden politieke druk en instabiliteit 

van het regime als de voornaamste obstakels voor ontwikkeling in Nigeria 

gezien. Het ontwikkelingstraject van beide landen leidt echter tot een 

alternatief argument. De economische beleidselites in zowel Indonesië als 

Nigeria werkten onder militaire regimes. Mijn interviews met leden van 

de beleidselite in de twee landen laten zien dat zij in feite voldoende 
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afgeschermd waren van militaire en politieke druk. Dit alles ondersteunt 

het argument dat het geïmplementeerde economische beleid in het land de 

ideeën en visies over ontwikkeling weerspiegelden en niet louter het 

resultaat waren van institutionele problemen zoals een gefragmenteerde 

elite of politieke druk. De beleidsmakers van Nigeria hadden dan 

misschien een grotere verscheidenheid in achtergrond dan de 

Indonesische beleidsmakers, maar hun visie op ontwikkeling was niet 

gefragmenteerd langs deze lijnen van diversiteit.  

Deze studie legt de nadruk op drie belangrijke verschillen in 

beleid tussen de twee landen: een rurale of stedelijke 

ontwikkelingsoriëntatie, wisselkoersbeleid, en industrialiseringbeleid. Ten 

eerste, waar sinds de late jaren zestig van de vorige eeuw de Indonesische 

economie, gedreven door de agrarische sector, sterk groeide en een 

bestendige afname van de armoede met zich meebracht, nam de groei van 

de Nigeriaanse economie af. Dit werd in het bijzonder teweeggebracht 

doordat de agrarische sector, die de grootste bijdrage leverde aan de 

economie, verwaarloosd werd. Het laat zien dat Indonesische 

beleidsmakers prioriteit gaven aan ruraal-agrarische ontwikkeling, terwijl 

de Nigeriaanse beleidsmakers in het beginstadium van ontwikkeling de 

voorkeur gaven aan industrialisering.  

De beleidselite in Indonesië redeneerde dat agrarische 

ontwikkeling zou leiden tot een stijging van het inkomen van de 

meerderheid van de bevolking. Agrarische ontwikkeling zou leiden tot 

een toenemende vraag voor de industriële sector, die benodigdheden voor 

de agrarische sector leverde, en daarmee tot een stijging van het nationaal 

inkomen. Ook was een stijgende binnenlandse voedselproductie nodig om 

de voedselimport te reduceren en de inflatiedreiging door stijgende 

voedselprijzen te doen afnemen. Ondertussen verleenden de  Nigeriaanse 

beleidsmakers prioriteit aan de ontwikkeling van de stedelijke 

verwerkende industrie, waarvan ze geloofden dat deze groei, 

ontwikkeling en modernisering met zich mee zou brengen. Nigeriaanse 

beleidsmakers geloofden dat hun economie slechts een 

grondstoffenleverancier voor de ontwikkelde landen zou blijven als ze 

zich niet zouden richten op een snelle toename in toegevoegde waarde in 

de verwerkende industrie en op voldoende technology transfer. 
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Een analyse van het industrialiseringsbeleid in de twee landen 

laat zien dat de beleidselites in Indonesië een zeer pragmatische 

denkwijze hadden. Ze geloofden dat marktwerking noodzakelijk was voor 

economische vooruitgang, maar ze waren zich ook bewust van het belang 

van overheidsinterventie voor het aanpakken van tekortkomingen van de 

markt. Het pragmatisme van de Indonesische beleidsmakers is ook 

zichtbaar in de beleidsveranderingen die zich van tijd tot tijd voordeden. 

In Nigeria veranderde de economische oriëntatie van de beleidselite niet 

echt veel in de decennia na de onafhankelijkheid. Na de 

onafhankelijkheid waren de beleidsmakers geobsedeerd door het van 

overheidswege promoten van industrieën die toegevoegde waarde 

creëerden. 

In de vroege jaren tachtig richtte de Indonesische economie zich 

op een strategie van exportgeoriënteerde industrialisering die de snelle 

groei van de economie verder ondersteunde. Een reeks van 

liberaliseringsmaatregelen werd ingevoerd waarmee de verwerkende 

industrie de motor van de export werd en de olie- en agrarische sector 

voorbijstreefde. De Nigeriaanse beleidsmakers daarentegen 

liberaliseerden de economie op halfslachtige manier en de economie 

verslechterde verder na de jaren tachtig: de economie groeide zeer 

langzaam, het GDP per capita nam af, en de verwerkende industrie kwam 

in moeilijkheden. De beleidsmakers in Indonesië stelden zich meer open 

voor de internationale markt dan de Nigeriaanse beleidsmakers die de 

voorkeur gaven aan “regulatory nationalism” met een sterke rol voor de 

overheid. Waar de Nigeriaanse beleidsmakers vasthielden aan een 

nationalistisch-economische denkwijze, namen de Indonesische 

beleidsmakers op pragmatische wijze marktgeoriënteerd beleid over.  

Het verschil tussen een rurale en stedelijke ontwikkelingsvisie 

alsmede een marktgeoriënteerd pragmatisme en “regulatory nationalism” 

wordt duidelijk zichtbaar in het macro-economisch beleid van de twee 

landen, en in het bijzonder in het wisselkoersbeleid. Indonesische 

beleidsmakers devalueerden de roepia verschillende malen, wat het 

concurrentievermogen van de Indonesische exportproducten op de 

wereldmarkt vergrootte. In Nigeria daarentegen behielden de Nigeriaanse 

beleidsmakers de overgewaardeerde naira, wat de export deed 
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verslechteren en de importafhankelijkheid en afhankelijkheid van 

olieopbrengsten verder stimuleerde. Het besluit om de naira niet te 

corrigeren naar de marktwaarde bracht de overige export in gevaar en 

maakte deze minder concurrerend op de internationale markt.  De 

agrarische sector, die voorheen het meest bijdroeg aan de export, werd uit 

de markt geprijsd. Bovendien had de agrarische sector, waar het 

merendeel van de bevolking van afhankelijk was, te lijden onder 

importcompetitie. In de vroege jaren tachtig, bijvoorbeeld, importeerde 

Nigeria veel voedselproducten om aan de vraag van stedelijke 

consumenten te kunnen voldoen.   

Vanuit politiek-economisch gezichtspunt laat het besluit van de 

Nigeriaanse beleidsmakers om de naira niet te devalueren zien dat ze niet 

al te veel belang hechtten aan agrarische ontwikkeling in rurale gebieden. 

Ze waren vooral bezorgd over hoe devaluering de stedelijke industriële 

sector, die sterk afhankelijk was van geïmporteerde grondstoffen, zou 

kunnen beschadigen  Een sterke naira kwam op de korte termijn ook ten 

goede aan de stedelijke consumenten, weliswaar ten koste van de gewone 

Nigeriaanse boeren. In Indonesië daarentegen zorgde de devaluatie voor 

een verhoging van het inkomen van Indonesische producenten van 

exportgewassen, vooral in de rurale gebieden buiten Java. 

Zonder economische, politieke en institutionele argumenten te 

negeren, laat deze studie zien dat de achtergrond van beleidselites deels 

van belang is in het verklaren van het verschil. In de eerste plaats is er de 

levenservaring van de elites. De beleidselites in Indonesië en Nigeria 

hadden een grofweg vergelijkbare sociale afkomst.  Ze waren afkomstig 

uit de middenklasse en hun ouders waren werkzaam als bureaucraat, 

onderwijzer, handelaar, of traditioneel leider. Slechts enkelen van hen 

hadden een eenvoudige boerenachtergrond. Dit betekent echter niet dat ze 

geen ervaring hadden met het leven op het platteland. De meeste 

beleidsmakers waren geboren in de jaren twintig en dertig van de vorige 

eeuw toen de landbouw de belangrijkste vorm van levensonderhoud was. 

Indonesische en Nigeriaanse beleidsmakers leerden de agrarische sector 

echter op verschillende wijze te begrijpen. De Indonesische 

beleidsmakers leerden het belang in te zien van het verbeteren van het lot 

van kleine boeren. De elite in Nigeria daarentegen werd geleerd dat 
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armoede vermeden kon worden door de agrarische sector te verlaten en 

een stedelijk leven te gaan leiden.  

Een ander verschil tussen de twee landen is de veronderstelde 

sociale en culturele scheiding tussen stad en platteland. In Nigeria lijkt 

deze culturele scheiding groter te zijn geweest dan in Indonesië en was er 

de neiging om het stedelijk leven te idealiseren als de standaard voor 

modernisering. Deels is de grotere aantrekkingskracht om een modern 

stedelijk leven te leiden misschien ook te verklaren uit het feit dat de 

ontwikkeling van stedelijke gebieden in Nigeria veel later op gang kwam 

dan in Indonesië, dat al veel eerder verstedelijkte. 

De beleidselites in Indonesië en Nigeria maakten ook ieder een 

verschillende vorm van nationalisme en onafhankelijkheidsstrijd mee. In 

Indonesië werden veel beleidsmakers gevormd door hun deelname in 

guerrilla oorlogen, waarin ze zich moesten mengen onder de  rurale 

bevolking om zich te verbergen voor het koloniale leger. De elite in 

Nigeria hadden deze ervaringen niet. Zij leidden een elitair stedelijk leven 

in de jaren voorafgaand aan de onafhankelijkheidsstrijd. Dit betekent niet 

dat de Nigeriaanse beleidsmakers minder nationalistisch waren dan hun 

Indonesische tegenhangers, maar wel dat ze een andere band hadden met 

het rurale leven en een andere visie op het moderne leven hadden.  

Deze studie laat ook het belang zien van praktijkervaring van de 

beleidselites. De economische en politieke chaos tijdens Soekarno‟s 

bewind was een goede les voor Soeharto‟s team van economen om niet 

dezelfde fouten te maken. Om deze reden beheersten ze de inflatie, 

garandeerden ze voedselzekerheid, zorgden ze voor groei van het 

inkomen van de meerderheid van de bevolking door agrarische 

ontwikkeling en openden ze hun economie voor de wereldmarkt. Ze 

erkenden dat economisch isolement, onvoorzichtig macro-economisch 

management en het verwaarlozen van de agrarische sector de 

Indonesische economie alleen maar zou beschadigen. In Nigeria maakte 

de aard van de crisis het moeilijk deze als falend beleid te zien. De 

agrarische ontwikkeling nam slechts langzaam af en het basisvoedsel als 

yam en cassave bleven overal verkrijgbaar. De verslechterende 

economische omstandigheden in de jaren tachtig konden zonder moeite 

worden toegeschreven aan de dalende olieprijzen. Dit verschilde van de 
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aard van de crisis in Indonesië in de jaren zestig, omdat die crisis alleen 

geweten kon worden aan verkeerd beleid. Om deze reden konden de 

Nigeriaanse beleidsmakers de agrarische sector blijven verwaarlozen en 

ten koste van de meerderheid van de bevolking vast blijven houden aan 

“regulatory nationalism”.  

Daarnaast hadden de Indonesische beleidsmakers het radicalisme 

van de kleine boeren  in de praktijk ervaren. Ze wisten dat de kleine 

boeren in staat waren zichzelf te organiseren en als sociaal-politieke 

kracht georganiseerd konden worden, omdat de Indonesische 

Communistische Partij dit had laten zien. Deze traditie van rurale opstand 

in Indonesië kon  mogelijk gevaarlijk zijn voor het Nieuwe Orde regime. 

De Nigeriaanse beleidsmakers daarentegen hadden deze ervaring niet.   

 Deze studie laat ook zien dat de opleiding van beleidsmakers een 

belangrijk aspect van de verschillen in beleid is. De Indonesische 

beleidsmakers zijn technocraten met een beleidseconomische 

achtergrond. De meesten van hen volgden een economische opleiding in 

de Verenigde Staten, waar ze kennis vergaarden over economische 

beleidsinstrumenten.  Hun achtergrond in de beleidsgeoriënteerde 

economie maakte hen pragmatisch en minder ideologisch in hun keuzes 

voor een bepaald type beleid. Ze konden zowel uiterst liberaal als 

interventionistisch zijn, afhankelijk van de behoeften van de economie. 

Hun empirische en beleidsgeoriënteerde, in plaats van polemische en 

filosofische, denkraam was erg belangrijk in hun keuze voor een specifiek 

type beleid. De Nigeriaanse beleidsmakers waren breder opgeleid, in 

disciplines als recht, bestuur, onderwijs en politiek. Hoewel een aantal 

Nigeriaanse beleidsmakers ook opgeleid was in de economie, was dat 

vooral in de Europese politiek-economische traditie.   Door hun opleiding 

waren de Nigeriaanse beleidsmakers vaak van mening dat economische 

berekeningen niet boven politieke overwegingen moesten komen te staan.  

De verschillen in opleiding beïnvloedden niet alleen het 

denkraam van de beleidselite, maar ook hun relaties met andere actoren in 

de beleidsarena. Dit is duidelijk zichtbaar in de relaties met internationale 

organisaties als het IMF en de Wereldbank. Het gedeelde denkraam 

vergemakkelijkte het voor de Indonesische beleidselite om  

samenwerkingsverbanden met functionarissen van het IMF en de 

Wereldbank aan te gaan. Nigeria‟s beleidsmakers daarentegen zagen deze 
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internationale organisaties als externe machten die een nieuwe vorm van 

kolonialisme representeerden en aarzelden om die reden over 

samenwerking.   

Deze studie suggereert dat de volgende zaken nodig zijn voor het 

bereiken van duurzame en billijke groei: Ten eerste moeten 

overheidsinvesteringen in de agrarische sector prioriteit krijgen. Ten 

tweede moet de overheid proberen de meerderheid van de bevolking bij 

ontwikkelingsprogramma‟s te betrekken. Ten derde moet de overheid de 

binnenlandse economie zorgvuldig integreren in de wereldeconomie door 

meer impulsen aan de exportgeoriënteerde industrie te geven. Ten vierde 

is macro-economisch management, en in het bijzonder het in stand 

houden van een realistische wisselkoers, belangrijk, zowel om 

exportproducten concurrerend te maken op de wereldmarkt als om 

importafhankelijkheid te helpen vermijden.  
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