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INDONESIA: CONFRONTING THE POLITICAL
AND ECONOMIC CRISES

Wednesday, February 16, 2000

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON ASIA AND THE PACIFIC,
COMMITTEE ON INTERNATIONAL RELATIONS,
Washington, D.C.

The Subcommittee met, pursuant to notice, at 10 a.m., in room
2200, Rayburn House Office Building, Hon. Doug Bereuter (Chair-
man of the Subcommittee) presiding.

Chairman BEREUTER. [presiding] The Subcommittee will come to
order. We will proceed, at least initially, without Mr. Lantos, our
Ranking Member, with the approval of the staff.

The Subcommittee on Asia and the Pacific meets today in open
session to receive testimony on the ongoing transition to democracy
in Indonesia, and the prospects for achieving political and economic
stability and maintaining national unity in that country.

When the Subcommittee last held hearings on Indonesia, on Sep-
tember 9, 1999, we were faced with a crisis situation in East Timor
as military-sponsored militia were systematically killing, looting,
burning, and destroying the country. Attention was naturally fo-
cused on that crisis situation. At the same time, Indonesia was pre-
paring for historic democratic elections which, against considerable
odds, were conducted in a free and fair manner. They then had to
select a new president and vice president, which resulted in the es-
tablishment of the first democratically-elected government in that
country in many decades.

Last week, the Subcommittee held a hearing on East Timor
which they discussed the situation and prospects for that newly
emerging country. Today, I emphasize for Members of the Sub-
committee, and 1 will emphasize it again if necessary, it is my in-
tent that we focus our attention on the serious political and eco-
nomic crisis facing Indonesia as it struggles to institutionalize a
new democratic and decentralized system of government. Members
had their chance to speak on East Timor last week. We want to
focus this time on Indonesia.

Undoubtedly, this is a critical juncture in history for Indonesia,
and the stakes are high for it and for the entire region. Indonesia
is both the fourth most populous nation in the world and the coun-
try with the largest population of followers of the Muslim faith. It
is a country of stunning geographic and ethnic diversity, occupying
an archipelago stretching over an area wider than the continental
United States. In fact, I think it is the most complicated country
on Earth.
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Moreover, Indonesia is key to the entire Southeast Asia region.
It was the original founder of ASEAN, the Association of Southeast
Asian Nations, and has emerged as a natural leader in that organi-
zation’s emergence as an important contributor to stability and eco-
nomic progress in that part of the world.

Finally, Indonesia has been a good friend and important trading
partner of the United States. I believe that most surely it is in
America’s national security interest to help Indonesia achieve the
economic and political reforms necessary to ensure future stability
and prosperity.

However, the situation in Indonesia remains troubling. The con-
sequences of further economic and political collapse would be ex-
tremely serious and would adversely impact regional stability and
U.S. national security. Necessary and painful economic reforms In-
donesia must undertake would be daunting even for a well-estab-
lished democracy. Indonesia must boldly undertake this action
while at the same time, with the most minimal experience, under-
take massive political reform.

To date, I believe that President Wahid has made a promising
beginning in guiding Indonesia during this difficult transition and
in dealing with the myriad problems facing the country. He has
taken appropriate steps to help end the violence in Timor and ex-
ceeded to the majority will of the people of East Timor to become
independent. He has given priority to resolving regional conflicts
and opened the dialogue with disaffected groups in such regions as
Aceh and Irian Jaya. He has moved to reestablish the rule of law,
undertaken judicial reform, established a commission to investigate
serious human rights violations, and indicated that those found re-
sponsible will be held accountable.

In this context, former armed forces chief General Wiranto has
removed from his position in the cabinet as Coordinating Minister
for Politics and Security on February 14, 2000, after being found
importantly culpable for the mayhem in East Timor by the Indo-
nesian commission which investigated that catastrophe.

This assertion of civilian control over the military, I believe, is
a welcome and historic step. President Wahid has also begun to
take important steps to stabilize the fragile economy and has there-
by won international financial support from the IMF, the World
Bank, the Asian Development Bank (ADB), the International Con-
sultative Group on Indonesia, and other multilateral and bilateral
sources. He has begun the daunting task of re-capitalizing the
banking and corporate sectors through the Indonesian Bank Recon-
struction Agency (IBRA) and dealing with the enormous problems
of corruption and cronyism.

While these reforms have been welcome, they are tenuous and
face determined opposition from determined, entrenched interests.
The newly-appointed ministers, though intelligent and well-mean-
ing, have little experience in managing the deeply suspicious bu-
reaucracy.

In my judgment, the U.S. is correctly providing financial, tech-
nical, and political support for Indonesia in an effort to bolster
their positive efforts. Yet the separatist unrest and religious and
ethnic strife in Acheh and elsewhere, and the resistance of some
military and political leaders to the winds of change underscore
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how fragile and volatile the situation is in Indonesia. Given the
many serious problems facing the country, it appears probable that
the armed forces will continue to be a key stabilizing force to en-
sure the security of the region, the secular integrity of Indonesia.

I believe that previous well-intentioned congressional actions—
which were reactions to the violence and focused on East Timor,
such as the suppression or suspension of the International Military
Education and Training Program (IMET), and the denial to Indo-
nesia of EIMET Program, which was specifically aimed at human
rights training—have largely been counter-productive and have re-
sulted in America losing access and leverage in Indonesia, particu-
larly with the military. That was made apparent by our limited
ability to influence and temper the military’s actions in East Timor.

The need for response for U.S.-Indonesia military-to-military en-
gagement is even more important today because the Indonesian
military is already undergoing significant changes and because
President Wahid has transferred reform-minded generals and ad-
mirals into new positions of authority. For the first time since the
1950’s, Indonesia has a civilian defense minister. That is a move
we should applaud and should do what we can to reinforce. Re-
sponsible U.S. assistance and engagement could help promote and
shape these positive developments.

I am pleased today that we will have the opportunity to hear
from the Administration and a distinguished panel of private wit-
nesses. Testifying for the Administration will be Undersecretary for
International Affairs at the U.S. Department of the Treasury, the
Honorable Timothy F. Geithner, and the Assistant Secretary of
State for East Asia and Pacific Affairs, the Honorable Stanley
Roth, who was with us last week.

We welcome both these distinguished gentlemen, and look for-
ward to hearing their testimony.

We will begin with Undersecretary Geithner, and then hear from
Assistant Secretary Roth, who was, as I said, here to testify on
East Timor last week.

We are also honored to have an excellent second panel of distin-
guished witnesses Dr. Theodore Friend is President Emeritus and
Trustee of the Eisenhower Fellowships, and is Senior Fellow at the
Foreign Policy Research Institute. He has tremendous expertise on
Indonesia. He served as President at Swarthmore College. He has
recently visited Indonesia, he speaks the language fluently, and he
is the author of several important recent articles on the country.

We are also pleased to have as a witness Mr. Eric Bjornlund,
Senior Associate and Director of Asian Programs of the National
Democratic Institute (NDI) for International Affairs. Indonesia is
currently NDI’s largest program. Mr. Bjornlund has recently re-
turned from a visit to Indonesia to oversee the program there. Mr.
Bjornlund, I wish to offer my congratulations on your third child
born Monday. Our heartiest congratulations for that. We look for-
ward to your testimony.

In addition, we are fortunate to have with us Mr. Michael
Gadbaw, Chairman of the U.S.-Indonesia Business Committee of
the U.S.-ASEAN Business Council. He is the Senior Vice President
for General Electric Corporation and recently led a large business
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delegation to Indonesia, which met with senior business and polit-
ical leaders.

Secretary Geithner, as we have two panels today, I would ask
you and Secretary Roth, if you can, to limit your comments to
about 10 minutes each. Your entire statements will be made a part
of the record. You may proceed as you wish.

Secretary Geithner.

Mr. GEITHNER. If it is OK with you, Mr. Chairman, I was going
to defer to the State Department, as we always do and invite Stan-
ley to go first. It is good to start—when you are talking about eco-
nomics, it is good to start with politics, anyway. I understand he
can do that better than anybody.

Chairman BEREUTER. It is a courteous and good move. Ordinarily
with equal rank, we would have recognized the State Department
first. Since you are the Undersecretary, however, we have given
you the opportunity to be courteous and pass the buck to Mr. Roth.

Secretary Roth, you may proceed.

STATEMENT OF STANLEY ROTH, ASSISTANT SECRETARY FOR
EAST ASIAN AND PACIFIC AFFAIRS, UNITED STATES DE-
PARTMENT OF STATE

Mr. RoTH. Thank you very much, Mr. Chairman. I hope you do
note, for the record, this extreme example of cooperation of two de-
partments of the Executive Branch.

Chairman BEREUTER. By the way, I want to reassure my col-
leagues, when Mr. Lantos arrives, we will hear from the Demo-
cratic side of the aisle.

Please proceed as you wish.

Mr. RoOTH. It is normally my practice not to go through my writ-
ten testimony at great length. But I learned, somewhat to my sur-
prise this morning, that the statement didn’t go up last night. So
you haven’t had much chance to look at it. Would you like me to
go through it in greater detail or would you still prefer that I give
you the shrunken version?

Chairman BEREUTER. I think, unless I hear objection by col-
leagues, we would prefer the maximum time for questions. Some
of us had seen it as we were in the other session.

Mr. RoTH. My apologies for the delay.

You will notice a considerable degree of overlap, which has come
to be a regular feature, rather than a surprising feature between
your opening statement and my prepared testimony.

Chairman BEREUTER. I have learned.

Mr. ROTH. But many of the same points are in there, so I will
try not to be duplicative and just add the supplemental ones.

I think where I would like to begin with a statement that I made
before this Subcommittee several times last year, which was that
having a free and fair electoral process in Indonesia, which re-
sulted in the selection of a legitimate government, was a necessary
but not sufficient condition for Indonesia beginning to be in a posi-
tion to address all its problems.

I go back to that statement, because I think there has been
something of a tendency, more in Indonesia than in the United
States but even in the United States, to hold Indonesia to an in-
credible standard, to look at the first 100 days and say, “What is
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going on? They haven’t fixed this. They haven’t fixed that.” When
in fact, I think it is no surprise to anyone who has followed Indo-
nesia, they have a rather daunting array of problems. We certainly
didn’t have any expectation that these were going to be solved in
as short a period as 100 days. Indeed, I would be thrilled if they
could solve them in a 1,000 days.

But what has taken place, and what you have referred to and is
well known, is that they did have this legitimate process resulting
in the first time we had an election where we didn’t know the re-
sults before the election was cast. That was the first time in Indo-
nesia since the 1950’s that that happened, an election that has
been accepted on the street, in terms of the people who voted for
change and got change. So you certainly have a legitimate govern-
ment which is now facing the task—a multitude of daunting tasks.

But I think it is worthwhile just briefly highlighting the fact, be-
fore we get to the problems, that there has been a whole lot of good
news as well, and you mentioned some of those in your opening tes-
timony. In addition to the election itself, I think the encouraging
trend in terms of civilian supremacy over the military, President
Wahid has moved very skillfully and carefully to put in his own
people in key positions. You flagged the fact, for example, that you
had an admiral as commander of the armed forces for the first
time. You have a civilian, for the first time in many years, as de-
fense minister. He has put in several people in other key ministries
and officers in the military including intelligence. You have just
seen the outcome of the struggle with General Wiranto, who has
been suspended from his cabinet position at the request of the
president. This of course relating to the naming of the general, and
many others, in the investigation of the abuses in East Timor that
we discussed last week.

But the important point is major progress toward civilian su-
premacy. We never saw any evidence—I want to stress this point.
Congressman Faleomavaega asked me about it last week. We never
saw any evidence that the Indonesian military was planning for a
coup. There were many public statements by key generals that
there would not be a coup. In fact, while we spoke out quite strong-
ly about what the consequences would be if it occurred, for pur-
poses of deterrence, it is very important to indicate that we
shouldn’t be blaming the Indonesian military for something it
didn’t do under these circumstances. So, I think important strides
have been made on the principle of civilian supremacy.

On the economic side, I won’t go into great detail given Under-
secretary Geithner’s presence here. But I think what I want to em-
phasize is, first of all, some refreshing differences from the past.
For example, the rather quick decision to release the Bank Bali re-
port, which had held up IMF negotiations previously under the
Habibie regime, as an indicator of a different pattern of behavior.
I think the clarification during President Wahid’s trip to the
United States that he was firmly interested in foreign investment
and saw that as a model for economic development. There had been
some concern about what his economic policies and his cabinet’s
policies might be, but I think he laid a lot of those concerns to rest
during his trip to the United States, early in his presidency.
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As a result, there has been some dramatic progress, and I think
Tim will talk in detail about the IMF agreement and World Bank
disbursements in general policy. But the stage has been set for eco-
nomic progress.

In terms of democracy, you now have a parliament that, in the
terms of one Indonesian cabinet minister, has come alive. This is
a bona fide parliament, not a rubber stamp. The same is true at
the provincial levels. You now have 27 provincial assemblies that
are not parking places for retired military people and Suharto cro-
nies, but legitimate instruments of local government. So you have
a lot of democracy taking place in Indonesia.

We have seen the freeing of the remaining—almost all of the re-
maining political prisoners. To be fair, this was a process that cer-
tainly began under President Habibie, and has been expedited by
President Wahid. You mentioned in your own statement that
progress was being made in Aceh—and I will come back to Aceh
in more detail since it is one of the more serious challenges—but
at least efforts have been made to get a negotiating process under
way.

This is the context in which I would like to start then consid-
ering some of the problems but making it very clear that the dis-
cussion of problems doesn’t—shouldn’t set the tone of suggesting
that we are facing a crisis. It is rather more the long-term haul.
We are in a long-term situation that Indonesia is going to have to
deal with.

I started my written testimony with the economy, because I be-
lieve it is very important that we acknowledge that, ultimately,
getting the economy revived and coming out of the impact of the
Asian financial crisis where Indonesia has certainly been the slow-
est of the Asian countries to emerge, it is ultimately going to be
critical to stability. Over the last year, year and a half, we nec-
essarily focused either on East Timor with all the drama going on
there or on the electoral process and much less on the economy.
But the government no longer gets a bye, and so what they do in
the economy will be critical.

Next, I turn to the issue of civilian supremacy. I have made the
key points in my opening remarks about, one, the fact that civilian
supremacy prevailed. The United States position was always clear,
as Ambassador Holbrooke spoke very forcefully, and I think pro-
ductively, warning against the consequences of a coup. But also
that we see no evidence that one took place.

On Aceh, I go into considerable detail in my testimony, and I
would like to take just a little bit of time now, because I think that
is one of the greatest challenges. It is one of those cases where I
think one has to recognize what has changed and what hasn’t
changed. What has changed is that for the first time that I can re-
call, you have a serious negotiating process. You have the govern-
ment engaging with Acehnese leaders in Aceh, in exile, in Jakarta,
and trying to come up with a process where they can actually get
down to the negotiating table and try to work out a political resolu-
tion.

This has not been an easy process, and it has not gone on a
straight line. In fact, there was a great deal of consternation about
early remarks by President Wahid that he would support a ref-
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erendum, creating the impression that the government would sup-
port a vote on independence, which could have been very desta-
bilizing in terms of the territorial integrity of Indonesia. As you
know, in the face of considerable criticism from virtually every
quarter in Indonesia, President Wahid has changed course and now
made it clear there will not be a referendum on independence, that
he is prepared to see a referendum on the application of Islamic
law, but not on political status.

After that shaky start, though, I think things have improved con-
siderably. We have seen the government—primarily through the
minister for human rights, Hasballah Saad, himself an Acehnese—
working very closely with a wide range of Acehnese leaders to try
to put together something called an All Aceh congress, the purpose
of which is to come up with a group of people who can represent
the Acehnese. You have student groups, business groups, revolu-
tionary groups. There are so many different parities in Acehnese,
that President Wahid has said to me, “What is the address? Who
am I supposed to talk to negotiate?” So this is a very important ef-
fort by his government to see if they can help facilitate, with the
Acehnese, the emergence of leadership.

There is also a very dramatic progress with the help of an NGO
in Switzerland, which has been meeting, actually, with several—
held broker meetings between the Indonesian government and two
of the factions of the GAM, the Free Aceh Movement, to see if there
could be an agreement on a cease-fire and humanitarian assist-
ance. This took place just before Gus Dur’s visit to Davoz a few
weeks back, and there is another round scheduled for later in this
month. There is no agreement yet, but there is an agreement to
meet again, and obviously, if there could be a cease-fire, that would
be a very positive development.

In the meantime, though, just to be accurate, there is still a very
disturbing level of violence going on in Aceh itself, many fatalities
each week on every side, meaning police, military Acehnese civil-
ians, guerrillas. So, this is not yet a situation one could say is sta-
ble, but at least there is a diplomatic process which might achieve
results, and that is a major change for which the government de-
serves credit. We will have to see if it all works.

I wish I had a good answer for what I know is of interest to you,
Mr. Chairman, on the sectarian violence, particularly what we
have seen take place in the Malukus and elsewhere. What I tried
to point out in my testimony is, first, the obvious: What are the
downsides of this violence in terms of decreasing confidence in the
government’s competence, leading to extremist Islamic elements
trying to piggy-back on these developments to get more support,
and of course, affecting the investment climate by making it appear
that Indonesia is not safe?

The more difficult question, and one in which I have not yet seen
the magic answer is, what is the fix? There is no simple solution
that I am aware of. The government faces a real dilemma, which
is, on the one hand, it has an obligation to protect its citizens and
not allow this kind of violence to continue and escalate. At the
same time, the government is fully aware of the previous track
record of the military and police going into situations like this and
committing numerous human rights abuses and making the prob-
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lems worse. So merely the sending of troops is not in and of itself
a comprehensive fix.

So this is going to be a long-term process involving improving the
caliber of the police and the military, of getting people more quick-
ly, not allowing it to escalate, of trying to rebuild where there has
been violence so you don’t have permanent separation of commu-
nities. But I can’t give you what I myself would consider a satisfac-
tory answer.

Finally, I review in the statement just the key points I made last
week on East Timor, but in the interest of time, I will leave that
for the record.

[The prepared statement of Mr. Roth appears in the appendix.]

Chairman BEREUTER. Thank you very much.

We have a vote on an amendment, possibly followed by final pas-
sage. Undersecretary Geithner, I think we may be able to hear a
complete testimony before I turn the Chair over to Mr.
Faleomavaega.

Undersecretary Geithner, would you please proceed as you wish?

STATEMENT OF TIMOTHY F. GEITHNER, UNDERSECRETARY
FOR INTERNATIONAL AFFAIRS, UNITED STATES DEPART-
MENT OF TREASURY

Mr. GEITHNER. Absolutely. Thanks for having me up here today.

This is an important issue for us, for this country, and we wel-
come the attention you are giving it.

I will focus my oral remarks on just two things: what we see as
the major economic challenges facing Indonesia, and the things we
think on the economic front the international community can be
most effective in supporting.

Indonesia experienced, in 1997 and 1998 what you might call a
perfect storm. They experienced a powerful combination of three
forces: external contagion from Thailand in the north, a compelling
set of domestic economic and financial vulnerabilities, and a seri-
ous political crisis, a succession crisis which led to a break-down
of the basic institutions that are necessary to make any economy
function.

These factors made the economic contraction much deeper and
much more protracted in Indonesia than was the case in other
countries hit by the crisis. Over the course of 1998 and 1999, the
government—the previous government and this government—have
taken some important steps to lay the foundation for recovery. As
a result of these steps, the macroeconomic environment has sta-
bilized a bit, and growth has started to resume. The government
expects the economy to grow between 3 and 4 percent this year. In-
flation is down to zero. Interest rates have fallen substantially. The
rupiah has recovered significantly, although it is still about 25 per-
cent below its pre-crisis level in real trade terms.

The new government has laid out a new framework for economic
policy, which we think holds considerable promise. The main chal-
lenges they face are in four areas: macroeconomic policy, the finan-
cial corporate sector restructuring agenda, installing the rule of
law, and promoting a functioning legal system, and, finally, bol-
stering the social front, investing in human capital.
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Let me just review these briefly. On the macroeconomic front, I
would just emphasize two points. The immediate challenge is to
find the right balance between the need to support the economy,
to fund adequate investment in basic health care, education, and
social safety nets, and to finance an adequate re-capitalization in
the banking system without making an already unsustainable fis-
cal situation worse.

In the program laid out with the IMF, the government has tar-
geted a fiscal deficit of about 5 percent this year, which is about
the same level as last year. They want to avoid a substantial ex-
pansion in the short term, which we think is appropriate.

Their hope is that, with an ambitious program of privatization,
the sale of the assets the government now holds, they will begin
to make some progress in reducing the public debt burden. Over
time, of course, as the economy recovers, they are going to have to
put in place a more forceful, credible program of fiscal consolida-
tion. That is going to be a difficult task for them to manage, par-
ticularly in light of their plans to decentralize a substantial part
of economic responsibility to the sub-national level.

It is very important, as they go forward, that the government
commit to preserve the independence of the central bank, whose
policies have been really critically important in Indonesia’s return
to stability.

The second challenge is on the financial and corporate sector re-
structuring front. There is no way economic growth is going to re-
cover with any strength in Indonesia without a recovery in private
sector activity. I think it is unlikely you are going to see any recov-
ery in private investment on a meaningful scale until we see more
progress toward repairing the financial sector and restructuring
the corporate sector.

The government’s efforts in this area have been painfully slow
and inadequate, and the cost to the economy and to the budget
itself has been substantial as a result. The program they have
agreed to with the IMF has a variety of important and promising
commitments in both areas, and I will just summarize them. In the
financial sector, they are focusing appropriately on how to privatize
the state-owned banks, how to improve supervision and governance
in the financial sector generally, and how to develop deepen a debt
and equity markets, to allow them to reduce their reliance on what
is going to be a very weak banking sector for some time to come.

On the corporate debt front, the IMF Program is trying to make
sure that the Indonesia Bank Restructuring Agency has stronger
powers, is able to move ahead without political interference, and
can send non-cooperative debtors to the bankruptcy court. They are
focused on trying to make sure the bankruptcy regime actually
works, and they are trying to make sure there is a creditable effort
to combat corruption in the judiciary for obvious reasons.

This brings me to the third challenge, which is the challenge of
creating a legal system that works, restoring some basis of fairness
and predictability before the law. Again, I think it is very unlikely
you are going to see any recovery in private enterprise and invest-
ment until you see greater confidence in the legal system. That is
why the work of the newly appointed attorney general is going to
be so important to the success of the economic program. That is
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why the U.S. and other countries working with the World Bank
made judicial reform a centerpiece of the recent consultative group
meeting of donors.

In the social area, I think our view is that unless the government
is able to deliver a broader, more substantial improvement in the
general welfare of the people, they are unlikely to be able to con-
tinue to enjoy the support they need to carry out a program of eco-
nomic reform. Given how difficult the government’s fiscal position
is now, it is very important that they move to concentrate their in-
vestments in the social sector, in areas where people need it most
and where it can be used most effectively.

Chairman BEREUTER. Excuse me, Mr. Geithner, I am going to
have to excuse myself. Please continue. I am going to turn the
Chair over to Mr. Faleomavaega.

Mr. GEITHNER. I am going to move quickly to the end.

In my written statement, I laid out a number of steps which we
think would be useful and important for the government to take in
the short term to begin to restore some credibility with their citi-
zens in the economic area and with foreign investors, generally.
They have started to move in some of those areas. Some of those
steps are encouraging, but we have a long way to go.

Indonesia’s future is critical to the stability and prosperity of
Southeast Asia and to the region as a whole. We of course have a
major stake in the success of the political transition now underway
and seeing the foundation laid for a strong and durable recovery.
In our view, we need to be prepared to help this new government
with this ambitious reform agenda, and we think we can be most
effective by supporting the following things, and let me just men-
tion four.

First, we can be helpful in supporting an adequate scale of offi-
cial finance to this government in this period of transition. In this
context, the new IMF Program will make available roughly $5 bil-
lion of assistance over the next 3 years. The pipeline of assistance
from in the World Bank, and the Asian Development Bank totals
about $7.8 billion now. I think we can be reasonably confident that
will satisfy Indonesia’s medium-term financial challenges exter-
nally; that is very important. Of course, all that money is condi-
tioned on Indonesia delivering on the commitments they have
made. But if they are prepared to deliver, I think they can count
on having adequate supply of external financial assistance.

It is also very important that we continue to focus the IMF the
World Bank, and the Asian Development Bank on the main chal-
lenges facing this new government to make sure that the reform
conditions and the program they support are the right kind of con-
ditions. As I said, all these reforms need to be focused on creating
an environment conducive to private enterprise and new invest-
ment, on financing an adequate social safety net with investments
in health care and education, and of course, growth-oriented macro-
economic policies.

It is also important that we do what we can to support giving
this new government an appropriate breathing space on its exter-
nal debt obligations to the official sector. We are going to work
with other Paris Club creditors to give them another 2 years of
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breathing space on the external debt front, which I think will free
up another $4 to $5 billion in external payments.

Finally, we are working to develop and expand a program of
technical assistance, working closely with the State Department
and other agencies. I think we at the Treasury will try and focus
on what we know something about, and we will try to target our
assistance on public debt management, and fiscal decentralization,
on financial and corporate debt restructuring, and in the law en-
forcement area.

In many ways, Indonesia’s economic challenges are now fun-
damentally political. They are fundamentally political in the sense
that progress depends critically on this new government’s dem-
onstrating it has the capacity to act, and to act forcefully and
quickly. They have outlined a credible program for political change
and economic reform, and we think that this program is strong
enough to create the promise of a significant improvement in eco-
nomic activity over the next few years.

Thank you very much.

4 [The prepared statement of Mr. Geithner appears in the appen-
ix.]

Mr. FALEOMAVAEGA. [presiding] Thank you, Mr. Secretary.

I have been given the honorable task of continuing the dialogue
while we wait for some of my Republican friends on the other side
of the aisle to return to conduct the hearing. Nevertheless, the
Chairman has asked me to raise my own set of questions that I
have prepared, and hopefully, both of you gentlemen will be able
to help me with.

It is always a pleasure for me, to welcome my good friend, the
former Staff Director of this Subcommittee, Secretary Roth. Sec-
retary Geithner, I also offer you my personal welcome.

I think in terms of numbers, we know that Indonesia is the most
populous Muslim nation in the world, with well over 200 million
people. It is also the fourth most populous country of the world.
Perhaps we need to add another additional, unique number given
the fact that after 30 years of military dictatorship in Indonesia we
finally have a duly elected a civilian administration and governing
body. To that effect, we have come a long way.

At the height of the Cold War, it seems to me that our basic for-
eign policy was we didn’t care whether Indonesia’s dictators were
the worst abusers of human rights as long as they were anti-Com-
munist. As long as they were pro-Western, the U.S. pretty much
turned the other way when it came to a check on the activities of
some of these dictators. The two dictators that come to mind as we
talk about Indonesia today, of course, first Sukarno and then
Suharto. As both of you gentlemen know, there are no simple solu-
tions to the problems with Indonesia.

There are some historical things that I would like to bring to
your attention and hopefully that you will share with me for the
record. Although it is probably getting to be somewhat tedious for
my good friend, Secretary Roth, always hearing me raise this issue,
as we discussed early last week at the East Timor hearing, I want
to review with you the problems with West Papua New Guinea.

Some people have asked me why am I so concerned about the sit-
uation in West Papua New Guinea? It just irks the hell out me—
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if you will excuse the expression that I learned here in America—
the fact that 10 years previous to the military take-over of East
Timor in 1974, 1975, there was the same type of activity conducted
by the Indonesian military in 1963, where well over 100,000 West
Papua New Guineans were tortured, murdered, or simply dis-
appeared. These atrocities were committed against these people for
the simple reason that Indonesia decided that West Papua New
Guinea was going to be part of their country, both of which were
formerly Dutch colonies.

Gentlemen, I hope you will bear with me, but I do have some
questions that I want to share with you and my concerns for West
Papua New Guinea. The reason why I am committed to remain se-
rious about West Papua New Guinea is because some of my rel-
atives have served as missionaries in Papua New Guinea. More-
over, the Pacific Island relationship that we have with those peo-
ple, gives me the sense of concern and a sense of kinship with the
people living in West Papua.

In 1969, a vote entitled the Act of Free Choice which many
Papuans call the Act of No Choice—was held to determine whether
West Papua would be an independent country or part of Indonesia.
This was a fraudulent process characterized by devastating Indo-
nesian military repression and shameful neglect on the part of the
United Nations. It is well documented that the United Nations’
personnel overseeing the progress at that time revealed the extent
to which the United Nations knew of the illegitimacy of the voting
results. Only 1,000 West Papua New Guineans hand selected by
the military junta under Suharto who allowed the vote. With a bar-
rel of a gun to their hands, they say you will vote in favor of Indo-
nesian rule on behalf of 800,000 West Papua New Guineans who
had no voice.

In light of the continuing gross human rights violations com-
mitted by the Indonesian military in West Papua, the still strong
indigenous movement for independence there and the role the U.S.
played in the creation of the 1962 New York agreement, I would
like to ask what is now being done both by the United States, as
well as the United Nations, to revisit the process of a genuine act
of self-determination for the people of West Papua New Guinea?

Mr. RoTH. I am afraid I am going to have to disappoint you, Con-
gressman, because I think we disagree rather sharply on this issue,
that I believe that the starting point for U.S. policy is the preserva-
tion of the territorial integrity of Indonesia. That is the position
that President Clinton has articulated to President Wahid on his
visit here, as well as many other occasions at many other levels.
I think we will rue the day if we start going down the path of re-
examining whether or not all the pieces of Indonesia should be al-
lowed to stay there or not. I think the point we are beginning with
is we support the country as it is. East Timor was suigeneros by
virtue of the different legal status and the fact that its incorpora-
tion was never accepted by anyone, including not by the United
Nations. It was also not considered part of Indonesia by most Indo-
nesians. Basically, it is a totally different status.

But that should not be used as a precedent for West Papua. So
we are simply not looking at re-opening this issue, and we are cer-
tainly not looking at taking this up in the United Nations. I don’t
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think we should leave the impression with the independence advo-
cates that there is in any way U.S. support for this, because from
the point of view of the Administration—and I can only speak for
the Administration—there isn’t.

Having said all that, I don’t want to appear to be in way justi-
fying the horrific abuses which did occur in what used to be called
Irian Jaya and now which President Wahid has agreed to call
Papua. Those are well known, and those are things which I believe
need to be investigated by the current regime. I think there is a
need for accountability as much in Papua as there is in Aceh, as
there is in Timor. That is something that the government of Indo-
nesia has to address, that many of the same military units that
brought us the violence, or figures that brought us the violence in
Timor and Aceh, were also active in Papua. I think that that has
to be brought to justice.

I also think, and the government of Indonesia has indicated that
it is willing to engage in a dialogue in terms of a different degree
of autonomy, a different deal, different sharing of the resources,
different levels of political control. The government, I think, has
demonstrated its good faith simply by the very symbolic act of
changing the name, which is something that of course you know
had been resisted by the dictatorships that you referred to.

So, I think one can be sympathetic to the people, one can be sym-
pathetic to their needs and their cause of justice, but I think one
also has to look at the over-arching national interest of whether we
want to be a party to the disintegration of Indonesia, which I think
would have devastating consequences for stability in all of South-
east Asia. The answer to that is, in our judgment, is no.

Mr. FALEOMAVAEGA. So your response is the Administration says
it is OK to grant the plebiscite and the right of self-determination
for the people of East Timor, but not for the people of West Papua
New Guinea? Is that basically the Administration’s position?

Mr. RoTH. The position I expressed was that there is a different
legal status for the two entities, and that that was driving our pol-
icy, that East Timor’s incorporation had never been accepted by the
United Nations or by the United States, or for that matter by any
country in the world with, I think, the sole exception of Australia.
It was a completely different legal status.

Mr. FALEOMAVAEGA. I happen to differ with you on that as a
matter of history. So, you are saying that this Administration ac-
cepts as proper the fact that 1,000 West Papua New Guineans
voted with a gun to their heads, on behalf of 800,000 West
Papuans? That this sham vote made it legitimate for West Papua
to become a part of Indonesia, even though it was done under mili-
tary dictatorship?

Mr. RoTH. What I said is that we accept the process, the U.N.
process that led to the incorporation of Papua New Guinea into—
sorry, Irian Jaya into Indonesia, and we are not prepared to sup-
port the re-opening of that decision because of the consequences it
would have for Indonesia and for stability in the region.

Mr. FALEOMAVAEGA. What happens if there are historical records
in the United Nations documenting those shameful acts the United
Nations committed against the West Papuans. The United Nations
literally just turned its back when this issue was raised, including
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Ezra Bunker, our Ambassador to the United Nations, who simply
just turned the other way and refused to recognize the fact that
these people were never given the right of self-determination?

Mr. RoTH. Yes, I don’t have anything more to add to what I said,
Congressman. This is not an issue that the Administration is pre-
pared to re-open and revisit.

Mr. FALEOMAVAEGA. I am going to have to differ very, very criti-
cally with the Administration’s position on this. It is proper to give
East Timor its right of independence and self-determination, but
the same is not true for West Papua, whose people, culture, eth-
nicity, and background, history have no relationship whatsoever to
Indonesia. I consider this very shameful on the part of the Admin-
istration to hold that policy, to tell you quite frankly.

Indonesia’s House of Representatives recently asked their gov-
ernment to review its contract with Freeport, Indonesia. Eighty-one
point three percent of Freeport, Indonesia is owned by a U.S. min-
ing company, Freeport McMoran Copper and Gold. In addition to
claims that the contract violates investment regulations as well as
the 1945 state constitution, the two House commissions which vis-
ited the Freeport mines in December found, and I quote, “The min-
ing operations had also resulted in social economic injustice, ramp-
ant human rights abuse, and political tensions”. Needless to say,
the mining has also caused gross environmental destruction and
environmental injustice. The Freeport Mining operation in West
Papua New Guinea is the largest gold mining operation in the
world.

I would like for the Administration to respond to that. What is
being done about Freeport’s activities in West Papua New Guinea?

Mr. ROTH. I am not sure that I accept the premise of the ques-
tion that is there is something to be done about Freeport. I mean,
I think you are acting on the basis of allegations rather than on
the basis of how they behave now. This is not an area of great ex-
pertise on my part, but it is my impression—and I will get you a
much more detailed answer for the record—that there has been
considerable change and improvement in the activities of Freeport
with respect, for example, to the environment.

I also make the point that there has been no request from the
government of Indonesia to in any way abrogate change with the
contract with Freeport Moran. You cited some activity by the
House Committee, but in terms of the government of Indonesia,
they have not asked us to do anything, have not issued any com-
plaints. So, I think one has to be careful in the allegations one
makes. But beyond that, I will be happy to get you a more detailed
answer for the record.

Mr. FALEOMAVAEGA. Please, I would like more information on
that.

[The information referred to appears in the appendix.]

Mr. FALEOMAVAEGA. Regarding the relationship between Presi-
dent Wahid and General Wiranto is Wiranto now no longer the
minister of security or does he still have an important position
within the security chain of command?

Mr. RoTH. No, he has been suspended from the position he—and
a successor has been sworn in. So, he is out of the cabinet for now.
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He has already resigned his military commission previously. So, he
is neither in the military nor in the cabinet.

Mr. FALEOMAVAEGA. There was a recent report in the media that
the Dutch government has taken a definite interest in revisiting
the question of West Papua New Guinea. What is the Administra-
tion’s position on this?

Mr. RoTH. I think I have already stated it, no desire to revisit
the status.

Mr. FALEOMAVAEGA. So it is the Administration’s position, as it
also seems to be the position of the Australian government, the
fear that you don’t want to Balkanize Indonesia. Am I correct on
this?

Mr. ROTH. Absolutely. We have said, unequivocally, that we sup-
port the territorial integrity of Indonesia. We said that East Timor
was suigeneros based on a different legal status, and we are work-
ing in support of Indonesian’s government policy to preserve terri-
torial integrity. We certainly support efforts to engage in political
dialogue with provinces with very legitimate grievances. Certainly,
Aceh is in that category, certainly Irian Jaya and now Papua is in
that category. But that is far short of saying supporting independ-
ence.

Mr. FALEOMAVAEGA. Secretary Geithner, you mentioned a couple
points about trying to give assistance to Indonesia. Is this the for-
mat the Administration takes in giving assistance to countries like
Indonesia? You mentioned financing and covering external debts.
Indonesia’s external debts now number well over $3 to $4 billion.

Mr. GEITHNER. Indonesia has got substantially more external
debt outstanding to the governments of the world, as a whole. I
think it owes the United States, now, roughly $3 billion.

Mr. FALEOMAVAEGA. What is the total U.S. investment right now
in Indonesia?

Mr. GEITHNER. I don’t know the answer to that, but I would be
happy to get you the number. I suspect it is probably somewhere
north of $3 billion.

Mr. FALEOMAVAEGA. I see.

Mr. RoTH. May I commend a bit on aid? I was neglectful in my
statement in my rush to meet the bell, seeing the chairman looked
at his watch, that I skipped the section on U.S. policy.

But, clearly, in our desire to support the new democratic govern-
ment, we have taken a number of steps, some of have been on the
diplomacy side—inviting President Wahid to the Oval Office, send-
ing two cabinet members, Richard Holbrooke and Larry Summers,
out early in the new Administration. But some of it has been on
the aid side as well, and we are looking to increase traditional de-
velopment assistance and economic support for money for Indo-
nesia. The numbers are a little bit tricky, but if you—basically,
from a base of $75 million last year, to $125 million this year—the
reason I am using that funny formulation of a base is there is one-
time-only money on top of last year’s aid for the elections. But if
you factor that out, it is roughly a 50 percent increase, and we will
be seeking a slightly larger increase for 2001. We have also sent
out an assessment team, an inter-agency assessment team to Indo-
nesia, to try to look at some of their aid needs. Secretary Albright
has a particular interest in institution building.
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As you know, and you mentioned in your statement, under the
two previous dictatorships there wasn’t a hell of a lot of institution
building in Indonesia. So when you look at all kinds of institutions,
whether it is courts, police, journalists, NGO civil society, it is very
poorly developed in Indonesia. So we would like to concentrate our
resources, which admittedly are quite modest if you compare it to
Japanese aid, or to aid from the IMF, the World Bank, and the
ADB, and see if we could use that more effectively to help support
some of these institutions which are key to democracy.

So, Tim has the big bucks. In terms of the multilateral develop-
ment banks, the IMF, we are talking about billions. In terms of our
bilateral aid, we are talking about fairly modest sums, but we are
trying to use that as effectively as we can to help Indonesia sup-
port democracy.

Mr. FALEOMAVAEGA. If I remember correctly, if this is the same
assessment team when we met with Secretary Albright, that the
assessment has been requested in the amount of $500 million for
assistance. Is this in the realm of what is being discussed in the
Administration?

Mr. RoTH. The preliminary recommendation of the group, which
has not issued it is report, is suggesting that over 3 years it should
be about a $500 million level of assistance. I feel a little awkward,
not having read the report yet, to pass judgment about whether
that is right or not. But the key point is what we are trying to do
is to increase our aid within the budget constraints that we have
to give as much support as we can for shoring up democratic insti-
tutions in Indonesia.

Mr. FALEOMAVAEGA. Mr. Chairman, I appreciate you giving me
the time to determine exactly where the Administration stands on
West Papua New Guinea. It seems that my good friend, Secretary
Roth, and I differ extremely on this. I am definitely going to be
pursuing this, as I will promise both gentlemen, in the coming
weeks and months on this issue of West Papua New Guinea.

Thank you, Mr. Chairman.

Chairman BEREUTER. [presiding] Thank you, Mr. Faleomavaega.
I would be disappointed and surprised if you didn’t.

I an sorry to have missed the last part of your testimony.

Mr. ROTH. You didn’t miss anything, Mr. Chairman.

Chairman BEREUTER. We will have a rebuttal on that. But, the
good news is that is the last recorded vote of the day, so we will
be able, hopefully, to continue uninterrupted.

Secretary Geithner, I would like to ask you your ideas about the
commitment and ability of the Indonesian government to take the
steps necessary for privatization and for meeting some of the fairly
ambitious conditions that have been provided to them by the IMF
and also some from the ADB. What is different? There have been
a lot of promises that have not been kept, to be fair to them, be-
cause of extraordinary circumstances that they faced.

Mr. GEITHNER. I think we will only know as we see how they act
over the next few weeks and months. It is hard to make a judg-
ment at this point. I think what is reassuring, in what we have
seen so far is the following: We have a new government with a
president who is committed to the kind of broader reforms that are
really essential to making sure economic policy can work. There is
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a new economic team with a general orientation which is quite
positive and quite reassuring, quite pro-market, quite realistic.
They say all the right things in terms of recognizing how dark it
is, how big the challenges are, and having an appreciation for what
has to happen. So, I think one can be reasonably hopeful. But, as
in any case, you have to look at what they do, not just at what they
say. They have taken a few important steps over the last several
weeks to begin to unload some of the assets they now hold, and
that is encouraging.

Chairman BEREUTER. You mentioned the desirability and their
intention to go ahead in creating an equity market, which of course
is important. What kind of steps would you expect them to take if
they were to be able to successfully begin such a construction of an
equity market?

Mr. GEITHNER. They have an equity market that is relatively
small now, but functions. I think that, as is true in much of the
rest of the economy, in some ways what you really need to do is
to make sure you have a legal system that works. You have a set
of requirements for transparency that are imposed on people that
issue debt and raise equity, so that investors feel confident that
they know what they are buying, and so they will be able to enforce
their rights in court if things go bad. That is why I try to say that
all these things—in the investment climate, in the financial sector,
in the corporate sector—all these things rely really fundamentally
on whether they can take steps that try to give people redress
against corruption, make the court system work, give investors the
sense there is going to be a basic fairness before the law. Without
that, I think, it is going to be very difficult for them.

Chairman BEREUTER. Do we have any good idea of what the
monthly capital flight is, and whether or not in fact it is begun to
be reduced?

Mr. GEITHNER. I think it is very hard to tell from the overall
numbers to get a real sense of that. So really what we have is anec-
dotal and I think what the anecdotal evidence suggests is that
there is very little return of flight capital and relatively little new
investment coming in from overseas. I think that is, in part, be-
cause people are still waiting to see, they are still willing to take
the measure of the new government and to see how credible they
are going to be in their actions. It is in part because, as Stanley
said, the broader image presented by sectarian violence on a broad
scale and the broader concerns about political stability have en-
couraged people to wait and see.

But it is a government that has tried to send a lot of positive sig-
nals, in particular to the Chinese community, which is so impor-
tant to the economy of Indonesia. So I think if they can continue
on this path, you would see that they will begin to gradually put
together the confidence they are going to need to be able to attract
some of that money back.

Chairman BEREUTER. As you point out, the Chinese ethnic-Indo-
nesian is a very important part of the retail and business sector
generally in Indonesia. Do you see any indication that the Chinese-
Indonesian capital is returning, that they have some confidence in
this government and in President Wahid?
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Mr. GEITHNER. I don’t think the total information gives you much
confidence that it is coming back on any significant scale yet, but
the government has made a real investment in trying to reach out
to them. They’ve brought prominent Indonesian-Chinese business-
men into an advisory capacity on the economic team, which is a
useful symbol. As I said, they're trying to make sure that they give
confidence to all citizens in Indonesia that they’re going to have
equality before the law, and that helps. But I still think it is too
early to tell, too early to see much positive response.

Chairman BEREUTER. Secretary Roth, with respect to refugee
flows, do you see evidence that a significant part of the Chinese
ethnic-Indonesian population has left? With respect to the potential
flows of refugees from Aceh, as well as perhaps a few other parts
of the country, what is the thinking, the attitude, and the concern
in Malaysia or Singapore today?

Mr. ROTH. Several different issues: One, there was never a large
Chinese refugee flow out of Indonesia. What there was a large
amount of capital flight out of Indonesia, and some of the wealthi-
est of the Chinese who either propped themselves or in many cases
their families, and you had people commuting back and forth while
the families were propped in safer schools or elsewhere in Singa-
pore. But that was always the very tip of the community, and the
vast majority of the Chinese of course are not—Chinese-Indo-
nesians are not multimillionaires and can’t afford to live at the Re-
gent Hotel in Singapore, and so they never did leave. So, that is
not the issue.

We also have considerable evidence that most people came back,
including many of the businessmen. Again, that doesn’t address the
real question which is have they brought their money back, which
Undersecretary Geithner has addressed.

I should say that, interestingly, I learned on my last trip to
Japan that a major effort’s being made by some Japanese aca-
demics to try to systematically interview the Chinese-Indonesians
to see if they can get a better handle on what their investment
plans are and what they plan to do with their money so that we
might have a more direct answer to this question than simply
guessing at the magnitude of the flows. But we don’t have that
data yet.

In terms of your second question, in terms of Aceh and refugee
flows, clearly there is—there has been enormous concern, more in
Singapore than Malaysia given the tiny size of Singapore, about
the possibility of refugee flows if Indonesia were to collapse or dis-
integrate. This was more a concern—this was not an Aceh-specific
concern as much as it was a concern about the Indonesian econ-
omy.

You may recall that at the height of the financial crisis in 1998
that Singapore was starting to get several hundred refugees a week
from Indonesia and was very concerned about being swamped, was
worried about safety in the sea lanes if you started getting hun-
dreds of thousands or millions of people. That concern, of course,
has largely evaporated as a result of the stabilization of the econ-
omy. I can’t say there is improvement, but there isn’t a sense that
the economy is falling off the cliff, and there have not been very
large refugee flows.
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On Aceh, I think there is no desire in either Singapore or Malay-
sia to see Aceh spill beyond its borders anymore than it has. There
are already large and local refugee communities, Acehnese, in both
Singapore and Malaysia. They would not like to see these increase;
they would rather see a political settlement. During the recent
ASEAN meeting in Manila, they made it very clear that they too
supported the territorial integrity of Indonesia and wanted to see
Aceh stay in the family, as it were.

Chairman BEREUTER. We will have a representative from the
U.S.-Indonesian Business Council here in the second panel, but I
was struck in the past by how relatively small American business
investment was in Indonesia. In certain energy sectors, it is signifi-
cant but, given the size of the country and its importance in the
region, we have had a relatively small economic presence there.

Since Secretary Albright mentioned Indonesia as one of her four
focal points for assistance and scrutiny and also seemed to give
some support to the recommendations for perhaps $500 million in
targeted, very specific aid recommended over the next 3 years by
the study group, what can this government do to encourage Amer-
ican business investment in Indonesia. What signs, particularly,
Secretary Geithner, will American business community look for?
What will be the benchmarks they consider to see if the economic
reforms and the political reforms are sufficient that they’ll feel con-
fident in returning or investing?

Mr. ROoTH. Let me start with the political dimension of it, and
then let Tim get to the more hard core economic dimension of it.

I mean, the thing about the market, it is obvious you can’t force
it to go in if you have the free market, and if you don’t have an
Indonesia that is perceived as stable, if you have horrific pictures
of the Malukas on TV night after night and you see violence in
Lombok and trouble up in Tem Island and islands in Aceh that cre-
ate an impression that Indonesia’s not safe, that obviously is going
to make it much more difficult to attract foreign investment re-
gardless of what economic policies the government adopts. So, sta-
bility in and of itself is one of the key issues.

Similarly, if people think that democracy is at risk, if they think
that the government might be overthrown by a coup and they know
that the consequences of that would be dire in terms of not just
U.S. Government support but multilateral support, that is a deter-
rent.

So, part of the U.S. response has been to work for the cause of
stability within Indonesia itself. As you know, and I have high-
lighted, we were very clear in our position about civilian supremacy
and what the consequences of a coup would be, just to make sure
no one misunderstood, and we emphasized that point repeatedly,
and I think this outcome has helped right the fact that General
Wiranto has been suspended from the cabinet, the fact that there
has not been any maneuverance for a coup has I think reinforced
the notion that civilian supremacy is setting in Indonesia.

On the ethnic violence, I think the government has to still dem-
onstrate that it has more effective policies for bringing this under
control. There has been some reduction in recent days in Ambon,
I am sorry to say not the case in Aceh, but this is an area where
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I think more work is needed if theyre going to create the impres-
sion that Indonesia is a safe place in terms of economic policy.

Chairman BEREUTER. What will the American business commu-
nity look for?

Mr. GEITHNER. I think they’ll look for political stability on a
broad scale. I think they’re going to look to see whether the eco-
nomic team is competent, able to act without political interference.
I think they’re going to look to see whether the government is open
to selling the substantial assets they hold to foreigners. I think
they are going to look to see whether the system which is frozen
now starts to thaw in terms of actual movement on the financial
sector. I think they are going to see whether the types of corruption
that were so pervasive in Indonesia in the past still seep into most
economic activity. They will see if that changes, and I think a cou-
ple of examples of a core system that works would be quite reas-
suring and quite helpful.

But I think there is a lot of interest in Indonesia now. If you read
what the analysts in the financial community write about Indo-
nesia, there is much more hope in it than there was before, and
so I think people are taking a fresh look. The trip that Mike
Gadbaw led I think demonstrates that level of interest and prom-
ise.

Chairman BEREUTER. The overseas Chinese community has been
an important source of investment in Indonesia of course, but
Japan has been the largest. They of course have their economic dif-
ficulties including their 7th or 8th year in economic doldrums. To
What?extent will their situation slow the economic recovery in Indo-
nesia?

Second, With respect to the IMF LOI, will that resolve the OPIC
claims that are filed against Indonesia?

Mr. GEITHNER. I think everybody believes, and I think the Japa-
nese would acknowledge, that the best thing they could do for the
region and the best thing they could do for Indonesia is to get their
economy on a stronger footing. Growth would lend to increase im-
ports from the region, including from Indonesia.

That would be quite powerful in trying to contribute to a strong-
er economic environment for the region as a whole. Japan has pro-
vided a really quite substantial scale of financial assistance to In-
donesia over the last several years, and they are likely to continue
to do so on a meaningful scale.

Chairman BEREUTER. You are talking about the Japanese gov-
ernment.

Mr. GEITHNER. Yes. I think that the dynamics that have tradi-
tionally governed private Japanese investment in Indonesia are
probably likely to persist in the future. They are largely driven by
two forces: One is the need for resources, where Indonesia is rich
and Japan is poor, and the other is an interest in investing and
building manufacturing capacity in the markets that are important
to Japan.

I think those forces are likely to be a significant pull for Japa-
nese interests going forward. I don’t have a really good sense of
whether Japanese financial institutions are going to be prepared to
lend on a meaningful scale going forward. I suspect they are likely
to be quite tentative and cautious going forward. But if the busi-
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ness community sees the basis for stability and for a bit of protec-
tion from corruption, et cetera, before the law, they are likely to be
in there too.

Chairman BEREUTER. Thank you.

Mr. GEITHNER. Now, you asked about the LOI. The Indonesian
government, with a fair amount of encouragement from us and
from the State Department and our Ambassador, has taken a num-
ber of quite important steps to help facilitate a resolution of the
full range of problems they face in the power sector, including reso-
lution of OPIC’s claim. They have replaced the head of the state
owned power company, the PLN. The government committed, and
this commitment is reflected in the LOI, to engage in a process of
negotiation with the full range of independent power producers.

They terminated a court case that had been filed as a means of
frustrating the arbitration proceeding against Cal Energy and
OPIC. I think this has left most people feeling a little more com-
fortable that there is at least a process underway that could lead
to a favorable resolution. They are talking to OPIC and I think
OPIC itself feels a little more comfortable. But as is true in almost
everything we have discussed, we are going to have to see how it
proceeds.

Chairman BEREUTER. That is generally favorable at this point.
OPIC took a huge hit, as you know, relative to its history.

My final question would be directed to you, Secretary Roth. You
have heard my comments about military-to-military contact and
my attitude that we have reduced it at the wrong times. The Aus-
tralians have played a very important military role in recent years,
but now they have difficulties because of East Timor.

What has the State Department or what would you recommend
that the State Department advise the Defense Department with re-
spect to resumption or enhanced military-to-military contact and
under what conditions, if any?

Mr. RoTH. First, obviously we agree with you that it is an un-
natural state that we have a suspended military-to-military rela-
tionship with Indonesia. That was a result of the events you
flagged in East Timor, and the situation has changed dramatically,
and we actually have an interagency process near conclusion to
make some recommendations to my bosses about how to restore as-
pects of a military-to-military relationship.

It goes without saying, testifying before this Subcommittee, that
we need to obey the law and that there is congressional legislation
that places very clear conditions on certain aspects of the military-
to-military relationship. The Leahy amendment has six specific
conditions that relate to and in fact basically preclude IMET or
military sales until they are met, and at this point, I could not say
that they have been met. So, that is a statutory bar for at least this
current fiscal year.

Chairman BEREUTER. It is an appropriation measure that applies
only to this year, isn’t that correct?

Mr. RoTH. That is correct. It was hoped not to see it in future
years. It also does not refer to the totality of the military relation-
ship since the scope of that legislation is IMET FMF and not many
of the other things that have been suspended. So, that is currently
actively under review. I chaired an interagency meeting on it yes-
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terday, and I hope that we will have some decisions in the next
couple of weeks.

But at the same time, I think you rightly asked under what con-
ditions, and I think the clear obvious one is twofold: One, the mili-
tary’s commitment to accountability. As you know, the Indonesian
process, their own Commission of Inquiry on East Timor has
named 33 individuals being referred to the attorney general for fur-
ther investigation. It is expected, and the attorney general an-
nounced yesterday, that he expected to have his first indictment
within 2 or 3 weeks. He didn’t say whom out of that 33 or whether
it was even 1 of those 33. But clearly how the military reacts to
this accountability process, not just on Timor but elsewhere in In-
donesia, is going to very important.

Second, the principle of civilian supremacy. We have seen one
test of wills already with respect to General Wiranto which has
been satisfactorily resolved.

Another is the firing of the military spokesman who had repeat-
edly contradicted the president of Indonesia about Aceh policy in
his calls for martial law, and the president had indicated there
would not be martial law or state of emergency there. But there
will be future positions coming down the pike, and as we see how
this principle of civilian supremacy is obeyed, that will influence
our willingness to go ahead. So, it is basically the accountability
and human rights plus the principle of civilian supremacy and of
course our obligations under the law.

Chairman BEREUTER. Thank you very much. I think some advice
from the State Department at the appropriate time certainly early
in the appropriations season as to what would be appropriate or in-
appropriate from the Congress might be helpful to some of us who
would like to see mistakes avoided.

I would like to turn to the gentleman from American Samoa to
see if he has any last questions for either of our panelists.

Mr. FALEOMAVAEGA. I think I have completed my share of ques-
tions.

Mr. GEITHNER. I have an answer for you, though. You asked
what the scale of U.S. foreign investment was in the country. The
Commerce Department numbers say at the end of 1998 it was
about $6.9 billion. That is in book terms, meaning its real value,
market value is probably substantially higher than that.

Mr. FALEOMAVAEGA. I have another question.

Chairman BEREUTER. Go ahead.

Mr. FALEOMAVAEGA. What is the total amount of the value of the
gold that Freeport Company has taken out of West Papua New
Guinea?

Mr. GEITHNER. I have no idea nor do I know where we could find
that out, but I am sure we could ask.

Mr. FALEOMAVAEGA. Could you?

Mr. GEITHNER. Sure.

Chairman BEREUTER. Gentlemen, thank you very much for help-
ing us with information today and clarifying the Administration’s
views and some information about the international financial insti-
tutions. This has been very helpful to the Subcommittee, and we
will try to relay this information to Full Committee.

Thank you again.
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Mr. GEITHNER. Thank you very much.

Chairman BEREUTER. All Members’ written statements that they
may have will be made a part of the record.

I would like now to call up to the table the distinguished second
panel in today’s hearing.

Gentlemen, thank you very much for your attendance today to
help the Subcommittee with your information and answering our
questions. I have already, perhaps you have heard, given more for-
mal introductions of you in terms of your biographical background.

I think we will call upon you in the order listed. So, first, we will
hear from Mr. Michael Gadbaw, Chairman of the U.S.-Indonesia
Business Committee of the U.S.-ASEAN Business Council and a an
officer in General Electric.

Please proceed as you wish. Your entire statements will be made
a part of the record, and you may proceed as you wish. Summarize
or read portions—whatever suits you.

STATEMENT OF MICHAEL GADBAW, CHAIRMAN, UNITED
STATES-INDONESIA BUSINESS COMMITTEE, UNITED STATES-
ASEAN BUSINESS COUNCIL

Mr. GADBAW. Thank you, Mr. Chairman. I will do a summary of
my testimony and agree to have the full text put in the record.

Mr. Chairman and your colleagues, I am pleased to be here on
behalf of the U.S.-Indonesia Business Committee of the U.S.-
ASEAN Business Council on its behalf. Chairman Bereuter, I want
to thank you for your outstanding leadership and long-term com-
mitment to Southeast Asia. The hearing today is an excellent op-
portunity to take stock of our current situation in Indonesia fol-
lowing what has been a breathtaking case of events. The sweep of
positive changes in Indonesia must be seen to be truly believed.

Most recently, I was able to survey developments in Indonesia as
the leader of a business delegation of 30 leading U.S. corporations
who visited Indonesia from January 18 to the 20th. Our delegation
was comprised of 48 senior U.S. corporate executives. The January
mission called on President Wahid, speaker of the MPR, Amien
Rais, speaker of the DPR, Akbar Tandjung, the attorney general,
Marzuki Darusman, six key ministers and many others, including
the new head of IBRA, Mr. Cacuk.

Our delegation concluded that the government of Indonesia,
under President Abdurrahman Wahid, is committed to imple-
menting changes necessary for full economic recovery. It is a chal-
lenging task. As the January 14th edition of Asiaweek suggested,
President Wahid has probably the “toughest job on the planet.”
However, we believe that President Wahid has made an important
start in naming key individuals to posts that will be critical to his
success.

Among our mission’s major findings and themes were the fol-
lowing: The Wahid government has prioritized resolving regional
conflicts, re-establishing rule of law, civilian accountability over the
military, judicial reform, and recapitalization of the banking and
corporate sectors. While there is a consensus among the govern-
ment and business leaders that foreign investment in Indonesia is
a fundamental element of the economic recovery, it is clear that
there is a wide range of definitions of acceptable levels.
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Regionalism will be a continuing trend, and power will devolve
from the central government to the province and district level. The
legislative branch will demand more focus by the council and its
Members, both in terms of policy work and business development
strategy.

Sale of IBRA assets is likely to proceed more aggressively than
in the past in the first part of this year, but it remains to be seen
what type of financial structure will be allowed. Most agree that
the optimum chance for 100 percent foreign owned deals will come
earlier as opposed to later in this process.

Corporate restructuring looks unlikely to move quickly, as vested
interests seem to have placed themselves strategically in key advi-
Eory r}(l)les and are likely to lobby hard for protection in legislative

ranch.

Bank recapitalization will take enormous political will by the
Wahid government, and is not likely to get completed quickly, but
they have begun the process, and we expect that that will eventu-
ally succeed.

Our business mission was in Indonesia at an auspicious moment,
indeed, and extremely eventful week. The same week that our 48-
member business delegation was there, the Wahid government and
the IMF signed a new letter of intent that cleared the way for an
additional %5 billion in IMF support, as you have just heard. The
government also reached agreement on a new government budget,
which I think, as you well know is no small task, particularly in
a coalition government.

When presented to parliament on January 20th, the budget was
cast as a blueprint to reduce the size of the deficit and Indonesia’s
reliance on external financing. Significantly, the budget seeks to
defuse regional tensions by addressing the need for fiscal decen-
tralization. Two weeks later, in response to this good news, Indo-
nesia’s international donors, under the umbrella of the Consult-
ative Group on Indonesia, approved an additional $4.7 billion in
new assistance to Indonesia.

In addition to our delegation, Secretary of the Treasury Summers
was in town the week of January 17th expressing support for Indo-
nesia. This is evidence of a concerted U.S. Government effort to en-
gage Indonesia at this critical time in its economic and political
transition. We also applaud the initiative by Senator Kit Bond in
bringing a delegation to Indonesia, and we encourage other such
congressional visits.

In another critical development that week, the government an-
nounced that it would drop its lawsuit against energy company
P.T. Paiton. In return, the power plant sponsors agreed to with-
draw their international arbitration, and both sides agreed to begin
earnest negotiations under the leadership of the new PLN Presi-
dent Kuntoro. This is a 2-year dispute over contract terms nego-
tiated with a previous Indonesian government. Many in the private
sector of the United States view resolution of this dispute as a ba-
rometer of the new Indonesian government’s commitment to con-
tract sanctity. The commencement of negotiations is therefore an
encouraging turn of events for stakeholders in Indonesia’s economy.

Despite this incredible effort on the part of the new government
to address its most basic economic problems, the international
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media that week focused almost entirely on social disturbances. In
no way would I want to minimize the human cost of the disturb-
ances. They are, indeed, very serious. In the particular case of
Aceh, the underlying political issues pose a threat to the nation’s
unity. However, I am suggesting that focusing almost exclusively
on these conflicts has created an incomplete and indeed distorted
image of what is going on in Indonesia.

On our mission to Indonesia, we raised many core business
issues, both with the Indonesian government and with our counter-
parts in the private sector. We discussed with them a detailed set
of policy issues from power deregulation to telecommunications re-
form to agricultural reform that are critical to U.S. business inter-
ested in stimulating additional trade and investment, and they are
captured in a paper re-entitled “U.S.-Indonesia Business Com-
mittee, Dashboard, Key Goals,” which I would be happy to submit
to the Committee if you would like that level of detail. We also dis-
cussed the importance to American business of on-going U.S. Gov-
ernment programs, including Ex-Im Bank, TDA, and USAID. We
found the Indonesian government very much open to suggestion
and quite engaging on our most pressing concerns.

Prior to the crisis, Indonesia’s economy averaged 7 percent
growth per year for 25 years. It had created a middle-class conserv-
atively estimated at 20 million—a larger population than all of
Australia. To be certain, some of this remarkable growth was un-
sound. But a great deal of it is attributable to Indonesia’s integra-
tion into the global economy, conscious diversification, the
strengths of the Indonesian people and Indonesia’s other natural
resources. Structural economic reform carried out to its designated
end and political stability will once again permit Indonesia to make
the most of its national assets. Speaking on behalf of the U.S.- In-
donesia Business Committee of the ASEAN Business Council, I am
confident of this. I am also confident that President Wahid and his
government is up to the task.

Let me close by thanking you once again, Mr. Chairman, for the
opportunity to testify. We have been very fortunate to have been
given the opportunity to publicly report the findings of our mis-
sions to Congress following each of our visits to Indonesia, in either
your Subcommittee, or that of your colleague on the Senate side,
Senator Thomas. It provides the U.S. private sector a regular chan-
nel through which to provide fresh policy input to Congress. It is
a tradition that we hope to continue.

Thank you.

[The prepared statement of Mr. Gadbaw appears in the appen-
dix.]

Chairman BEREUTER. Mr. Gadbaw, thank you very much for
your testimony. We are glad to receive information from you and
other business interests that have an American perspective.

I would, at this point, ask unanimous consent that a statement
from the U.S.-Indonesian AmCham also be entered into our record.
Hearing no objection, that will be the order.

Our next witness is Dr. Theodore Friend. He is Senior Fellow at
the Foreign Policy Research Institute and President Emeritus and
Trustee of the Eisenhower Fellowships.
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Dr. Friend, we know of your expertise on Indonesia and other
foreign policy issues so we look forward to your testimony. You may
proceed as you wish.

STATEMENT OF THEODORE FRIEND, SENIOR FELLOW,
FOREIGN POLICY RESEARCH CENTER

Dr. FrRIEND. Thank you very much, Mr. Chairman.

Given the expert initial statement by yourself and the witnesses
that have preceded me, I will skip over a lot of what is in my writ-
ten statement, trusting that will appear in history somewhere.

Chairman BEREUTER. It will be part of the record.

Dr. FRIEND. Thank you. Focus on three things, reading from my
statement only at the very end on American policy salients.

I think everybody in this room feels an enormous hope or even
personal affinity to Abdurrahman Wahid, known as Gus Dur. I am
going to use that name for him, because I feel I am among his
10,000 most intimate friends. He invites friendship everywhere,
and he is a tremendously accessible person.

But with all that can be said for him, I think we have to face
into some of the immediate problems. It needs to be said that no
president of Indonesia until him made evident his beliefs in gender
equality, racial equality, and religious equality. He is a universalist
Muslim. That is a tremendously valuable thing for Indonesia and
I believe for our international relations.

Second, of course, no Indonesian president made evident his be-
lief in democracy, rules of law, and transparent business trans-
actions. So, we have got six enormously important qualities resid-
ing in this one man. Mr. Gadbaw has referred to some of the last
three. I just want to emphasize them from the point of view of an
independent historian.

Gas Dar faces, as I detail in my papers, three kinds of major
problems: six separatisms, a couple of ethno-cultural tensions, and
distorted institutions left over from the Suharto regime. The most
distorted, I am sorry to say, is the army upon which he must rely
to get the country back together.

Now, because my predecessor to my right has said the news-
papers have over accentuated some of the negatives, I will try not
to do that, but leave in the record what I have tried to detail use-
fully to this Committee.

Indonesia, I believe, can prevail over the several things tearing
it apart. Even if all six separatisms succeeded, it would amount, if
the Far East Economic Review is correct, to only 17 percent of the
GNP. So, you can say, if you want to take a relaxed point of view,
five-sixths of Indonesia would survive in economic terms. But I
think our interests there are not numerical in that way. I think our
interests are two: They are ideal in the sense that we want to see
this democracy work; and they have to deal with the Straits of Ma-
lacca and the passage of oil to our allies in Korea and Japan. So,
it is this geo-strategic interest combined with an ideal interest—
conceptual and concrete, both.

They unite in the fact that Indonesia used to be the center of
gravity of ASEAN, and now that is pulled apart. So, we want to
see Indonesia reassemble itself, hold together. I expect that Mr.
Faleomavaega, may not totally agree on that, but we want to see
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Indonesia hold together. We want to see it to be a counter weigh
to negative things in that region.

A stabilized democracy is the best guarantee of security through-
out the region and our own international security interest. To be
questioned the sooner, let me make a couple of summarizing re-
marks.

As the only, perhaps, think-tank historian here, let me talk
about long-term prospects, very long-term, while respecting the ex-
cellent expert advice in the earlier panel. My view of Indonesian
recovery is in multiyear terms. Reattracting capital and regen-
erating first-rate business momentum in a fresh transparent envi-
ronment could take—to get back to old levels and go beyond
them—could take as much as 5 years in my view, and that is the
fastest recovery. Business, I believe, and I respect it, actually
seems to modernize practices faster than other institutions. Re-
forming and professionalizing the army could be achieved in 5 or
10 years. Recovering lost ground in education and achieving new
plateaus of learning and skill could be done in 10 or 15 to a level
that amounts to something. Rescuing the court system from corrup-
tion, alluded to twice by Undersecretary Geithner, or maybe thrice,
and nourishing rule of law, could reach significant effectiveness in
15 years, or at best 10. All of this obviously intuition thinking.

If Indonesia with leadership, luck and patience can achieve sub-
stantial progress by sustained effort in these tasks, its fifth demo-
cratic election successively in 2019 could see it standing proud
among the world’s democracies. It stands modestly there now, and
also in jeopardy. With synergy among all the enterprises men-
tioned, the goal could be achieved in the fourth or maybe the third
such election. So, I hope this Committee and other leaders of our
government will stay the long course with this major fragile nation.

How can we help? Let me explicitly state six ways:

Explicitly support the values that the reform government rep-
resents. Nourish Gus Dur as the elected leader with moral support,
without over personalizing the relationship as we may have done
in some other countries in past times. We can love the man, but
we have got to deal with a country that is highly volatile, friable—
and plenty of other adjectives, too.

Two, endorse what I understand and which I heard, from Sec-
retary Roth specify, so I will allow myself to use the numbers, to
be a proposed expansion of the USAID budget from $75 to $125
million. I think that is an excellent step.

Support IMF and World Bank projects and ADB and other
multilaterals. It is very invaluable for Indonesia recovery. My sense
of IMF and World Bank is that they have responded to criticism
since the Asian crisis on timing and discipline, and they are going
to do their best.

Fourth may be more controversial—reinstitute (I believe not con-
troversial with the Chairman here) reinstitute IMET and JCET
Programs for advanced education of Indonesian military in the
United States. Punishing a past Administration does not help the
present one. Breaking such ties does nothing to advance the reform
movement within the military, let alone develop future relations
with a future reformed military. So, I think we have got to start
now. Others know the obstacles much more than I. I just encour-
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age, if I may, getting over the obstacles. The current free press—
let me offer one example—in Indonesia was launched by a retired
general as minister of information, who learned his Jeffersonian
principles at Fort Benning, and he proudly attests to that fact.

Fifth, encourage public and private foundations to form con-
sortia, as was done in Eastern Central Europe after the Berlin
Wall fell. Now that all the Suharto walls have fallen, we should do
the same. Here, I am really talking to colleagues in private and
public foundations, so I will not take more of the Committee’s time.
But every field that the Committee has mentioned has been
iterated here—educational, health, free press, and law, plus others.

Last, a strategic point: stand fast in the whole Southwest Pacific.
Pull away no military assets. I think we should remain what Lee
Kuan Yew asked us to be a long time ago, “the sheriff of the Pa-
cific.” Recognize there are difficulties. Islamists in South Malaysia
are getting together with separatists in Aceh and supporting them
with arms and money.

Tactical moves and occasional statements by China suggest they
would like to be a posse leader, but I believe that they are going
to have to be preoccupied with the Taiwan Strait for a long time
before they dare into the Strait of Malacca. Still, we must recognize
the whole region may be becoming a little more like our own “Wild
West” than it was 20 years ago. This is a much more volatile time
in that region, so we must be prepared for restrained action.

To summarize: our two major interests are a conceptual support
of democratic values and concrete protection of free passage of oil
through the Malacca Straits. I believe support of Indonesian de-
mocracy will help stabilize the government and ensure the realiza-
tion of both center of gravity in ASEAN, and a center of democracy
in the Muslim world and the world entire.

Thank you, Mr. Chairman.

[The prepared statement of Dr. Friend appears in the appendix.]

Chairman BEREUTER. Thank you very much, Dr. Friend, particu-
larly for your concluding six areas of recommendations which you
have summarized.

Next we will call upon Mr. Eric Bjornlund. He is Director of the
Asia Programs of the National Democratic Institute (NDI), and, as
I think I said in introduction, and I hope I am right, this is prob-
ably your largest overseas activity. You in fact have been person-
ally involved in it so we are looking forward to your testimony. You
may proceed as you wish.

STATEMENT OF ERIC C. BJORNLUND, DIRECTOR OF ASIA
PROGRAMS, NATIONAL DEMOCRATIC INSTITUTE

Mr.BJORNLUND. Thank you, Mr. Chairman, for this opportunity.

I will not speak from my statement or really even summarize it.
I just want to draw out a few points.

In fact, I have lived in Indonesia for more than the last year, and
I must say today I am encouraged by the discussion that seems to
reflect increasing recognition of the profound changes that have
happened in Indonesia. It does not always seem that way to those
of us in the international community in Jakarta. It sometimes
seems like the policy debate in the rest of the world was more
about how to deal with a semi-authoritarian country, whether and
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to what extent to engage. I think that some of those premises have
been mistaken, and I am glad that it is clear from this discussion
that everyone testifying here and the Members of Congress have
today understand how profound the changes have been in Indo-
nesia.

I think the intrinsic importance of the country I don’t need to re-
mind you of, and Dr. Friend has pointed out a number of important
factors. What I think is important to remind everyone of you the
record is that this is a very important time in Indonesia’s history.
Not only is Indonesia an important country, but this is a very his-
toric opportunity for Indonesia to consolidate a democracy. It has
changed dramatically in the last 2 years.

Indonesia is a profoundly different country, not only because of
the fact that there have been democratic elections that were essen-
tially accepted by all political forces, not only because there is a
new democratically elected government and legislature, but also be-
cause there is been broader political liberalization. There is a free
press; there is freedom to organize political parties, and there is a
different set of expectations by the public and by the political elites
and expectations for the future.

I think all of us recognize, as well—everyone in this room recog-
nizes—that democracy in Indonesia is still very vulnerable. We
should be talking about how the international community can help
a democratic country, a real democratic country, but one that is
still very fragile, a democracy, a transition that still faces many
challenges. The new president and his multiparty national unity
government recognize that fragility and are trying to deal with
those challenges. The important thing that I want to underline is
that they are worthy of our support, that the transition in Indo-
nesia, the country of Indonesia is worthy of support for the process
of institutional reform.

I mentioned in my prepared statement eight specific challenges
that confront the institutionalization, the consolidation of democ-
racy in Indonesia. I will list them, but I want to talk a little bit
about three of them in particular. To a significant extent, these are
short-term challenges. Dr. Friend talked about the long-term proc-
ess, but there are many aspects of these challenges that must be
confronted in the short-term.

The list that we have come up with is, one, civil military rela-
tions, ending the military’s extensive involvement in politics—this
has been much discussed today; second, the problem of separatists
and communal violence; third, the process of constitutional restruc-
turing; fourth, the need for election reform.

I won’t talk about that verbally today, but I would like to make
it clear that although the elections were successful last year, they
carried the seeds of many problems in the future. There are funda-
mental questions that need to be addressed about how elections are
organized in the future, such as whether future elections should be
organized with a very complicated system of proportional represen-
tation, how the president is elected, and who should administer the
eé?ctions, whether the authorities who run the elections are cred-
ible.

Five, is the problem of decentralization and devolution; six is the
empowerment of the legislature; seven is rule of law. This includes
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not only strengthening the judiciary, but also attacking corruption
and addressing human rights abuses. Eight is the role of civil soci-
ety.

Most of these, seven of these eight, are what we in the business
of promoting democracy will call supply side questions. They are
questions of whether institutions can deliver a democracy, whether
the supply of democracy will be there; in other words, whether ex-
isting institutions can be appropriately reformed or new institu-
tions can be established that will make democracy real in Indo-
nesia. The last is about the extent to which the political parties
and civil society organizations as intermediaries for the public can
maintain pressure for democracy and can maintain the demand for
democratic institutions.

If I can I would like to just take a few minutes to mention three
of these issues in a little bit more detail with some idea of what
some of the appropriate responses in the short-term might be.

The first I wanted to mention is constitutional restructuring. The
Indonesian constitution is a vague document that was written in
a very few days in 1945, and it has been used to legitimize authori-
tarian rule for much of the last 50 or more years. Nevertheless,
there is broad agreement in Indonesia that it shouldn’t be scrapped
and that it should be merely amended.

The MPR is the larger legislative body whose most important re-
sponsibility is to elect the president and vice president, but that
also has the power to amend the constitution. In its meeting last
October, the MDR adopted a first amendment making some amend-
ments to the constitution. They consciously decided to follow the
U.S. style in not rewriting sections of the constitution but rather
making amendments.

One item of consensus also has been to not change the preamble
to the constitution, which means Indonesia will not have to have
a fractious debate over what kind of state it is—what the role of
Islam in the state is, for example—but rather can focus on institu-
tions of government.

The first of the most important challenges, the most important
issues, in the constitutional debate is what the process is by which
the president is elected. I think there is an emerging consensus
that there will be a direct election of the president in the future.
As you know, President Abdurrahman Wahid was elected by this
700-member body, the MPR, that was about two-thirds directly
elected and one-third elected by regional legislatures and ap-
Fointed, and there is an expectation that that will change in the
uture.

A second important question is whether the country will adopt
a bicameral legislature as part of its response to the problem of
separatism and sentiment for independence around the country. It
would change this MPR body, this larger legislative body, into
something along the lines of the U.S. Senate.

The third question is whether Indonesia will become a Federal
state or how regional interests will be protected in the constitution.

The fourth is the extent of separation of powers and checks and
balances.

We believe that it is important for the international community
to provide comparative international experiences to the MPR, the
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body that is amending the constitution, and to civil society and to
parties on what is possible in this constitutional reform process,
and we encourage civil society organizations to continue to monitor
and advocate changes and to develop a process that is inclusive,
that involves the public in the constitutional debate. Indonesian po-
litical elites seem very open to international advice, if it is provided
in an appropriate way. They are interested in the American experi-
ence, as I have alluded to, among others, and they want to try to
use this opportunity to develop a constitution that will institu-
tionalize their democracy.

The reason that this is an important issue in the short-term, in
part, is because the MPR has decided to amend the constitution at
its meeting in August of this year, so it has 6 months to try to
make some very fundamental decisions. The opportunities for the
international community to try to help with that process are very
much in the short-term.

The second issue I wanted to mention in a little more depth is
the process of strengthening the legislature, working with the
DPR—that is, the national legislature. The new national legisla-
ture has 21 political parties represented in it. They are elected in
a system that doesn’t develop strong ties to constituencies. They
need to determine how to support the interests of their constitu-
ents. Eighty percent of the Members, roughly, are new, have not
served in the past legislatures, and much of what they do now will
set precedents for the future.

Once again, we think there are opportunities for the inter-
national community to offer advice to explain how legislatures
work in other countries; to create exchange opportunities for these
members of the legislature, many of whom, as I said, have not
served in the national legislature before; to help with their rules
and procedures, their system of ethics disclosure, their process of
developing professional staff and the like. These opportunities,
again, are very important in the short-run, because much of what
they do now will set precedents for the future, and in the absence
of other information, they look to the precedents of past legisla-
tures that were much less real.

Finally, I wanted to mention the importance of supporting civil
society organizations and political parties. These organizations
must perform well in order to maintain the pressure for democracy
in Indonesia, in order to ensure that the public does not become
dissatisfied with the performance of the government and the par-
ties and the legislatures. There are enormous opportunities for the
international community to provide advocacy training and organi-
zational development advice, to share experiences from around the
world on how parties can be successful, on how advocacy organiza-
tions can influence public policy, and how they can operate within
a democracy.

As I mentioned in my statement, we believe that the United
States has performed well in its support for the election process in
Indonesia, and we believe it is important that there be continued
efforts to support the consolidation of democracy and to continue to
work with the new government, not only at the national level but
also at the provincial and district levels; with the legislatures, with
the DPR and the MPR, the two parts of the national legislature,
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with parties and civil society organizations; with the judiciary; with
trade unions; with media. There are enormous opportunities, and
many of these opportunities are particularly important in the
short-run.

The question about the levels of foreign assistance and the extent
of diplomatic support seems to be coming clearer. Not long ago, it
seemed that foreign assistance actually might be going down, so it
is encouraging to hear what we have heard today.

In the short-term, there will be fundamental decisions made
about institutions, as I have said. There will be precedents estab-
lished that will have influence far into the future, and there are
these challenges that we have talked about and that you are aware
of that threaten serious crisis to the new government and to the
new democracy. But I—in the longer-term, I share the optimism of
the others who have spoken today about the prospects for Indo-
nesia.

Thank you, Mr. Chairman.

4 [The prepared statement of Mr. Bjornlund appears in the appen-
ix.]

Chairman BEREUTER. Thank you very much, Mr. Bjornlund, for
your excellent statement, too. It is organized in the eight major
challenges with your focus on three of them in particular, and the
appendix is attached to give us more detail on the NDI Programs.

I would just say that those favorable comments we heard from
Secretary Roth and also from Secretary Albright this morning
about funding for Indonesia in the next year and 3 years sound
good, but, with the pressure for Wye River Accords appropriations
and with the restiveness on the part of the Black Caucus and the
Latino Caucus, it could well be that we will be scrambling to find
sufficient funds in the appropriations process for the programs that
are identified for Indonesia. Those of you who are interested and
concerned about that will have to weigh in with me.

I would like to begin my questions, and then we will proceed
back and forth here with Mr. Faleomavaega. Perhaps the first
question addressed to Dr. Friend and Mr. Bjornlund in particular.

We have this widespread ethnic and religious violence in the
East Timor region which may have set something in motion in
places like Aceh, Irian Jaya, the Spice Island areas, and so on. How
much of what happened in East Timor, in your judgment, has in-
fluenced what is now happening in those parts of Indonesia? To
what extent do you think a genuine Federal system is a likely pos-
sibility, and what do you think the long-term prospects are, as we
look at Indonesia today, for maintaining Indonesia’s national
unity?

Dr. Friend, do you want to try first?

Dr. FRIEND. Yes, sir. Thank you for those penetrating and pro-
vocative questions. I think the terrible atrocities in East Timor
have chiefly affected Aceh, because there is an analogy of army be-
havior there going back to 1989 to 1992 when there was ruthless
suppression of the previous insurgency; also one in the seventies.

The very apparent looseness of national unity as a result of all
the things we have seen since the Asian economic crisis has helped
produce an environment in which the other four separatisms have
emerged, of which the one with the greatest historical persuasive-
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ness, though not as compelling to me as to Congressman
Faleomavaega, is in Papua. I would put the others in descending
order of seriousness. Riau, for instance, just had a provincial pop-
ular Congress within days, and they voted more than half against
independence and some for autonomy and some for federalism. I
think that would be true in most places. So, I think high profile
Aceh is really critical, and the others are of descending seriousness.

What are the chances for federalism, your second question. I be-
lieve it is not a lovely word to Indonesians, as you know, because
the Dutch used it in a kind of ploy in the late forties, a really stra-
tegic ploy to keep part of Indonesia. So, Gus Dur tried to say “we
can’t say it; but what other word is there? We need to be Federal.”
I just wish he would say, “Well, let us have more regional auton-
omy,” and I think he is saying that, and they are doing that now,
and the new minister for regional autonomy is a very able woman.
So, I think whatever it is called, a decentralized and better-coordi-
nated Indonesia is within view; it should be within view, and can
be achieved.

Your third question, the unity question, I think is probably an-
swered, at least within my terms, by my answer to the second one,
that some careful form of decentralization is the best guarantee of
long-term unity.

Mr.BJORNLUND. I think that the problems of East Timor have
certainly complicated the situation for Indonesia and have encour-
aged some independence sentiment in some parts of the country.
Federalism or something like federalism is part of the response to
that, and I think we should be encouraged that there are many po-
litical elites in Indonesia, including the president of the country,
who recognize that the grievances of places like West Papua and
Aceh are grievances about past human rights abuses and about
control of resources as much as they are a security issue. They rec-
ognize that this is a political and economic problem, not a security
problem.

The concept of federalism itself is controversial, and in recent
months it has seemed that sentiment has swung away again from
calling it that, but the important question is whether there is some
kind of national deal, whether there is some kind of negotiated
process about the nature of the state and about the relationship be-
tween the center and the regions that has broad support in the re-
gions, including in the places where there is strong separatist sen-
timent or strong independence sentiment, and that that deal is
somehow constitutionally protected or entrenched in some way that
it doesn’t just become a question of the good will of future govern-
ments as to whether that deal is honored.

We are optimistic about the possibilities that that process will be
reasonably successful and will have broad political support, includ-
ing in the difficult parts of the country, and that there will be
much more regional autonomy, much more local democracy, much
more local control of resources. We are optimistic that greater re-
gional autonomy will somehow will be constitutionally protected
and that the national unity of Indonesia isn’t necessarily threat-
ened.

Chairman BEREUTER. Thank you, Mr. Bjornlund.
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Dr. Friend, I wanted to mention that I specifically appreciated
the six areas of specific recommendation you made to us, most of
which involve our government to some extent. Some would be pri-
marily directed to the NGO community, and I noted with interest
that your comments that the free press in Indonesia was launched
by a retired general while serving as the Minister of Information
who learned Jeffersonian principles at Fort Benning.

When I visited with the Chief of Staff and the entire general
staff about 3 years ago, every single officer in that room—about 10
to 12—had been to a U.S. military school. Several of them gave me
a high-five when they realized I had attended Fort Benning Infan-
try School, too a long time ago. I am not surprised that the retired
general had been through some military exposure in the U.S., but,
unfortunately, we have lost a generation or perhaps a half-genera-
tion of field grade officers who have never had that American expe-
rience.

Dr. FRIEND. Yes, sir.

Chairman BEREUTER. Mr. Gadbaw, a question for you. Some
have criticized the IBRA for moving too slowly to dispose of assets
and dealing with banking and company debt restructuring. They
say it is too weak or too bureaucratic. What is your view of IBRA’s
performance at this point, and what would you like to see it do dif-
ferently for the benefit of Indonesia and, for that matter, for Amer-
ican business who might be increasing their activities in Indonesia?

Mr. GADBAW. I think the private sector would share the assess-
ment that it has been a very slow process, and indeed they have
even stumbled a bit in their first efforts. I think that we had the
opportunity to meet with the new head of IBRA Mr. Cacuk, who
I think is an individual, who holds the kind of possibility to bring
together the unique set of political and economic and commercial
talents that IBRA needs in order to succeed.

When we met with President Wahid, he clearly set the political
objective, which is that IBRA move forward very quickly to begin
to dispose of those assets that it holds, and indeed it holds a good
part of the country’s assets, and begin to sell those back into the
private sector, and that is indeed the test for IBRA’s effectiveness.
We are seeing in the way that IBRA handled the Astra sale that
they have been able to make some progress on that front. Mr.
Cacuk told us that he is very open to American business partici-
pating in those sales. The test will be what kind of deals, what
kind of structures can be put together to make that possible?

There are companies, my company included, that are working
with IBRA. The reports we have gotten really even since our visit,
which was now some 3 weeks ago, are that there is a new atmos-
phere, a new working relationship with the private sector, with the
foreign investment community that has been brought in by the new
IBRA leadership. I think the test is clearly now before them to see
if they can produce the results that are needed to recycle these as-
sets back into the private sector, to bring the kind of management
combination of foreign and Indonesian management talent that will
restore private investment, both domestic and international, to In-
donesia.

Chairman BEREUTER. Mr. Gadbaw, Undersecretary Geithner
talked about the need for autonomy of the Central Bank, and he
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talked about the privatization of some of the banking structure
within Indonesia. I know this is not your personal area of involve-
ment in the business sector, but I think he said he expected that
we might more likely see a greater degree of foreign interests pos-
sible in the banking structure early versus some years from now,
which was an interesting statement and I think somewhat encour-
aging. It may, however, just reflect the degree of the crisis they
have in their banking structure.

To what extent do you think American and foreign banks would
be likely to be permitted to be involved in what foreigners call re-
tail banking, in Indonesia? With a larger presence of American
banks and their ability to deal not only in investment banking but
also in what is called retail banking, how much of a factor is that
in encouraging American business enterprises in Indonesia?

Mr. GaDBAW. I think that is an excellent question, and you are
right that my crystal ball doesn’t go very far. I will say that within
our delegation we had a number of American banks represented
that are looking into that very issue. I can say for my company,
GE Capital has been active in Indonesia. They have been in the
nonbank financial sector. They have credit card operations, they
have auto finance activities, and they have personal credit activi-
ties.

Interestingly enough, they reported to me that the incidence of
failure to repay debts, the measurements that they have in Indo-
nesia, they are performing better than virtually anywhere else in
the world; that is to say they manage their portfolio very carefully,
but there is a community of middle-class individuals that are able
to carry debt and to manage that debt effectively, and I think that
does give one hope for the future.

It is clear that there are American banking and financial institu-
tions that are in Indonesia right now working with the ministry of
finance and looking for the varied licenses that you have identified
in the retail banking area. I don’t think we will know what the real
prospects are until we see one of those deals actually get structured
and succeed. It hasn’t happened yet. Some of the examples, obvi-
ously, the Bank Bali incident has really set a negative tone in that
area, but it is something that the government has said they are
open. They are open to all the possibilities.

The reports we have are that this is very much in the forefront
of discussions, so there is a lot of optimism in the air, but the test
will really be what kind of deal is actually structured, what kind
of foreign participation will there be, and will those institutions ac-
tually begin to function effectively in the economy?

Chairman BEREUTER. Thank you very much.

Mr. Faleomavaega, you have been very patient.

Mr. FALEOMAVAEGA. No problem.

Chairman BEREUTER. Please proceed with your questions.

Mr. FALEOMAVAEGA. Thank you, Mr. Chairman.

Just a couple of questions. Am I to understand correctly, at least
from the previous witnesses, the total business investment that the
U.S. has in Indonesia is about $7 billion? Is that correct, Mr.
Gadbaw?
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Mr. GADBAW. The figures that we have are that it is close to $8
billion. I can share with you a document that we put together that
gives at least a chart. This is the total

Mr. FALEOMAVAEGA. I am sorry, I am little blind here. What is
it again? It is about $8 billion?

Mr. GADBAW. It should show approximately—excuse me, $7 bil-
lion. I believe what Undersecretary Geithner said was 6.9, and the
bar chart, if you can discern it, shows for 1998 cumulative direct
U.S. investment of closer to $7 billion.

Mr. FALEOMAVAEGA. Almost $7 billion.

Mr. GADBAW. That is correct.

Chairman BEREUTER. Without objection, I would like to have this
entered into the record.

[The information referred to appears in the appendix.]

Mr. FALEOMAVAEGA. Please, by all means, Mr. Chairman.

Mr. Gadbaw, do you have a breakdown in terms of the kinds of
businesses that we have from the U.S. that are making invest-
ments in Indonesia? Is this primarily from the lending institutions
or menu factoring industries? Do we have a breakdown?

Mr. GaDBAW. I think we can certainly work with the Department
of Commerce to get you a more detailed breakdown than I can give
you, but I would say that from my experience, it is clear that the
oil and gas and the mining sectors are the largest areas. What we
saw, however, before the crisis was that there was a significant in-
crease in the manufacturing and service areas, and companies like
my own that are in manufacturing

Mr. FALEOMAVAEGA. When you say the crisis, do you mean the
East Timor crisis or——

Mr. GADBAW. I mean the financial crisis.

Mr. FALEOMAVAEGA. The financial crisis.

Mr. GADBAW. I was referring to the financial crisis. Of course
those coming simultaneously complicated the matter.

Mr. FALEOMAVAEGA. Sure.

Mr. GADBAW. But it is clear that there is a lot of interest on the
part of manufacturing companies. The auto companies were all
present on our delegation. The telecommunications companies are
all actively pursuing, looking at opportunities in the service area.
There are companies across the board that want to get involved in
the full range of services.

Mr. FALEOMAVAEGA. So, you are saying that basically out of the
$7 billion, of U.S. total investment, maybe $4 billion is in oil, gas,
and minerals and the sort?

Mr. GADBAW. I would say that is the largest piece. I am not able
to say whether it is $4 billion or not, but that clearly is the largest
piece.

Mr. FALEOMAVAEGA. You would say the majority.

Mr. GADBAW. That is true.

Mr. FALEOMAVAEGA. How does it compare to investments from
the European countries, our investment?

Mr. GADBAW. We are, with Japan, one of the largest investors,
so if you compare it to individual European countries, we would be
larger. I think the EU, as a whole, probably would start to come
close to ours.
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Mr. FALEOMAVAEGA. There was a question earlier, Dr. Friend,
about reinstituting military training for our Indonesian friends. It
is a paradox that we find ourselves in. Nicaraugua’s dictator
Samoza was also a cadet at West Point. He was one of the friends
that we had in Central America who was later ousted because of
his dictatorship.

I wanted to ask you, over the years, as you know, the military
top brass in Indonesia has been trained by the U.S. Is this a posi-
tive thing that we, as a country, should do to train the military of
other country’s with the expectation that they become pro-democ-
racy? Do they in fact become supportive of democracy?

Dr. FRIEND. I am sure we could get a roster of cadets who turned
out badly, Congressman Faleomavaega.

Mr. FALEOMAVAEGA. Except for those that went to Fort Benning.

My question to you, you can talk about Sukarno in the mid-six-
ties and you talk about Suharto, and I am positive that many of
the top officers that we now have in the military in Indonesia were
U.S.- trained. Given the problems that we have had, as I have said
earlier, historically about what happened to West Papua and East
Timor and other places, has U.S. military training been effective
and do you see where I am going?

Dr. FRIEND. I believe I do so. I am sensitive to it. I think I recog-
nize the seriousness of the point. I think the point applies, as you
have already mentioned, to Latin America and may apply to other
places as well.

Mr. FALEOMAVAEGA. See, we always give you good intentions.

Dr. FRIEND. Congressman, it is my trust and I hope it is not just
democratic faith, that in the end if there were an ability to strike
a full balance on this, we help more than we hurt. I can’t really
make a scientific statement; I can’t even make a social-scientific
statement, but I do believe that it is better to engage these mili-
taries in short segments of advanced training where they can read
Jefferson for the first time or read Hamilton or read Ralph Waldo
Emerson.

Mr. FALEOMAVAEGA. Do you think any of these soldiers knew
anything about Jefferson and Emerson and

Dr. FRIEND. Very few in Indonesia. It is a real eye opener for
General Yunus Yesfia, who is the man I am talking about and re-
ferred to, a real eye opener. I mean, he just was enlightened by
being in America and at Fort Benning. When he got the oppor-
tunity, under President Habibie, he was given a wide portfolio, and
he immediately started issuing licenses for publication and has
kept on going to the point that now there is no need even for a li-
cense. Now, we have the opposite problem coming at us—or coming
at Indonesia, which is the licentious ultra-free press, and that is
why I mentioned in my paper the need for media grants to help
train people in the limits of a free press.

But to come back again to your question, which is very serious,
my answer has to be on faith, on balance. I reiterate, if you will
allow me, what Chairman Bereuter said a moment ago: We have
lost a half-generation of contact there with leading military officers,
and we need to regain that contact as we do in the all the ways
that Mr. Bjornlund was talking about, all the ways Mr. Gadbaw
was talking about. We need that kind of contact, too.
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Chairman BEREUTER. Will the gentleman yield for a second?

Mr. FALEOMAVAEGA. I would gladly yield, sure.

Chairman BEREUTER. I think, for the record, it probably should
be pointed out that the training we provide through IMET or
EIMET is basically very senior enlisted personnel or generally offi-
cers in the major, lieutenant, colonel era. They do not receive their
basic education or training in a military sense in this country, but
they do have this exposure for 4 to 12 months, and I think expo-
sure’s what we are talking about, not basic training for either en-
listed or officers.

I thank the gentleman for yielding.

Mr. FALEOMAVAEGA. I thank the Chairman for enlightening me
on that.

We have a very interesting dialogue here. The gentleman is an
officer; I was just a grunt in Vietnam, and it came to the point I
wanted to shoot every general there was given the situation that
we ended up with in Vietnam. These were highly trained officers,
mind you, some even went to West Point and the Naval Academy.

The point here is that we have good intentions. We have done
this with other countries, not just Indonesia, with the hope and the
desire that these military officers will respect democratic govern-
ment. Thank God that the history of our country reflects the mili-
tary has always acquiesced to civilian authority.

So, I am glad the chairman is correct in the fact that these are
very senior officers in Indonesia that were being trained. Now, I
am talking about the grunt out there that was ordered by these
senior officers that went out there and started doing the killing. If
you can call it killing—there is a difference between killing and
murdering, you know. The mass taking of life by the military dur-
ing the dictatorships of Sukarno and Suharto have not been exam-
ined by any international court of justice. The authorities com-
mitted in East Timor and West Papua and throughout Indonesia
during periods of political upheaval several hundreds of thousands
of lives, or murder for which no one has been held accountable.

Dr. FRIEND. I hope if I insert a word, Mr. Congressman, that my
history will get that on paper and available to readers.

Mr. FALEOMAVAEGA. I look forward to reading your book when
you publish it.

Dr. FRIEND. My deadline is June 15, 2001, sir, and I am march-
ing along on schedule.

Mr. FALEOMAVAEGA. Just one more question, Mr. Chairman.

Mr. Bjornlund, in our discussions on Indonesia, I have not heard
one instance where a Muslim country has given assistance to Indo-
nesia. Are the Arab countries giving any assistance to Indonesia,
economic assistance?

Mr.BJORNLUND. I don’t know. I don’t know about economic assist-
ance. Maybe Mr. Gadbaw knows. In terms of supporting the demo-
cratic transition process, the United States plays a very important
role, and United States programs take chances that many other
countries are not willing to take. I think that is something to recog-
nize about U.S. assistance in the democracy area around the world,
that there are programs that American organizations with Amer-
ican government funding are willing to carry out that are some-
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times risky and are very important that many other countries in
the world are not able or willing politically to take on.

In Indonesia, the United States was clearly ahead of the Euro-
peans, for example, in providing assistance to the democratic tran-
sition process, as I think the U.S. should have been.

Mr. FALEOMAVAEGA. Of course there is also the paradox that we
find ourselves in when promoting democracy and the rights of
women around the world, but you don’t talk about that in Saudi
Arabia. Saudi Arabia happens to be ruled by a king who some call
a dictator, but who is very pro-American. They have an entirely dif-
ferent set of values in terms of democracy and the rights of women.
We talk about abuses that as far as their culture is concerned are
perfectly all right, because it is in line with the Koran. I don’t ques-
tion that either because of the cultural difference on how we per-
ceive things.

Mr.BJORNLUND. There is been a sentiment among many in Indo-
nesia for many years that the government was not concerned about
Islamic values and was not representing the point of view of reli-
gious people in the country, that the past governments were na-
tionalists, secular in their outlook. I think that concern, to some ex-
tent, continued right through the selection process of the current
president.

But what I think Indonesians will increasingly come to realize is
that a democratic Indonesia has to be concerned about religious
people. Because it is a country that is so predominantly Muslim in
its makeup, a democratic Indonesia will obviously protect religious
values in the country.

The nature of Islam—Dr. Friend can talk about this much more
than I can—but the nature of Islam in Indonesia is very different
from the nature of Islam in the Middle East.

Mr. FALEOMAVAEGA. That is right.

Mr. Chairman, thank you very much.

Chairman BEREUTER. Thank you very much, Mr. Faleomavaega.

I have a final question, and I will direct it to you, Mr. Bjornlund,
but Dr. Friend and Mr. Gadbaw may also like to make a comment.

Your No. 7 challenge is reforming the judiciary and establishing
the rule of law, including addressing the problems of corruption
and human rights abuses. I would like to know now, during this
hearing, what you might say to us about where we ought to direct
those funds and by what channels in an aid program we might
begin for fiscal year 2001, the upcoming budget?

Also, I would like to know whether you would be willing to fol-
lowup and after giving it some thought help us write some directive
language which we would try to put in the appropriations process,
if we don’t have a separate authorization bill. At this point, not
quite off the top of the head, but how do we proceed in this impor-
tant area?

Mr.BJORNLUND. I think the area is enormously important. It is
important over the longer-term as much as in the shorter-term.
Many of the interventions that are possible from the international
community, many of the ways in which international assistance
can help, can only contribute to real change over time. Establishing
the rule of law is something that can’t be done by some particular
intervention or foreign assistance program in the next few months.
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So, we believe it is an enormously important area and deserves
support from the United States and from the international commu-
nity. Ar the same time, there are also needs in the political partici-
pation area, including many that are more immediate, and institu-
tional decisions that need to be made, as I talked about earlier.

In the rule of law area, certainly one question is the judiciary
and there are opportunities perhaps to try to help increase the pro-
fessionalism of the judiciary. The legal profession, in general, is de-
moralized and standards are low, and many in the legal profession
think there are opportunities to benefit from international engage-
ment as to how to raise the standards of the profession, its
credentialing process, its educational system.

The question of addressing past problems helps to reestablish
confidence in the integrity of the legal process, certainly.

Chairman BEREUTER. And that was with respect to the Commis-
sion of Inquiry and the 33 people and perhaps already indicated on
indictment. If in fact the Indonesian government does not proceed
with bringing these people to justice in very general terms, then
would you encourage an international tribunal?

Mr.BJORNLUND. It is important to try to allow the Indonesian
process to work its way through the various compromises that need
to be made and the interests that need to be balanced and to try
to deal with the problem, because I think there are people in the
government and in the human rights community that want this
process to succeed, that want justice to be done, that want real in-
vestigations to happen, that want people to be held accountable,
and to the extent that they can succeed, they not only address
those past abuses, but they reinforce the institutionalization and
consolidation of democracy.

Chairman BEREUTER. 1 agree with you. It is very important to
give them an opportunity to do it themselves first, and maybe we
shouldn’t even think about a worst-case scenario.

Mr.BJORNLUND. I think that they are likely to succeed more or
less in that process.

Chairman BEREUTER. With regard to the Human Rights Com-
mission, which is about 4 or 5 years old, is it an institution worthy
of our support and encouragement?

Mr.BJORNLUND. Absolutely. It is been a very important institu-
tion. It was important under Suharto, and it is only more impor-
tant now.

Chairman BEREUTER. Who else would like to comment on this?
It looks like both gentlemen.

Dr. Friend?

Dr. FRIEND. Yes, sir. I agree strongly with your emphasis implied
in the question, and I address it in point 5-E of my concluding re-
marks. I would be happy to join with Mr. Bjornlund, who probably
has more resources and connections in this regard than I do, to
come up with some language with a little help from your staff, be-
cause I think this is a long-term project, and I don’t think Amer-
ican bar associations, law institutes, law schools are alert to it the
way they got onto the opportunity and the need when the Berlin
Wall fell. We have got a different kind of wall having fallen, dif-
ferent opportunities and needs, and our not-for-profit institutions
generally have not responded enough yet.
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Chairman BEREUTER. I would like to take you up on your offer
and hope Mr. Bjornlund will also agree.

Mr. Gadbaw?

Mr. GADBAW. Yes. This is one of the most important issues I
think that the private sector sees when you ask the question about
return of foreign investment capital to Indonesia. I think the rule
of law and judicial reform is really very much at the top of the list.

A couple of points: When we met with President Wahid, he made
an interesting statement, echoing what he said when he was here
in the United States. He said, we value very much doing business
with countries and companies that share our value system—democ-
racy, rule of law, and political accountability.

When we met with the attorney general, Marzuki Darusman, he
said, Indonesia is in a transition from a country whose system is
based on political stability to one that the system will be based on
the supremacy of law and respect for human rights. I think that
means that there is at the political level a commitment to make the
kind of changes.

I think there are two challenges when it comes to judicial reform:
One is creating professionalism and accountability and an integrity
in the system, and the other is creating political independence.
There is a debate going on over what the right sequence is, because
if you get independence before you are able to get professionalism
and integrity, you may compound your problems. So, I tend to feel
we have got to put as much emphasis on the latter to get that right
as on the former.

I think that what we ought to focus on is twofold: One is creating
some kind of focal point for a strategy where some group is able
to lay it all out but at the same time engage all of the different
groups that have to be engaged. As our Ambassador said, this ef-
fort will have to be a multiyear, multidonor, comprehensive strat-
egy which actually engages both the private sector and the public
sector across a whole spectrum of problems that will only address
the issue if they can get all of these individual pieces right.

So, if you can get the focal point right and you can create ways
to make linkages, whether it is bar associations, universities, fel-
lowships, groups like NDI, linking up with counterpart groups, you
create this network of both public and NGO-type institutions and
the private sector. We have a need for an effective court system,
professional, legal, and judicial individuals, all of which has to
work effectively.

So, I think that kind of two-part strategy following under what
I think our Ambassador there and the World Bank seems to be
working on, which is again a comprehensive, multiyear, multidonor
?t{ategy, is the only thing that holds any chance of being success-
ul.

Mr. FALEOMAVAEGA. Would the gentleman yield?

Chairman BEREUTER. I would be happy to yield.

Mr. FALEOMAVAEGA. I just want to make a little observation that
sometimes when we have these expectations of a country like Indo-
nesia that has just come out of a 30-year dictatorial rule, we have
to give them some space. It has taken us almost 100 years, over
100 years, to recognize what civil rights are about, what the rights
of all citizens under the Constitution should be. It is very easy for
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us to say that we have got to do this or they have got to do that,
but given the infrastructure and the complexity of a nation like In-
donesia with all the problems attending it, I say let them do it at
their own pace and their own ability to cope with each problem.
Otherwise, I think we ask for something and get something quite
different or probably even worse. That is just my little observation.

Chairman BEREUTER. Mr. Faleomavaega, thank you very much
for that reminder.

Mr. Gadbaw, you really made a very interesting suggestion, and
I think most people would embrace it. It certainly implies, at least,
an international effort, not one that is a bilateral arrangement be-
tween Indonesia and the United States. I recall that an election as-
sistance we gave came under a U.N. umbrella which was a very ad-
vantageous approach. But there is, in my quick examination of
this, no logical international organization to do that. I would like
to think it could be done. The IMF is only a small part of it, but
the issue deserves some attention.

I wanted to say to Mr. Faleomavaega, I appreciate all of his con-
tinued assistance and interest in the Asia-Pacific region. We will
hope you relay that to him for his involvement here today.

Gentlemen, thank you very much for your time with us today, for
your testimony, and for your written statements. I very much ap-
preciate it, and I hope we can count on you for future assistance
to the Subcommittee in our efforts.

The Subcommittee is adjourned.

[Whereupon, at 4 p.m., the Subcommittee was adjourned.]
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Opening Statement

The Honorable Doug Bereuter
Chairman
Subcommittee on Asia and the Pacific

“Indonesia: Prospects for Political and Economic Stability”
Wednesday, February 16, 2000

The Subcommittee on Asia and the Pacific meets today in open session to receive
testimony on the ongoing transition to democracy in Indonesia and the prospects for achieving
political and economic stability and maintaining national unity. When the Subcommittee last
held hearings on Indonesia on September 9, we were faced with a crisis situation in East Timor,
as military sponsored militia were systematically killing, looting, burning and destroying the
country. Attention was naturally focused on that crisis situation. At the same time, Indonesia
was preparing for historic democratic elections which against considerable odds were conducted
in a free and fair manner. They then had to select a new President and Vice President which
resulted in the establishment of the first democratically elected government in that country in
many decades.

Last week, the Subcommittee held a hearing on East Timor which discussed the situation
and prospects for that newly emerging country. Today I emphasize for members of the
Subcommittee, it is my intent that we focus our attention on the serious political and economic
crises facing Indonesia, as it struggles to institutionalize a new democratic and decentralized
system of government. Undoubtedly, this is a critical juncture in history for Indonesia and the
stakes are high for it and the entire region. Indonesia is both the fourth most populous nation in
the world, and the country with the largest population of followers of the Muslim faith. Itisa
country of stunning geographic and ethnic diversity, occupying an archipelago stretching over an
area wider than the continental United States. Moreover, Indonesia is key to the entire Southeast
Asian region. It was an original founder of ASEAN,, the Association of Southeast Asian
Nations, and has emerged as the natural leader in that organization’s emergence as an important
contributor to stability and economic progress in that part of the world. Finally, Indonesia is a
good friend and important trading partner of the United States. Ibelieve it most surely is in
America’s national security interests to help Indonesia achieve the economic and political
reforms necessary to ensure future stability and prosperity.

However, the situation in Indonesia rémains troubling. The consequences of further
economic and political collapse would be extremely serious and would adversely impact regional
stability and U.S. national security. The necessary and painful economic reforms Indonesia must
undertake would be daunting even for a well-established democracy. Indonesia must boldly
undertake this action while at the same time, with the most minimal experience, undertake
massive political reform.

To date, I believe that President Wahid has made a promising beginning in guiding
Indonesia during this difficult transition and dealing with the myriad problems facing the
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country. He has taken appropriate steps to help end the violence in Timor and acceded to the
majority will of the people of East Timor to become independent. He has given priority to
resolving regional conflicts and opened a dialogue with disaffected groups in such regions as
Aceh and Irian Jaya. He has moved to re-establish the rule of law, undertaken judicial reform,
established a commission to investigate serious human rights violations and indicated that those
found responsible will be held accountable. In this context, former Armed Forces Chief General
Wiranto was removed from his position in the Cabinet as Coordinating Minister for Politics and
Security on February 14 after being found importantly culpable for the mayhem in East Timor by
the Indonesian Commission which investigated that catastrophe. This assertion of civilian
conirol over the military is a welcome and historic step.

President Wahid has also begun fo take important steps to stabilize the fragile economy
and has thereby won international financial support from the IMF, World Bank, ADB, the
International Consultative Group on Indonesia, and other multilateral and bilateral sources. He
has begun the daunting task of re-capitalizing the banking and corporate sectors through the
Indonesian Bank Restructuring Agency (IBRA) and dealing with the enormous problem of
corruption and cronyism.

While these reforms have been welcome, they are tenuous and face determined
opposition from entrenched interests. The newly appointed Ministers, though intelligent and
well meaning, have little experience in managing a deeply suspicious burcaucracy. Inmy
judgment, the U.S. is correctly providing financial, technical and political support for Indonesia
in an effort to bolster these positive efforts. Yet the separatist unrest and religious and ethnic
strife in Aceh and elsewhere, and the resistance of some military and political leaders to the
winds of change, underscore how fragile and volatile the situation is in Indonesia. Given the
many serious problems facing the country, it appears probable that the armed forces will continue
to be a key stabilizing force to ensure the secular integrity of Indonesia.

I believe that previous well-intentioned congressional actions which were reactions to the
violence in focused on East Timor, such as the suspension of the International Military Education
and Training program and the denial to Indonesia of an E-IMET program specifically aimed at
human rights training, have largely been counter-productive and have resulted in America losing
access and leverage in Indonesia, particularly with the military, That was made apparent by our
limited ability to influence and temper the military’s actions in East Timor.

The need for responsible US-Indonesian military-to-military engagement is even more
important today, because the Indonesian military is already undergoing significant changes as
President Wahid has transferred reform-minded generals and admirals into new positions of
authority. For the first time since the 1950's, Indonesia has a civilian defense minister. That is a
move we should applaud and do what we can to reinforce. Responsible U.S. assistance and
engagement can help promote and shape these positive developments.

I am pleased today that we will have the opportunity to hear both from the Administration
and a distinguished panel of private witnesses. Testifying for the Administratjon will be the
Under Secretary for International Affairs of the U.S. Department of the Treasury, the Honorable
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Timothy F. Geithner, and Assistant Secretary of State for East Asia and Pacific Affairs, the
Honorable Stanley Roth. We welcome both these distinguished gentlemen and look forward to
hearing their testimony. We will begin with Under Secretary Geithner and then hear from
Assistant Secretary Roth, who was just up here last week testifying on East Timor.

‘We are also honored to have an excellent second panel of distinguished witnesses. Dr.
Theodore Friend who is President Emeritus and Trustee of the Eisenhower Fellowships and is a
senior fellow at the Foreign Policy Research Institute. Among his many distinguished past
positions he served as President of Swarthmore College from 1973 - 1982. He has tremendous
expertise on Indonesia, recently visited widely throughout the country, speaks the langnage
fluently and is the author of numerous articles on the country.

We are also pleased to have as a witness Mr. Eric Bjornlund, Senior Associate and
Director of Asia Programs at the National Democratic Institute for International Affairs.
Indonesia currently is NDI’s largest program and Mr. Bjornlund has recently returned from a visit
to Indonesia to oversee the program there. I understand that you are the proud father of your first
son and third child borm on Monday. Our heartiest congratulations and appreciation for taking
time out on this joyous occasion to testify before us today. In addition, we are fortunate to have
with us Mr. Michael Gadbaw, Chairman of the U.S. - Indonesia Business Committee of the U.S.
- ASEAN Business Council. Mr. Gadbaw is also a senior vice president for General Electric
Corporation and recently led a large business delegation to Indonesia which met with senior
business and government leaders.

Secretary Geithner, as we have two panels today, I would ask that you and Secretary Roth
limit your remarks to approximately 10 minutes each in order to allow sufficient time for
members’ questions and discussion. Without objection your written statemnent will be included
in its entirety into the Record.

I now turn to the distingnished ranking member of the Subcommittee, Mr. Lantos for any
comments that he may have. -
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February 16, 2000

Mr. Chairman, last week I testified before you and Senator Thomas to review the dramatic
developments that have occurred regarding East Timor over the past year. At the same time,
Indonesia was going through an equally remarkable transformation of great significance to the
United States’ interests in peace and stability in the region.

I need not tell this committee how Indonesia's strategic location and size make its future
important to the United States. The success of its current efforts to establish a secure, democratic
and prosperous nation will have a direct impact on stability and security in the entire region.

This afternoon, I would like to review for you what Indonesia has accomplished, what remains to
be done, and what the Indonesian people and their government, the United States and other
interested parties are doing to meet the challenges ahead.

Progress To Date

The past twelve months have witnessed a decisive turning point in Indonesia’s transition from an
authoritarian regime toward a pluralistic, representative democracy. Successful parliamentary
elections in June and the selection of President Abdurrahman Wahid in October were the two
watershed events that enabled Indonesia’s first democratic government to take office since the
1950s.

Under new election and party laws, Indonesia held, in June, its first free, fair, pluralistic, and
competitive parliamentary campaigns and elections in forty-four years, elections judged credible
and legitimate by international monitors. The government, to its credit, encouraged international
assistance and monitoring of the election and permitted free assembly and association during the
campaign period.

A new Parliament (DPR) and a new People's Consultative Assembly (MPR) were installed on
October 1. The MPR subsequently elected a new president, Abdurrahman Wahid, and vice
president, Megawati Soekarnoputri, on October 20 and 21. The new government came into office
with the broad-based legitimacy necessary to begin to confront Indonesia's daunting economic
and political difficulties.



48

This is a remarkable accomplishment, one of which the Indonesian people and their leaders can
be justly proud. Nonetheless, the challenges still facing the Indonesian people are as great as the
challenges they have already overcome. No one ever expected that President Wahid or his new
government would be able to resolve all of Indonesia's problems in the first 100 days, or even
1000 days.

To note just a few of the most salient of these challenges and the promising start the Government
has made in responding:

President Wahid asserted civilian control of the military. He placed the armed forces under a
civilian defense minister for the first time in 40 years and appointed an admizal rather than an
army general as the commander of the armed forces.

President Wahid released the full report on the Bank Bali scandal. That was a positive signal that
will hopefully mean he will work to break through the web of influence and corruption, which
threatened to undermine Indonesia's economic recovery, and cleared the way for resuming
programs with the IMF and the World Bank.

President Wahid's government signed a new memorandum of agreement with the IMF on
January 20, 2000, leading to IMF Board approval of the program, the release of a new tranche of
IMF funding, and coinciding with renewed disbursements from the World Bank,

The Parliament, no longer a rubber stamp, has begun to act as a co-equal partner in a government
of checks and balances.

President Wahid freed virtually all the remaining political prisoners from the Soeharto era by
December 1999, atotal of 196 prisoners.

In Aceh, the government undertook a complex negotiating process with some of the many
different factions demanding a new political arrangement for that troubled province.

Significant Challenges Remain Ahead
-- Economic Reform

There is no more critical requirement for the stability of Indonesia in the medium and long term
than economic and financial reform. Since the East Asian financial crisis, Indonesia has been far
less successful than other countries, such as Thailand and South Korea, in resolving the
weaknesses that helped drive them into the crisis.

Previous governments in Indonesia were unwilling to make the structural reforms necessary to
ENsure recovery.

Now that Indonesia has a democratic government, it needs to make and implement the tough
choices to build a viable sustained recovery. My colleague from Treasury will review these for
you in a moment.
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- Civilian Control of the Military

One of the greatest challenges facing this government is the need to institutionalize civilian
supremacy over the military and to remove the pervasive influence of the military throughout
government and society, which characterized the Socharto years. As I have already mentioned,
President Wahid used the appointment process at the creation of his new government to put those
committed to reform in key jobs. First, he appointed the first civilian Minister of Defense,
Juwono Sudarsono. Second he appointed Navy Admiral Widodo to be the chief of the
Indonesian Military (TNI), the first chief of TNI, denying the dominant service, the Army, the
role of chief of TNI for the first time in history. Last month, President Wahid announced that
active-duty military officers serving in the cabinet, including General Wiranto, would be required
to retire from the military effective March 31.

Shortly after taking office, President Wahid faced down an overt challenge to civilian authority
when the military spokesman, Major General Sudrajat repeatedly rejected government policy as
stated by the President. First, Sudrajat called for martial law to be imposed in Aceh even though
the President had made it clear that the Government had decided against such a step. Later, he
asserted the Government did not have the authority to interfere in military affairs. As aresult, in
December, President Wahid dismissed the military spokesman.

All this set the stage for the dramatic developments of the past two weeks. On January 31, the
National Human Rights Commission released the report of its Commission of Inquiry on Human
Rights Violations in East Timor (KPP). This report detailed many of the brutal acts that occurred
in Bast Timor over the past year. In addition, it identified 33 specific individuals, including
General Wiranto and other senior TNI officers, whom it recommended the Attorney General
investigate further.

While still overseas, President Wahid announced that in the wake of the report's findings General
Wiranto should resign from the cabinet. As you know, Wiranto refused to resign, insisting that he
must meet with the President upon his return to Jakarta this past Sunday, February 13.

You all know the outcome of this dramatic test of wills, that General Wiranto was suspended
from the cabinet, and a replacement, Suryadi Sudirdja, was sworn in. Though the sequence of
events through which this occurred was unsettling, it is important to note that there was never
any evidence of an organized threat by the military to the regime, no evidence of any coup
planning. The Indonesian public overwhelmingly supported the decision by the President, as did
a number of key generals in the Indonesian military.

The U.S. position has been absolutely clear. We support the right of the president to change his
cabinet and, even more importantly, the principle of civilian control of the military. UN
Ambassador Holbrooke stated this position emphatically in a press conference with Indonesian
media. Other senior U.S. officials have done the same.
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- Aceh

The new government got off to an uncertain start in responding to instability in Aceh. While
President Wahid's decision to become personally involved in resolving the issue was welcome,
his initial call for a referendum raised expectations that there would be an opportunity to vote on
independence. In the face of overwhelming opposition to independence for Aceh by the
Parliament, the military and a range of non-governmental figures across Indonesia, Wahid
subsequently indicated that this would not be an option. He indicated that a referendum, if there
were one, would be limited to the question of whether to place Aceh under Islamic law. The
U.S. and other key countries, including ASEAN, made clear our support for Indonesia's territorial
integrity.

Since then, President Wahid has made considerable progress in moving the future ot Aceh away
from the arena of armed struggle into the arena of a political setilement. It opened a dialogue
with a range of groups in Aceh -- students, religious leaders, businessmen, and even proponents
of armed struggle -- through two negotiating tracks.

The first track was opened by President Wahid's Minister of State for Human Rights, Hasballah
Saad, himself an Acehnese who had previously led an Acehnese NGO. Saad has been working
with a number of groups to pull together an All Aceh Congress in order to resolve one of the
fundamental problems facing the Government in Jakarta -- whom do you negotiate with?
President Wahid expressed his frustration to me personally, asking "What's the address?” Thus
far, it remains unclear whether this effort will suceeed or whether more than one congress will
emerge with a claim to represent Aceh.

The second frack has been opened through an NGO in Geneva, the Henri Dunant Center, which
has been facilitating discussions between the Government of Indonesia and representatives of
different factions of the Free Aceh Movement (Aceh Merdeka or GAM). In a potentially
significant breakthrough, Indonesia's Permanent Representative to the UN in Geneva has met
with two major GAM factions-seeking to reach agreement on a cease fire and conditions for
providing humanitarian assistance to the people of Aceh. Although no final agreement was
reached, the very fact of these meetings is a significant step forward. Both sides have agreed to
meet again later this month, and it remains to be seen if a cease fire agreement can be reached.
While not a direct party to either of these tracks, the USG has been deeply engaged with the GOI
on the Aceh question. We have strongly supported Wahid's efforts to focus on a political rather
than a military solution and provided technical assistance on "lessons learned” from other cases
in which autonomy problems have been handled successfully.

-- Sectarian Violence in Ambon and Lombok

The violence in Ambon and Lombok is a humanitarian tragedy and one which poses very
significant challenges to President Wahid's government. First, the inability to control sectarian
violence has caused some to question the competence of the central government. Second, the
awful imagery of this violence, seen on TV screens across the globe, has certainly undermined
the government's efforts to promote investor confidence (both foreign and domestic). Third, this
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sectarian violence has provided an unfortunate propaganda bonanza to some of the Istamic
parties in Indonesia, which have sought to increase their power base through inflammatory
charges of massacres of Muslims by Christians. The January 7 rally in Jakarta, at which the
Speaker of the Constituent Assembly, Amien Rais, participated, and which featured numerous
speakers who called for a "jihad", was the most chilling manifestation of this phenomenon.

The origins of this conflict go back to the misguided policies of previous governments. Once a
model of Christian-Muslim harmony, transmigration policies changed the balance between these
two communities and laid the ground for the present tragedy.

Unfortunately, there is no simple solution to the problem of sectarian violence. Clearly the
government needs to do a better job in protecting its own citizens and preserving order. The
government has recognized this fact and moved, at least in part, to address this problem by
replacing officials (police and military) who were ineffective at containing the violence. But, at
the same time, the government has been understandably reluctant to "unleash" the police and
military to engage in the kind of repressive practices that led to the human rights abuses of the
past. Furthermore, the Indonesian police, severely undermanned and poorly trained, are ill
equipped to respond effectively to random violence, which can arise suddenly at far flung points
in the Indonesian archipelago. There is no simple short-term fix to this difficult problem, which
will have to be addressed on multiple fronts.

-- Managing the End Game in East Timor

Since I addressed the issue of East Timor at some length during our hearing last week, I will not
discuss this issue at any length today. Nonetheless, the issue of East Timor has been of such
consequence for our relationship with Indonesia that it is appropriate to offer a few observations
today.

First, in East Timor itself, security has largely been reestablished. 135,000 of the refugees who
fled or were forced to West Timor have returned. The question now is reconstruction, the
development of democratic institutions and preparation for independence. This is not to
minimize in any way the scale of the challenge facing East Timor and the international
community effort there or the need for substantial aid to support that effort.

Second, over 100,000 refugees remain in West Timor, and it is unclear what portion of those
wish to return to East Timor. The Government of Indonesia must eliminate militia intimidation
in the camps, enable those wishing to return to East Timor to do so without fear of intimidation,
and assist the remaining refugees to resettle elsewhere in Indonesia. So long as refugees do
remain in the camps, we need to ensure that basic humanitarian relief continues to get to them in
West Timor.

Third, while East Timor will increasingly become an issue to be considered in its own right,
separate from Indonesia, the issue of accountability for past atrocities means that we will not be
able to fully separate the two for some time. U.S. military-to-military relations with Indonesia
were suspended by the President; and the provision of certain types of military assistance was
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conditioned by the Leahy conditions contained in section 589 of the Foreign Operations’
Appropriation for FY 2000, as you know. Until these conditions can be met, and it is my
judgment that they cannot yet be fully met, there will remain significant constraints on our ability
to have a full normal relationship with Indonesia.

The Role of the United States

The U.S. has a profound interest in seeing a successful democratic transition in Indonesia -- a fact
reflected in the Secretary having identified Indonesia as one of the world's four priority emerging
democracies. Nor is our commitment merely rhetoric. The President welcomed President Wahid
to the Oval Office shortly after he assumed the Presidency. UN Ambassador Holbrooke and
Secretary of Treasury Summers have both visited Indonesia since President Wahid took office.

In response to the urgency and importance of the need, U.S. bilateral assistance to Indonesia is
being increased to $125 million for FY 2000. The bulk of this assistance will likely be used to
help strengthen Indonesia's nascent democratic institutions. We are awaiting the
recommendations of an inter-agency team that visited Indonesia in January to gauge how this
U.S. investment can most effectively accomplish this and other goals. Helping the Indonesians
build an effective and just judicial system, promote civil society, spur continued economic
reform, and professionalizc national and local parliaments will be among our priority concerns.

A Concluding Comment

Mr. Chairman, in your February 2 speech on U.S. Security Policy in Asia you observed that
President Wahid has "exceeded most reasonable and informed international expectations,” but
"eontinuing levels of violence underscore how fragile and volatile the situation is in Indonesia.’
I completely concur. With those challenges in mind, the United States must in our own interest
do what we can to help the current transition succeed.

3



53

EMBARGOED UNTIL 1:30 P.M. EST
Text as Prepared for Delivery
February 16, 2000

UNDER TREASURY SECRETARY TIMOTHY GEITHNER
HOUSE COMMITTEE ON INTERNATIONAL RELATIONS
SUBCOMMITTEE ON ASIA AND THE PACIFIC

Introduction:

Thank you for giving me the opportunity today to offer the perspective of the Treasury
Department on U S, policy toward Indonesia.

Indonesia’s future is critical to the stability and prosperity of Southeast Asia and the region as a
whole. The United States has a major stake in the success of the political fransition now
underway and in seeing the foundation laid for a strong and dutable economic recovery.

1 will focus my remarks on three subjects:

- The sources of the economic recovery uﬁderway in the region and what lessons
this holds for policy makers in Indonesia.

- A review of the major economic policy challenges facing the new Indonesian
government,

- The broad strategy we have adopted to support recovery in Indonesia,
urce, in

Your hearing takes place in the context of a remarkable improvement in economic and financial
prospects for emerging Asia as a whole.

18-39%
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- Grawth across the region has recovered more rapidly than expected, with most
economies in the region estimated to have expanded at a rate of 4 to 9 percent in
1999.

- With the restoration of investor confidence, currencies have stabilized, and
interest rate spreads over U.S. securities have approached pre-crisis levels (and in
some cases fallen below).

- The process of repairing financial systems has begun, and corporate restructuring
is underway.

- Current account surpluses are adjusting to more moderate levels as domestic
demand strengthens.

These improvements came from a complex and varied mix of factors across countries. But the
dominant lesson of the financial crises of the last scveral years is that countries that react rapidly
with strong, credible stabilization and reform programs are likely fo fare better than those that
find it difficult to do so.

In Asia, the common elements of success were;

- The development and implementation of a sound framework for monetary and
fiscal policies that gave investors the confidence necessary te stabilize exchange
rates,

- Rapid implementation of a credible plan to restructure the financial and corporate
sectors so that the overhang of debt could be lifted and private sector lending and
growth could reswme.

. Early progress toward creating the right legat and regulatory infrastructure for
private investment and growth (especially a fanctioning and credible legal system
that protects property rights and a working insolvency regime), and improved
transparency by regulatory agencies, corporations and financial institutions.

- Commitment to openness to trade and foreign capital.

- Political leadership that inspires confidence, at home and in glohal financial
markets, in its commitment and its capacity to get things done.

Where these conditions were satisfied, the financial support and advice provided by the
international institutions were remarkably effective in generating positive economic results.
Where they were not, or where a positive commitment on paper was overwhelmed by political
uncertainty or undermined by political constraints on implementation, the crisis was much deeper
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and more protracted and recovery much more difficult to establish. This is, in a sense, the story
of Indonesia since the fall of 1997. .

ia’s Ecopomic Ch

Indonesia has taken some important steps to lay the foundation for economic recovery.

The macroeconomic environment has stabilized, and output has begun to expand again. After
the deep declines of 1998 and early 1999, the economy is expected to expand at an estimated
1.8% annual rate in FY1999 (ends March 31), and the government expects it to grow 3 — 4% in
FY2000. Inflation has been reduced sharply to near zero, from a high of more than 75% in late
1998. Nominal interest tates have fallen dramatically, with the yield on one-month cenfral bank
cerlificates now only 11% (down from around 65% in late 1998). Real interest rates have also
declined from their peak in mid 1999. The rupiah has strengthened significantly from the depths
of the crisis, though it is still estimated to be about 25% below the pre-crisis level in real trade-
weighted terms.

The new government has adopted a new framework for sconomic policy, with the support of the
IMF, World Bank and Asian Development Bank, which holds the prospect of maintaining
macroeconomic stability and creating greater confidence among domestic and foreign investors.
On February 4, the IMF Board of Directors, with U.S. support, approved a new three-year
program for Indonesia. Now, Indonesia must focus on implementation of its policy agenda.

Tn our view, Indonesia faces four main economic challenges.
1. The Macroeconomic Dimensions of Growth

Indonesia can take considerable comfort in the progress achieved in stabilizing inflation, the
recovery in the exchange rate, and the fall in interest rates.

Going forward, Indonesia faces a difficult balance between the near-term need to stimulate the
economy, invest in social programs and recapitalize the banking system, and the fonger term
challenge of reducing public debt and reducing dependence on foreign official assistance.

In the econornic program outlined in the agreement with the IMF, the government decided to
avoid a further expansion in the fiscal deficit (targeted in the program at nearly five percent of
GDP for FY2000). With ambitious targets for government asset sales and privatization of state-
owned enterprises, the government hopes to begin to reduce the large public debt burden.

Over the medium term, once the recovery is more firmly established, the government will have
to put in place a credible program for reducing the public debt burden further, and as it moves
toward fiscal decentralization, will have to ensure that the transfer of fscal resources to the
regions is accompanied by a commensurate transfer of responsibilities and capacity.
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in this context, it is critically important that the government commit to preserve the
independence of the central bank, whose policies have been responsible for much of the fetuen to
stability.

The government’s macroeconomic framework is designed so that, by the end of the IMF
program, Indonesia would no longer need exceptional balance of payments support or further
debt rescheduling,

2. Financial Sector and Corporate Sector Restructuring

Economic growth will not recover with any strength in Indonesia without a recovery in private
sector activity. A recovery in private investment now depends critically on progress toward
repairing the financial sector and restructuring insolvent banks and corporations.

The Indonesian government’s efforts to restructure, recapitalize, and privatize both the
state-owned and nationalized banks (which together now account for about 70% of banking
systern Habilities) have been painfully slow and inadequate. The Indonesian Bank Restructuring
Agency (IBRA), which now holds assets amounting to roughly 50% of GDP, has made
alarmingly little progress in recovering non-performing loans and disposing of the assets that it
now holds. Restructuring has been hampered by private debtors’ bslief that they ultimately will
not be forced to pay, foreign banks’ reluctance to invest due to concerns about transparsncy and
governance, and political pressure on IBRA not to write down or collect on claims.
Restructuring delays have severely impeded the growth of bank credit and added to the
govemment’s fiscal costs and already high debt burden.

Financial and corporate sector restructuring is the central focus of the government’s program
with the IMF. The program outlines several priorities for the financial sector: first, restructuring
and privatization of state-controlled banks, which the Indonesian govemment committed to begin
before the end of March; second, improving supervision and governance in the banking sector;
third, minimizing the public cost of the remaining recapitalization; and fourth, deepening bond
and equity markets, which will provide alternatives to bank finance.

On the corporate debt restructuring side, the IMF program calls for: stronger powers for [BRA,
able to restructure debt without political interference, and mandated to send recalcitrant debtors
to bankruptcy cowt; better implementation of the bankruptoy law, so that the threat of
bankruptey proceedings provides troubled debtors with a real incentive to restructure debt with
creditors; and measures to combat corruption in the judiciary, including stepped-up investi gation
of bankruptey judges suspected of corruption.

3. Bolstering Transparency and the Rule of Law
The challenge of ¢reating a legal system that allows creditors to enforce their rights, permits the

bankruptcy regime to weork, and provides a mechanism to begin to unravel the legacy of
corruption this governiment inherited is egsential to recovery in Indonesia,
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This is why the work of the newly appointed Indonesian Attorey General is so important to the
suceess of the economic program. This is why the U.S. and other countries, working with the
international financial jnstitutions, made judicial reform a centerpicce cf the recent consultative
group meeting of donors.

Foreign investment and domestic flight capital are unlikely to return to Indonesia in the amount
necessary to finance future growth until investors are more confident that they will be freated
fairly by the lega) system, that they will be protected from discrimination, and that they will be
safe from the selective assignment of privileged economic rights that prevailed under the Suharto
regime. This confidence is critical to an effective process of unwinding the complex interests
tied up in the claims now held by the government.

The IMF program outlines measures for greater transparency in many areas, including fiscal
management {both in central and regional governments), the operations of the central bank, the
judicial system, and commercial bank and corporate governance {including accountability and
disclosure standards).

The IMF LOI includes a strong commitment to audit the Indonesian military, including extra-
budgetary sources of incorne, and to report findings to civilian authorities. The Indonesian
Coordinating Minister for Economics and Industry, Kwik Kian (‘ne has assured us that the andit
has begun and will be completed by August 31,

The LOI also contains comumitments to speed up the resolution of disputes with independent
power producers (IPPs). The new govemment has committed to become directly involved in
accelerating negotiations between the state power company and the IPPs and has already taken
the step of replacing the state power company 's management, and ensuring that various lawsuits
against several IPPs were dropped.

The new government has moved to address one of the most conspicuous recent examples of
public corruption in the Bank Bali case. An independent investigation of the scandal by was
undertaken by PriceWaterhouseCoopers (PWC) and released publicly by the Indonesian
government in October. The Indoresian attomey general took up the investigation where PWC
left off and has committed to follow through on the investigation. The attorney general has
named several suspects, including a former cabinet minister.

4. Investing in Human Capital

Delivering a more substantial and broad based improvement in the economic welfare of
Indonesians is 2 fourth impertant challenge for the new government. A broad majority of
Indonesians will not support the economic reform program unless they believe that it will bring
about a tangible improvement in their welfare. In an increasingly constrained budgstary
environment, given the costs of resuscitating the banking sector, it will be vital to ensure that
socfal investments arc better targeted to the people who need them most. This means:
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- Building on past successes in community-based provision of basic social services,
with greater decentralization and transparency and wider participation to
command credibility and popular trust,

- Maimtaining and extending the impressive efforts that have been made to keep
_ children in school through the crisis -- an investment that will pay off many times
over in faster growth and greater social cohesion in the years to come.

- Focussing on greater and more effective provision of critical health services -
particularly basic preventive care,

In the arca of labor conditions, Indonesia has made considerable pxlagress during the past year in
affording its workers rights of association and collective bargaining. Partly in response to the
arging of the United States and the IMF, Indonesia ratified TLO Convention 87 (Freedom of
Association) in 1998, During 1999 Indonesia ratified ILO Conventions 105 (abolition of forced
labor), 111 (employment discrimination), aud 138 (child labor), becoming the first Bast Asian
country to ratify all scven of the core JLO conventions, We have been informed that Indopesia
intends to introduce new labor legislation by October of this year, which would bring its laws
into conformnance with the ILO conventions.

An Agenda for Iminediate Action

Our hope is that the new Indonesian government will move quickly to take advantage of its
clectoral mandate, and the broad political suppert in favor of economic reform, to move quickly
to implement the new program. Among the most important steps the new government could take
to establish its credibility with its citizens and with investors are:

- Demonstrating that officials of IBRA, Bank Tndonesia, and other economic
agencies can carry out their official duties without fear of inordinate political
interference or constraints.

- Indicating the government intends to get out of the banking business, by
transferring controlling shares of govemment-owned banks to the private sector.
An importaut step will be IBRA’s sale of shares in Bank Central Asiz (BCA),
which is expected before end-March.

- Replacing management responsible for the large losses of state-owned banks.

- Demonstrating progress on disposal of assets by IBRA, even where this means
writing down debt. An important indicator will be the planned sale of IBRA’s
stake in the Ieading Indonesian vehicle maker Astra Infemational. This would be
a significant step toward meeting IBRA’s key end-March asset sales target,
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Sending a clear signal to large debtors that unless they cooperate, they will be
prosecuted and their assets seized. Specifically, IBRA nceds to pursue high-
profile recalcitrant debtors through the insolvency system.

Demonstrating 2 willingness to see foreign investors as part of the solutjon to
Tndonesia's corporate and financial sector debt problems -- and not part of the-
problem -~ through the sale of a substantial stake in a large Indonesian corporation
or bank to foreign investors. As is has been true elsewhere in Asia, foreign banks
could be an importaat source of support for financial sector modemization in
Indonesia, not only as sources of needed capital but greater financial resilicnce in
the future.

Investigating and prosecuting judges who have engaged in corrupt practices. The
word must go out that in 2 new Indonesia, no one is above the law and the laws
will be fairly enforced.

The United States and the international community should be prepared to help Indonesia with its
ambitious reform agenda. On the economic and financial front, we can be most effective in the
following areas:

Supporting an adequate scale of official finance in this period of economic
distress and transition. The new IMF supported program approved earlier this
month will provide approximately $5 billion in financing -- dependent on
continued and forceful implementation of conditions -- over the next three years,
The World Bank and Asian Development Bank together have about $7.8 billion in
already-approved loans in the pipeline that have yet to be disbursed.

Focusing the international financial institutions on the core challenges facing the
new government, with reforms concentrated on those steps necessary to restore an
environment conducive to private enterprise and new investment, an adequate
safety net with important investments in health and education, and growth
oriented macrocconomic policies.

Supporting an appropriate breathing space on external debt service, including a
rescheduling of Paris Club obligations. We have signaled that we are ready to
work with other Paris Club creditors to achieve a further rescheduling of
Indonesia's obligations. This would provide another two years of relief to
strengthen the government's capacity to carry through with its economic policy
agenda.



60

Providing an expanded program of technical assistance, in cooperation with State,
ALD and other agencics, targeted toward public debt management, fiscal
decentralization, financial and corporate restructuring, and iaw enforcement.

Indonesia’s most pressing economic challenges are in many ways more political than economic.
Progress depends critically on the political capacity of the government to act.

The new government has outlined a credible program of political change and economic reform.
Combined with the general improvement in the economic environment in Asia and the world
economy as a whole, this creates the potential for substantial and enduring improvement in
econormic conditions for the people of this important nation.



AN IRABH XOMOg

ot
Y
- 0L
" 06
" 01l
- 0f1

61

spodxyg - 0L

001=10S661
amypuadxd Aq JaO 169y

- 0ST

R DR LEL R e Ny
DA TA T A T EA T B B
33383383883 3 35
....,:=_...‘....._.$eﬁl
‘e's b/b pazieniue
© %S1-
" %0
" %51
Ak Kpareab

._E,ew daoiesy

eam [0S ST JuaunsaAu] ‘L6Op douls (siseq A/A)
dO [0 UL SSBIIDUE JSIY SY) PR 6661 DT UT IMOID



62

AN “WAEY B1aquroo]g 20108

JABH 501008
ISBIOT 4 4
y1eo4 ot (syysodap XJ-ZIAD) 9801348 /1.1234 U1 IAD o a3eraae hinaows Yuow-¢ up 3ZeS WAL POZTENUUE
=+ 0007 6661 8661 L661 9661 g N a ® & N &
g & &
ot &3 2 5 32 § 3 ]
%ST-
%0
" £6°1 %S1
%0€
129K-U0-1804 %Sy
0t %09
%SL
Lo %06
vt %S01
«SBuryd Ajuowr pazijenue %0L}
%SEl
L Q N.-N (4
+KIDOPA TN yeidny 1dO

**Buruayy3uons s1 puewsp Lsuour
‘UMOP SUIOD SBY UoTje[Ju]



63

Smquooly 1vavy omog
‘siseq ofurag Sujaow
HIU0W- ¢ © U0 UORB[IUT f)) POZIJENUUR S50[ SIJBT JEUTUION] o

% I~ IN

53334

SERYEE

"

ueqioqt quour-¢

owrrd

LIRS ¢

%0€-

%0

%0€

Brequicolg :a0Mmog

pouad o puo e pojond ajes
M””””%%%%Mww
&L ) 0 } 0 U
%0
W
%ST
woer surnid
4 JUBQIOYUIL LYUOUS-E %08

. $3) 81 [RUWION]

-Suryrey pue aamsod aJe sajer 1SQI0UI B2 pUE”



64

. DAY Baquuoo]y “erssuopuy SR 100M0g

Anqueoyg ssoxey WHET 03 S a3E
O1f) WIOLS BITZO] SHOJ JO SDISURN) SY) £ POIDILIE AIB (6 SUNT PUE YOIEAL
onians BuiAous o2, 4 203 €16 'SHUBY G J0 SMSO}D £Q PIAOLE M 66 MU 108 TIRCL 4
w,mnmw”mwww.”4 208 R aR2saR 285
MHMWM.J&.M..NTJ.J.A,MM .M.MWIMMWM.MM,WMW?
oy de 2SR cdAEESEd
U
oy
0%
ogANd 0} 1pazs 09
e Y 0L
08
06
001
uopeeNs u 11131
poud i Kowarmno jeayy Y41
»9] JHNNOS QNN , gﬂ
. vt 001=L6/01 ov1
001=p661 ‘100 »103238 93eaud 03 P yueq

wonsoduod prodwy MO BMAND U AQUALIND [BIY

JUSTISOAUT pUe JIPaId Jueq mﬁv&ﬁm o1 3saJun eonijod
pue ‘ssauyeam 9jerodios ‘Furrmony)sal [erouruly Ing



65

APQICOTE YAABL] 1IINOF . 230500)( :005N0F

o3uroar Furaon QUOKI-S3NYY, 4

o 4 [ ] N4
8 g a g g 28 35 ”9”nnnmw%s%%w4%
A B A B i B O Y N ) m..v..@?b
M&mM&mM&mm IEER SRR ERR B EE
L 1 [} ] I} 4 L A a ﬁ
efjopgerdns
4
- A0S ¢
QLI A0S vl 1 4
- 00X
‘ S
v LUONIq §
(001=L6-uer) 9 ex ddueydxy sprodun pue spodxy

‘S[oAd] SISLIO-01d uey) 9ANNRdWod 210U SUTBWIS 318l
9BureyOXa [B3I 9Y) pUB PAISGA0IAI dARY SHOAXd ‘A[JeuIdixXy]



66

AN ‘BARY 20moR
Bmpue)sino sUG0Y pue PPAId JA PUB PIOT 859] SIALE 1IN 4

e &
AL S BN

PSRN EEER R RN

i 4 A It i i A A 1, " r

01

" ST

- 02

xSIAIISAL JAN

A5 / UN0I8 JUAIND)

Q\GMl

%0

%S

%01

'seAtesal Zunoddns st snjdins Junoode JuaLnd Sy,



67

FIISWIBIAEG [BUOTEILISU] J0J NUEE [I2MoS

SunRya
[RBIRRUT IO [BRIPI] [RIO1H0 SPRIOUL 10U SI0(] 4 J0ABH (9MTOS
- - - - 8 & 3 & & 5 § 3§
+66. H1 86 BT 86 HI L6 HT 8
5 F & 2 8 3 § &

%01

- %S

- %0y

#SYUONE T] UL/A INP JGIP [BILINXI
/ SIAIISA $50.15) TIA / 53419831 S5015)

** AN[IqeIounA ULIe}-)ioys Suronpai st SuImoLIoq [e10YIO



68

wgsauopuy yued Spquoolg omoeg

aidxa 0 snb ¢ 5n01ARId A0 SISHAIUD PAUMO-2)E)5
PIE PEWURACT [ROUAD JO 300D JEIIINXS PSIPHOSUD)) »

”~

%“ %uw_
5 & 8 B &

Q197
@97
Q97

"~ %001

" %S

" %0ST

#S110dX3 / J43P [SWX2 dYqud

Bnquroofg :0omog

g 8 2 = &
" &, # Y
= = ] S >
L L A i °
- 009
- 0021
- 0081

(souusvauy, Sp) #3A0 syurod sisuq)
puands paoq udrazaaos avak-gf

‘usping 1gep uLId)-Suo| oy 03 Surppe A[fenyueisqns nq
‘oouapiyuod JuLI0lsAI pue *t



69

AT “EISIUOPUY UBE 93ARY] ;200 DN "ISOUOPU JURY IOARH :30JN08

MUY u Qupuads g
N = oo AW I~ W W a = o & W o~ v
28232223 & & E £ 8 2 § 28 #§
22211U111 N N A = e e

%ET
%v1
%S1
%91
%L1
%81
%61
%07

" %9~

% b~

%l

%0

%t

danio v, dansiov
Jdusjeq [eIsty anusA pue Supuadg

"(WLIOJSI [V A) SONUDALI UL
mummo.SS pue (sarpisqns) Surpuads Ul $)nod J0J S[[Ed WLIS) WNIPSW dY)
‘190001 poddns 0} 00z ur jrotyep o8xe sey weiSoxd JINT ST



70

Testimony before the
House Committee on International Relations
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Statement of R. Michael Gadbaw
Chairman of the US-Indonesia Business Committee
of the
US-ASEAN Business Council
and
Vice President and Senior Counsel
General Electric Company

February 16, 2000

I am pleased to be here on behalf of the US-Indonesia Business Committee of the
US-ASEAN Business Council. On its behalf, Chairman Bereuter, I want to thank you for
your outstanding leadership and long-term commitment to Southeast Asia. The hearing
today is an excellent opportunity to take stock of the current situation in Indonesia
following what has been a breathtaking pace of events. Many would argue that the
speed, breath and depth of political, economic, and social change in Indonesia since May,
1998 is unprecedented in modern history. Having made several assessment trips to
Indonesia over this period to evaluate the changes, I would count myself among them.
The sweep of positive changes in Indonesia must be seen to be truly believed. Itis
evident in every meeting, every conversation. It is evident in every newspaper and every
newscast. Change is in the air everywhere in Indonesia -- so strong that it is nearly
palpable.

Most recently, I was able to survey developments in Indonesia as the leader of a
business delegation of 30 leading US corporatiens that visited Indonesia January 18-20.
Our delegation was comprised of 48 senior US corporate executives. The companies
represented sectors as diverse as oil & gas, mining, energy, telecommunications,
manufacturing, high technology, publishing and agriculture. It was the third such
mission our committee has undertaken in as many years. We met in May 1998 with
President Suharto and members of his last cabimet, and in February 1999, we met with
President Habibie and his newly installed cabinet. Both very exciting times to be in
Indonesia. However, the interest from American business to meet President Wahid and
his cabinet was literally twice as strong. And although previous governments were very
accessible, President Wahid and his government provided us near unlimited access to
government officials.

The January 18-20 mission called on:

President Wahid

Speaker of the MPR Amien Rais

Speaker of the DPR Akbar Tandjung

Coordinating Minister for Economy, Finance and Industry Kwik Kian Gie
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Attorney General Marzuki Darusman

Minister of Industry and Trade Yusuf Kalla

Minister of Mines and Energy Yudhoyono

Minister of Transportation and Telecommunications Agum Gumelar

State Minister for Investment and State Enterprises Development Laksamana
Sukardi

o New Chairman of IBRA Cacuk.

IBRA is very similar in function to the Resolution Trust Corporation. Due to the
depth of the 1997-1999 economic crisis, it now controls a significant portion of the
nation’s assets. Cacuk became chairman on the week of our visit and as one of his first
orders of business sought out our delegation of potential investors - an encouraging sign.
His team struck us as quite capable and committed to carrying out its responsibilities.

We also met with:

e Chairman of the Indonesian planning agency BAPPENAS Djunaedi

¢ Chairman of the newly formed Business Development Council Sofian
Wanandi and members of his Council

e Chairman of the newly formed National Economic Council Emil Salim and
members of his Council

e New President Director of PLN (Indonesia’s state-owned energy company)
Kuntoro.

In addition to these government meetings, the group consulted with U.S.
Ambassador Robert S. Gelbard and the embassy country team, whose assistance was
critical to the mission’s success, AmCham Indonesia, World Bank Country Director
Mark Baird, and the Jakarta Japan Club Foundation.

Our delegation concluded that the Government of Indonesia, under President
Abdurrahman Wahid, is committed to implementing changes necessary for full economic
recovery. Itis a challenging task. As the January 14" edition of Asiaweek suggested,
Wahid’s is probably the “toughest job on the planet.” However, we believe President
Wahid has made an important start in naming key individual to posts that will be critical
to his success.

Among our mission’s major findings and themes were the following:

o The Wahid Government has prioritized resolving regional conflicts, re-
establishing rule of law, civilian accountability over the military, judicial reform,
and recapitalization of the banking and corporate sectors. It is apparent that
capable individuals have been placed in positions of authority with reasonable
hope of implementing some of these reforms. It is also apparent that leaders of
the Parliament are generally supportive of the Governments efforts in these
priority areas.
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e While there is a consensus among the Government and business leaders that
foreign investment in Indonesia is a fundamental element of the economic ~
recovery, it is clear that there is a wide range of definitions of acceptable levels.
The spectrum seems to run from IBRA's leadership, who seem to favor moving
assets into the market to revive and promote the efficient allocation of the
country's productive sector, to the Business Advisory Council, which
recommends that the "old owners" be given ongoing equity in bankrupt
companies that are partially sold to new investors.

e Regionalism will be a continuing trend, and power will devolve from the central
government to the province and district level.

o The legislative branch will demand more focus by the Council and its members,
both in terms of policy work and business development strategy.

e Sale of IBRA assets is likely to proceed more aggressively than in the past in the
first part of this year, but it remains to be seen what type of financial structure will
be allowed. Most agree that the optimum chance for 100% foreign owned deals
will come earlier as opposed to later in this process.

» Corporate restructuring looks unlikely to move quickly, as vested interests seem
to have placed themselves strategically in key advisory roles and are likely to
lobby hard for protection in legislative branch.

¢ Bank recapitalization will take enormous political will by the Wahid government,
and is not likely to get completed quickly. There are serious questions about
where the required capital would come from to make this a comprehensive and
efficient process.

Our business mission was in Indonesia at an auspicious moment. The same week
that our 48-member business delegation was there, the Wahid government and the IMF
signed a new Letter of Intent that cleared the way for an additional $5 billion in IMF
support. The government also reached agreement on a new government budget, which is
no small task in a coalition government. When presented to parliament on January 20,
the budget was cast as a blueprint to reduce the size of the deficit and Indonesia’s reliance
on external financing. Significantly, the budget secks to defuse regional tensions by
addressing the need for fiscal decentralization. Two weeks later, in response to this good
news, Indonesia’s international donors, under the umbrella of the Consultative Group on
Indonesia (CGI), approved an additional $4.7 billion in new assistance for Indonesia.

In addition to our delegation, Secretary of the Treasury Summers was in town the
week of January 17" expressing support for Indonesia. This is evidence of a concerted
U.S. government effort to engage Indonesia at this critical time in its economic and
political transition. We also applaud the initiative by Senator Kit Bond in bringing a
delegation to Indonesia, and we encourage other such Congressional visits.
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In another critical development that week, the government announced that it
would drop its lawsuit against energy company P.T. Paiton. In return, the power plant
sponsors agreed to withdraw their international arbitration, and both sides agreed to begin
earnest negotiations under the leadership of the new PLN President Kuntoro. This is a
two-year dispute over contract terms negotiated with a previous Indonesian government.
Many in the U.S. private sector view resolution of this dispute as a barometer of the new
Indonesian government's commitment to contract sanctity. The commencement of
negotiations is therefore an encouraging turn of events for stakeholders in Indonesia's
economy.

Despite this incredible effort on the part of the new government to address its
most basic economic problems, the international media that week focused or social
disturbances. In no way would I want to minimize the human cost of the disturbances.
They are, indeed, very serious. In the particular case of Aceh, the underlying political
issues pose a threat to the nation’s unity. However, I am suggesting that focusing almost
exclusively on these conflicts has created an incomplete and distorted image of what is
going on in Indonesia. The Indonesian government is making a concerted effort to
resolve the complex social/communal conflicts that have given rise to many of the
disturbances. This is a country as big in area as the United States and only slightly
smaller in population. A riot in Lombok has no more impact on social stability on Java -
or its closest island neighbor Bali for that matter - than a riot in L.A. or Seattle has on the
social fabric of Denver or Chicago. The Indonesian government is capable of dealing
with these disturbances and at the same time successfully addressing broader issues. And
when as many positive developments come together as did they did January 17-21, they
certainly deserve more recognition.

Recent developments aside, there is no place in the world that has been in more
dire need of context. Forgive me for reciting the facts on Indonesia, but I think it is worth
reiterating just a few factors that determine Indonesia’s central importance to Southeast
Asia and the United States. It is the fourth largest nation and the largest nation by far in
Southeast Asia. Comprised of 17,000 islands and 207 million people, it spans the
strategically critical juncture between the Indian and Pacific oceans. Despite its
commanding size and location, Indonesia historically has sought not domination, but
regional consensus.

Indonesia is also the largest Muslim nation in the world, its population almost as
large as the entire Arab world. Impressions in the media to the contrary, the vast majority
of Indonesia’s Muslim faithful maintain a secular approach to government, economy,
business and international relations. The vast majority of them are traditionally, almost
instinctively, tolerant of other religious communities. Religious tolerance is enshrined in
the Indonesia constitution.

On our mission to Indonesia, we raised many core business issues both with the
Indonesian government and with our counterparts in the private sector. We presented to
them a detailed set of policy issues from power deregulation to telecommunications
reform to agriculture reform that are critical to U.S. business interested stimulating
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additional trade and investment. We also discussed the importance to American business
of on-going US governments programs, including ExImBank, TDA, and USAID.

We found the Indonesian government very much open to suggestion and quite
engaging on our most pressing concerns. We will continue to work these issues with our
friends in Indonesia. Investment and trade depend on the resolution of such issues as the
reform of the energy sector, the development of consistent rule making processes, and the
avoidance of self-defeating programs like the “national car policy.” It depends on bank
restructuring, the establishment of the legal institutions for the ethical enforcement of the
rule of law, and the efficient reallocation of productive assets. Only by addressing these
microeconomic issues will Indonesia ever return to its former economic growth
trajectory.

The US-Indonesia Business Committee has also sought to maintain a stable
framework within which to address these issues. For that reason, much of our focus has
been on getting the “process” right. We have sought to create a dialogue with the
Indonesian government and private sector that transcends politics. Our business missions
have been a key part of this framework. The committee has intensively engaged three
successive Indonesian governments. The need of American business for a fair, stable and
predictable business environment does not change. The political context does. The fact
that our “process” to address the key microeconomic issues has withstood not only
changes in governments, but also changes in governing systems, is a great strength.

Prior to the crisis, Indonesia’s economy averaged 7% growth per year for 25
years. It had created a middle-class conservatively estimated at 20 million - a larger
population than all of Australia. To be certain, some of this remarkable growth was
unsound. But a great deal of it is attributable to Indonesia’s integration into the global
economy, conscious diversification, the strengths of the Indonesian people and
Indonesia’s other natural resources. Structural economic reform carried out to its
designated end and political stability will once again permit Indonesia to make the most
of its national assets. Speaking on behalf of the US-Indonesia Business Committee of the
ASEAN Business Council, I am confident of this. I am also confident that President
Wahid and his very talented government is up to the task.

Let me close by thanking you once again, Mr. Chairman, for the opportunity to
testify. We have been very fortunate to have been given the opportunity to publicly
report the findings of our missions to Congress following each of our visits to Indonesia,
in either your subcommittee, Mr. Bereuter, or that of your colleague on the Senate side
Senator Thomas. It provides the US private sector a regular channel through which to
provide fresh policy input to Congress. It is a tradition that we hope to continue.
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INDONESIA: CONFRONTING THE POLITICAL AND ECONOMIC CRISIS

Testimony before the House Committee on International Relations
Subcommittes on Asia and the Pacific
16 Fabruary 2000

Dr, Theodors Friend
Senior Fellow, Forelgn Policy Research Institute
Philadelphla, PA

Mr. Chairman and Committee Membars:

| feel privileged to be asked to contribute to this committee’s ongoing
exploration of the situation in Indonesia. This committee, having last week
pursued matters as they are improving in fragically afflicted East Timor is wise,
allow ma to say, fo confront now the issues of democracy, developmant,
security, and human rights that indonesia, with its 212 mitlion peopie, represents.

As the committee is aware, but Americans generally may not realize, if
you superimpose the Indonesian archipelago across the USA, it would reach
from New York City fo Seattle. It has 80% of our size of population in 20% of cur
land area. It has three times as many people as the Balkans, and more people
than the Arab Middle East. But it has not usually generated as muych trouble as
the Balkans, and only produces a fraction of the oll of the Middle East. Sowe as
a people have been slow to see Indonesia’s global importance: now the third
largest democracy in the world, and the only Muslim dernocracy besides Turkey.
Because Indonesia envelops the sea lanes between the |ndian Ocean and the
Pacific, and is the largest geopolitical factor in Southeast Asia/Southwest Pagific,
the destiny of its democracy is vitally important to the region, to American values,
and to our interests,

WHAT HOLDS INDONESIA TOCGETHER?

What holds Indonesia together? It took the Dutch three hundred years to
hammer it into one colony. Along with the UN, we supported the latter stages of
the national revolution, to independence in 1949. What has held Indonesia
together since? An ideal of a national democracy, many peoples becoming ane.
A national language, spread by national education. An army. And the
presidency. Across half a century there were only two presidencies. Sukamo
for twenty years, and Suharto for more than thirty,

- Sukarno held things together by force of personality, by balancing
nationalism, religion, and communism; by distracting confrontations with
Malaysia, the Dutch, the UN, the US. By ignofing development and theorizing
perpetual revolution. All that collapsed in an attempted coup and the ensuing
murder of hundreds of thousands of communists in 1965,

Suharfo held things together with the Army, first of all. With development
secondly - not only sconomic, but social. Indonesia's story since the late sixtiss
is one of 8reat gains in life expectancy, in literacy, in per capita income (from
under $100 to beyond $1,000 before the Aslan financial crisis slashed i), and in
ali social indicators. Many lesser developed countries achieved such gains, but
Indonesia's were still impressive. The achievement was threatened, however,
and the regime undermined itself by overconcentration of power at the top, and
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amoral greedinass in the first family and its cronies, Add to that repression of
thought, speech, and assembly; tightly rigged elections, loosely rigged business
dealings, and false-front foundations; the use of senior army officers as territorial
business magnates and as state enterprise executives; and use of ordina?/
troops as political police. All this, we know, broke down in riot in Jakarta, 13-15
May 98, with 1200 dead. Suharto yielded to enormous pressure from g
combination of students, NGO and middle class activists, and moderate Muslim
leaders. international financial forces, represented by the IMF, held back money
because hard-won agreements had not been observed. Private capital took
flight. In the end Suharto's own parliament and cabinet deserted him. His army
quietly warned him they could not save him. And so he retired with dignity, and
more legal/financial protection than he deserved.

It took seventeen months to get in a democratically elected successor.
How is Abdurrahman Wabhid, known as "Gus Dur,” going to hoid the country
togsther? Some pessimists and strategic risk analysts predict imminent bloody
disintegration. | don't agree, and | certainly believe we should support cchering
forces. Why? Gus Dur is Indonesia's first president whose values with regard to
gender rights, ethnic fairness, and religious inclusivity most Americans would
agree with. He is the first president of Indonesia who understands and believes
in modern democracy, rule of taw and business transparency. For these
reasons he means a tremendous amount {o Indonesia. His success with his
own people should mean a tremendous amount fo us. At the same time we
must understand tendencies toward social hysteria among a people suffering
high unemfployment. severely lowered income, and limited opportunities. The
miseries of the Indonesian people are sandwiched between two thick slabs of
bread ~- one the bread of hope, the other the bread of patience.

WHAT DIVIDES INDONESIA NOW?

In this deprived situation, Gus Dur faces severe divisions and digtractions
of at least three kinds: separatisms, ethno-religious tensions, and distorted
institutions,

1. Separatisms based on religion or culture, and perceived exploitation or
cruelty, were tatent even before the explosion in East Timor. A careful analysis
of regional productivily has shown that Java, with 55% of the Indonesian
population, makes a 45% contribution to Indonesia's annual GDP. In other
words, its "regional productivity” is negative by 10%. Other regions to various
degrees feal that they are feeding Java, or enriching those who feed off of Java.
This is particularly true of mining/oil/gas provinces, We have seen the traumatic
hiving off of East Timor -- a very poor province -- for reasons of religion, culture
and resistance to gross oppression. What follows row is what many in
Indonesia's armed forces feared: an imitation effect in richer provinces. The
scorched earth retreat of early September ‘99 by the indonesian army and their
Timorese militia was apparently intended to stun other separatisms into
passivity. That is one of a long string of gross miscalculations by some
indonesian military, The effect in other regions is evident: "Why should we
remain in a republic that's going to kick us around? Let's shove off.”

The most active of these intensified separatisms is in Aceh, the
northwassternmost of all Indonesian provinces, spiritually closer to Mecea than
Jakarta, The pathos in the situation is that the Arun natural gas fields are nearly
played out as Gus Dur offers to give Aceh province 75% of the revenues from
them. The historical separetism thers is sfrong. Mollifying language by the
president, fluid deadlines, restoration of status as a special region, and promise
of an (ill-defined) referendum have bought some tims, but have not clearly
leveraged over new loyalties. The harsh counterinsurgency campaign of the
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early 1990s cannot be repeated. And Gus Dur's personal charisma, well
received in much of Java, is not so in Aceh. )

irian Jaya, now renamed Papua in a spirit of acknowledging regionat
distinctness, is mineral rich, feels ethno-culturally discriminated against, and is
probably the site of the second most significant separatism. |t does, however,
appear susceptible to division in three pravinces; and new revenue sharing
forrmulae might satisfy enough political and economic appetites fo ratain this
huge area in the Republic.

If one takes all other sharp or soft separatisms into account -- Riau, East
Kalimantan, Southern Sulawesi, and Maluku, and adds them to Aceh and Papua
as parcents of Indonesia's pre-crisis GNP, one gets 17.2%, or about one sixth of
the national total.

American Contribution to

Principal corporate Indonesia

Province Industry presence GDPas%

East Kalimantan  oil and gas Mobil, Unocal 5.0%

Riau oil and gas Caltex, Conoco 4.7%

Aceh gas Mobil 2.9%

South Sulawesi agricultural - 2,3%
commodities

Irian Jaya (Papua) copper, gold, gas  Freeport, Arco 1.6%

Maluku timber, agr. com-  Newcrast 0.7%

mod., gold
17.2%

[based on Far East Economic Review, 2 Dec 99, p. 20]

. If all potential separations actually occurred, the present nation, to
improvisa on one Indonesian commentator's remark, would become a
Bangladesh (Java) encircled by a couple of Congos, some Arab shelkdoms, and
a West Indian republic. But it won't all happen. For most of the archipelago
there is still more pride and synergy in being part of a great republic than
concocting a small one.

2. Ethno-religious tensions

These are numerous enough. They do not appear, however, to threaten
the nation so much as to split and scar parts of the society,

The number of church burnings in Indonesia in the 1890s, according to
Agence France Presse, reachad nearly 500. Many of these were Chinese
Christian churches. That phase appeared worst in 1996-98. It appears fo have
subsided with the riots in Jakarta of May 13-15, 1998, in which Chinese shop-
homes, electronics stores, banks and malls were attacked {(a) out of hatred of
have_-gxcts for haves; (b) massive shoplifting c?portunity; {c) possible instigation
by ;mlltary provocateurs. The ensuing flight of Chinese-indonesian families and
Chinese-Indonasian capital seriously weakened the nation’s capacity for
recovery. Gus Dur is genuine in welcoming Chinese-indonesians back. He was
a resounding hit with them and with neighboring businessmen in an early visit to
S;ngta cre. But conditions do not yet suggest an elastic and confident return of
capital. ’

Another sort of tension is religious without an ethnic elemsnt. That is the
recent horrific communitarian-warting in Ambon and other cities of Maluku,
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where the overall population divides 57% Muslim and 37% Protestant. Such
close numbers are rare in Indonesia, which is overall 80% Muslim; and socio-
economic reversals of fortune there manifest themselves in religious tension.
The scenes and storias are terrible. Broadcast on television, they lead to cries of
jihad, countered by feelings of crusade eisewhere. But most Indonesians, even
if they don't love their neighbor, like most Americans don't want to kill their
neighbor, either.

A third sort of tension is chlefly ethno-cultural, aggravated by non-lslamic
reaction {o Muslim &racﬁces. it is best illustrated by the clashes betwesn Dyaks
of Kalimantan and Madurese transported there by government policy to relieve
crowding and lack of opportunity on Madura, The animositles of unlike and
mutuaily aggravating cultures have a history of some years now, and may recur
in future years.

3. Distorted institutions

Under this heading many phenomena could be [isted: institutions of law
perverted by the Suharto years; civil society stunted; free expression suffocated;
and religion stifled by state ideology.

But among institutions | have chiefly in mind the armed forces. Once they
were triumphant as anti-colonial militias, united into a people's liberation army;
once successful as a disciplined national army putting down a lengthy Islamist
revolt (1949-682). Having then "won the hearts and minds of the people,” the
Indonesian army is now deeply compromisad by twe practices which most
Indonesian citizens detest or fear. One is engagement in business for profit,
The other is involvermnent in local viclence for power. The first undoes the
military; the second overdoes prastorianism. The first produces clumsy
entrepreneurs and flabby soldiers. The second produces plotters instead of
strategists, and killers instead of warriors, But, as Ralph Waldo Emerson said,
"The world is made of glass," meaning that culpable passivity or criminality are in
the end transparent. Military paralysis while Jakarta was in riot, and military
overzealousness in East Timor, are now globally documented phenomena.
Nsither of them is worthy of a professional army.

. Indonesia badly needs to carry out ste;s of reform as arliculated by some
of its leading generals. A sensible path is laid out in careful study by Indonesia’s
leading institute of social sciences. Instead of eatnest self-renewal, however,
some of the army appear to be in an unproductive contest with the president for
power and retention of prerogative. Gus Dur says 90% of the army is behind
him. Dr. Alwi Shihab, his foreign minister, when he was in the USA, said 70%. |
don't dispute either figure, but use them both as a range. Seventy to ninety
percent of an army is not enough for a president to rely on. He must have one
hundred percent of an army with a clear and limited professional mission.

LONG-TERM PROSPECTS '

A coherent and delimited mission for the armed forces is anly one of the
;:geas of reform in which we must hope indonesians will work out their own

ure.

Reattracting capital and regenerating first rate business momentum in a
fresh transparent environment collid take five years. Business, when faced with
necessity, actually seerns to modernize its practices faster than other institutions.
Reforming and professionalizing the army could bs achieved in five to ten years.
Recovering lost ground in education and achieving new plateaus of learning and
skill could be done in ten to fifteen years. Rescuing the court system from
corruption, and nourishing rule of law, could reach significant effectiveness in
fifteen years, or at best ten. If Indonesia with leadership, luck and patience can
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achieve substantial progress by sustained effort in these tasks, its fifth
successive democratic election in 2019 could see it standing proud among the
world's democracies. With synergy among all enterprises mentioned, that goal
could be achieved by its fourth, or even third, such election.

AMERICAN INTERESTS AND LINES OF POLICY

Example is the best advice. America, if it is true to itself as a federal
republic, an open society under the rule of law, with competitive enterprise and
fransparent procedures, will continue to have a magnetic power of attraction in
Indenesian national behavior.

i | believe we should recognize that our major interests there are few and
simple. One is ideals; they can be summarized in the thought that both freedom
and development advance fastest when they are aflowed o be mutually
reinforcing. The other is concrete: it can be summarized in the fact that no
hostile technology or pawer can soon make the strait of Malacca as danger-
fraught as the sirait of Taiwan. The sea lanes through Indonesia stand for our
geostrategic interest there, especially the flow of oil fo allies in Japan and Korea.
With these factors in mind, we must quietly help Indonesia to realize a reformed
political economy that will allow it both to fulfill its democratic dream and {o
resume its role as the center of gravity in a reorganized ASEAN.

In what ways may we help?

(1) Explicitly support the values that the reform government represants. Nourish
Gt{ist_Dur éz_s the elected leader with moral support, without overpersenalizing the
relationship,

{2) Endorse what | understand to be a proposed expansion of the AID budget for
Indonesia, still at a modest level, but intended to bolster legal reform, local
democracy and civil society projects.

{3) Support IMF and World Bank projects, for their invaluable muitilateral aid ‘
toward Indonesia recovery, in confidence that criticisms since the onset of the
Asian crisis have strangthenad discipline in the administration of both.

{4} Reinstitute IMET and JCET programs for advanced education of indonesian

military in the United States. Punishing a past administration does not help the

present one, Breaking such ties does nothing to advance tha reform movement

within the military. The current free press in Indonesia was launched by a retired

gsnen:al as Minister of Information, who learned Jeffersonian principles at Fort
enning.

5) Encourage public and private foundations to form consortia as was done for

astern Central Europe after the Berlin Wall fell. Now that the Suharto walls
have fallen, American foundations should cooperate further for (a) support of
community recovery programs; (b) initiatives in educational renewal at all levels;
(¢ scholarships for Indonesian students now in, or wishing to come to the United
States; (d) special programs by media foundations in the disciplines and
limitations oP a free press; (e) special programs by bar associations and legal
institutes to advance the capacities of young Indonesians in law, procedure, and
regulation.

{6) Stand fast in the whole Southwest Pacific. Pull away no military assets.
Remain what Lee Kuan Yew asked us to be many years ago, "the sheriff of the
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Pacific.” Recognize that islamists in Southern Malaysia are expressing
sympathy with arms and monsy fo separatists in Aceh. Tactical moves and
occasional statements by China suggest that it might like to be a neighborhood
posse-leader. Realize that the whole region may be more like our own "Wild
West" than it was twenty years ago, Be prepared for restrained action if -~
necessary. -
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Mr. Chairman, members of the subcommittee, thank you for this opportunity to comment on
the prospects for the consolidation of democracy in Indonesia.

Indonesia is an enormously important country in the midst of a profound but still fragile
transition to genuine democracy. In the less than two years since the end of President Soeharto’s
authoritarian grip on Indonesian politics, Indonesia has been dramatically transformed. In the wake
of substantial political liberalization and democratic elections, Indonesia has an historic opportunity
to consolidate its democratic system. Yet democratization in Indonesia still faces many serious
challenges, both over the next few weeks and months and during the next several years. It is
essential for the United States and the international community to recognize the historic window of
opportunity that exists and to support the efforts of Indonesian democrats to protect their fragile new
democracy.

Many in the international community have yet to fully recognize the extent to which
Indonesia has changed. In fact, the changes since Soeharto resigned on May 21, 1998 are nothing
short of astopishing. Restrictions onthe freedom of the press have been lifted. Political parties have
been allowed to organize. The legal framework for the country’s political institutions has seen
substantial reform. InJune 1999, under the watch of independent domestic and international election
observers, Indonesia held democratic national elections whose results were accepted by virtually all
political forces in the country.

Perhaps most significantly, late last year a new government took over in the most democratic
and peaceful transfer of executive power in Indonesia’s history. On October 20, 1999, Abdurrahiman
Wahid was elected the fourth president of the Republic of Indonesia. Chosen through an indirect
process by the People’s Consultative Assembly (Majelis Permusyawaratan Rakyat or MPR) as
provided in the Indonesian constitution, Abdurrahman Wahid thus became the first democratically
elected president in Indonesia’s history. The next day the MPR also elected a new vice president,
Megawati Sukarnoputri, who headed the most popular political party in the 1999 elections.

The establishment of a legitimate government with broad support heralded a new era of
democratic consolidation in the country. Now, there is broad agreement that efforts toward a more
democratic political system must confinue in order to address the country’s ongoing social and
economic problems. But the new president and his multiparty, national unity government confront
enormous challenges, including dealing with separatist and communal violence, overcoming the
econpomic crisis, addressing past human rights abuses and dealing with the military’s deep
involyement in politics.

The National Democratic Institute for International Affairs (NDI) has been working in
Indonesia since early 1996 with support from the National Endowment for Democracy and the U.S.
Agency for International Development. Soon after the resignation of former President Soeharto in
May 1998, NDlinitiated programs to (1) facilitate public input into the development of a framework
for the political transition, including the process of constitutional and institutional reform; (2) aid
political parties to compete effectively in amore democratic environment; (3) work with civil society
efforts to advocate democratic elections and conduct nationwide election monitoring campaigns,
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which resulted in among other things in the deployment of several hundred thousand pollwatchers,
the largest ever domestic election monitoring effort; and (4) encourage civilian capacity to provide
leadership, direction, management and oversight of the military. In the course of the domestic
election monitoring program, NDI worked with one university monitoring network to design and
successfully implement the most complex parallel vote tabulation ever conducted.

In addition, NDI has extensively monitored and reported on Indonesia's transition to
democracy, including all phases ofthe 1999 election process. The Institute organized, in conjunction
with the Carter Center, a 100-person multinational team, led by former President Jimmy Carter, to
observe the June 7 elections. NDI’s public reports issued during the vote count and immediately
following the final tabulation of election results contributed to public confidence in the outcome of
the election by providing a detailed analysis of the aggregation of the results and reassuring the
Indonesian people that the tabulation process was generally transparent, accurate, fair and open to
scrutiny. (A more detailed discussion of NDI programs in Indonesia is attached.)

Challenges to the Consolidation of Democracy in Indonesia

In its effort to consolidate its transition to a more open, democratic political system,
Indonesia confronts a number of serious challenges. The process of electing new representatives at
national and local levels, the indirect election of a new president in October 1999 and the formation
of a new government have marked significant steps in the political transition. Yet, that transition
still has a long way to go and could yet be largely undone. The country must successfully address
at least eight critically important issues in order to effect fundamental political reform and ensure
a successful transition to democracy. These are:

L ending the military’s extensive role in politics;

2. addressing the violence associated with calls for independence or ethnic conflict in some
regions of the country;

3. reforming the constitutional structure of government, including the process of electing the

president, the structure of the legislature, and the constitutional relationship between the
national and lower-tier governmental authorities;

4. establishing the system of electing the president and legislatures;

5. establishing the appropriate distribution of powers and financial resources among the
different levels of government within the Indonesian state;

6. empowering the legislative branch, at the national, provincial and local levels;

7. reforming the judiciary and establishing the rule of law, including addressing the problems
of corruption and human rights abuses;

8. enhancing the ability of civil society - including political parties, advocacy organizations,
labor unions and other civil society organizations ~ to participate effectively in democratic
politics.

The first seven of these are challenges of institutional reform. They are questions of whether
the new, democratically elected government, national legislature and political establishment can
reform and establish institutions that protect and build on the profound but nascent gains already
made. Several of these pose immediate challenges that threaten to become crises for the new
democratic order. The last challenge is one of demand for effective governance, accountability and
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transparency. It is the question of whether political parties and civil society organizations can
participate effectively and constructively in the political life of their country.

Successful resolution of these issues, in turn, is essential to efforts that can reverse the
country’s profound economic crisis. Democratic consolidation will contribute to political stability
and the restoration of investor confidence, both international and domestic. At this point in
Indonesia’s history, genuine democracy is absolutely essential to renewed economic growth.

[ will address each of these challenges in turn.
1. Ending the Military’s Role in Politics

The armed forces were the backbone of Soeharto’s New Order, and the military remains one
of the nation’s most powerful institutions. The Indonesian military has always seen itself as a
military of the people, with an important role as a force for national unification. This beliefis rooted
in the military’s role in gaining independence for Indonesia from the Netherlands between 1945 and
1949, and was later spelled out in greater scope and detail as the ideology of dwifungsi (dual
functions).

The Indonesian military (now called Tentara Nasional Indonesia - Indonesian National
Military or TNI) used dwifungsi to justify its extensive role in politics and the withering of civilian
control. The resulting widespread corruption and human rights abuses have damaged the military’s
claims to popular legitimacy and have compromised its credibility with both the political elite and
the general public.

Few concrete steps have been taken to reduce substantially the military’s role in politics.
Although the numbers of seats reserved for the military in the national legislature and regional
assemblies were reduced before the 1999 elections, the military insisted on retaining its unelected
representation in those bodies. Many active-duty and retired officers continue to work in the
government’s bureaucracy: The military’s apparent complicity in the atrocities that unfolded in East
Timor after the August 1999 referendum and its reluctance to address human rights abuses in other
parts of the country have discredited it further.

On the other hand, the military has adopted a "new paradigm," and it appears that at least
some senior military officers are committed to reform, both generally and as it applies to the
military’s role in politics. In April 1999, the police were separated from the military as a first step
toward decreasing the military’s role in domestic affairs, and the military itself has diminished the
role of the socio-political affairs office that at one time was one of the most powerful offices of the
military. With the installation of the new government, President Abdurrahman Wahid has appointed
a civilian defense minister and has elevated the role of senior officers from the Navy and the Air
Foree, evidentially as a check on the power of the Army. Although the media, the civilian political
elite and the public have criticized the armed forces as never before, the military as an institution
does not appear to have attempted to derail the overall reform process. But these first, tentative steps
need to be followed up with a much more systematic effort at ending the military’s role in politics.

President Abdurrahman Wahid has so farproved willing and politically strong enough to take
on individuals within the military establishment that appear to threaten democratic, civilian rule.
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In January, the President fired military spokesman Major General Sudrajat for publicly questioning
the President’s role as commander in chief. More recently, when an Indonesian human rights
commission implicated former Armed Forces Commander and Defense Minister General Wiranto
for the military’s involvement in atrocities in East Timor, the President suspended Wiranto from the
cabinet. (Wiranto had served as Coordinating Minister for Political and Security Affairs.) Although
it followed nearly two weeks of uncertainty, Wiranto’s dismissal seems to provide a good indication
of the strength of the new democratic government and President Wahid’s commitment to
establishing civilian supremacy over the military. But while the chances of a coup by elements
within the military are remote, there remains the possibility that some within the military or with
connections to past regimes may undertake efforts to undermine the new president’s ability to
govern.

2. Violence, Calls for Independence and Ethnic Conflict

In the wake of East Timor’s strong vote in August 1999 for independence, Indonesia
confronts grave threats to its future as a single, united country. Independence movements have
gained momentum in Aceh, Irian Jaya (West Papua) and elsewhere. Armed conflict continues to
leave people dead in Aceh in particular, even though the new President has correctly identified the
roots of the violence in past human rights abuses and central government dominance of local
resources. Meanwhile, the country has been increasingly plagued in the last year by sectarian
violence in the province of Maluku in Eastern Indonesia and elsewhere. These strong challenges to
governmental authority represent create profound difficulties for the country’s new political system.

The resolution of these problems is critically linked to the question of accountability of the
military and others for human rights violations, and also to the outcome of the debate on central-
regional relationships within Indonesia as a whole. It is, however, now increasingly being accepted
that, in Aceh in particular, the achievement of any settlement acceptable to a sufficiently wide range
of opinion to hold will require special constitutional and/or practical autonomous arrangements.

3. Constitutional and Institutional Reform

The establishment in late 1999 of new legislative bodies and a new national government
marked the end of the first major phase of the Indonesian transition to democracy. The next phase,
which has already begun, will include the process by which the elected institutions grow into fully
functioning democratic bodies and the debate over new constitutional arrangements and associated
legislative and institutional changes.

Between now and August of this year, Indonesia will consider fundamental constitutional
reforms. Weaknesses in the current constitutional framework include the byzantine process for
electing Indonesia’s president, which, although it arguably worked well in 1999, risks allowing
special interests and undemocratic forces to control the process of choosing the president and vice
president. The Constitution also establishes legislative and judiciary branches that are extremely
weak, and it contains no guarantees of civil and political rights. More generally, the Constitution,
which was written as an emergency document on the eve of the declaration of independence in 1945,
contains many vague provisions. This has facilitated its use since 1959 to legitimize authoritarian
rule.

There appears to be emerging consensus that the 1945 Constitution must be amended to
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address weaknesses in the country’s political structure. At the same time, there appears to be broad
agreement that the preamble, which establishes the pan-religious, nationalist state ideology of
Pancasila, should be left untouched. This consensus, even among Muslim parties, means that there
is much less chance of reopening the polarizing debate from the 1950s about whether Indonesia
should be a Pancasila-ist, socialist or Islamic state, ’

The 700-member People’s Consultative Assembly or MPR is the body empowered to elect
the president, establish the principles and broad guidelines of state policy, and amend the Indonesian
constitution. The MPR includes all members of the national legislature, the People’s Representative
Assembly {(Dewan Perwakilan Rakyat or DPR) ~ including those appointed by the military ~ and
other members chosen by elected provincial assemblies and interest groups. In October 1999, the
MPR began a process that could lead to fundamental constitutional reform regarding presidential
elections, the balance of powers among government branches, the protection of regional interests,
and other issues of great significance.

The 1999 general session of the MPR produced amendments to nine of the Constitution’s
37 articles. The MPR decided to follow U.S. practice in amending the constitution, in which the full
original text is accompanied by changes to these nine articles, which as a whole are referred to as
the First Amendment. The First Amendment focuses on strengthening the position of the legislative
and judicial branches vis-a-vis the executive branch. The First Amendment also reaffirms an MPR
decree from November 1998 that limits the president and vice president to two five-year terms.
Nonetheless, the Amendment does not address the more fundamental problems with the 1945
Constitution.

The MPR did, however, authorize a committee to consider further constitutional change and

report to its next plenary session, scheduled for August 2000. Fundamental issues to be addressed
include:

a. the possible development of a bicameral legislature with representation for the

country’s diverse regions in an upper house, perhaps modeled on the U.S. Senate;

b. revisions of the respective powers the national, provincial and district governments,
including the possibility of entrenchment through federal provisions in the
constitution;

c. the separation of powers and the establishment of checks and balances among the
three branches of government; and

d. the direct election of the president and vice president.

In addition, the MPR comnittee is considering other elements of the constitution, including
the possible entrenchment of human rights provisions, the precise role and function of the Supreme
Advisory Council and the Central Audit Board, the possible independence of the Bank of Indonesia,
and the appointment of senior judges.

Because of the generality and vagueness of the 1945 Constitution, Indonesia has also
established the basic institutions and structure of government through laws passed by the national
legislature. These include laws enacted in January 1999 governing elections, regulating political
parties and defining the structure and composition of national, provincial and district legislative
institutions. Moreover, laws governing decentralization of governmental authority and revenue
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sharing were enacted in May 1999.

These are important precedents. But to ensure broad acceptance and legitimacy for
constitutional reforms, the newly clected government and legislative bodies must initiate a more
comprehensive, transparent and participatory reform process. The process of electing new
representatives at national and local levels, the election of a new president and the formation of a
new government have provided the new representatives with the legitimacy and mandate they need
to take on a range of issues that must be addressed in order to advance the democratic transition.

4. Reform of the Electoral System

The electoral system must be substantially reformed. While the legal framework for the 1999
elections provided sufficient basis for elections that were broadly accepted, that framework was
flawed and could undermine democracy in the future.

Advised by a team of independent professionals, the previous government in late 1998
proposed a district election system for Indonesia. The drafters sought to increase legislative
accountability and improve ties between representatives and constituencies. The previous DPR,
however, largely at the behest of new parties, rejected the proposed district system and established
a complex hybrid based largely on the proportional system that had been in use in Indonesia since
the first elections in 1955. Nonetheless, proponents of district-based elections remain active in their
efforts to revive the debate for the future. A coherent electoral framework with broad public support
is essential for the legitimacy of future elections and the consolidation of the democratic transition.

Other aspects of the electoral system will require further debate as well. The seats reserved
for representatives of the military and police should be abolished at all levels. The composition of
the election authorities, in which every party, regardless of its size, is represented on the election
commission or Komisi Pemilan Umum (KPU) and all other lower-level election bodies, proved
unworkable and threatened the very legitimacy of the 1999 elections; the MPR itself has called for
anew, independent electoral authority. The election dispute investigation and resolution system will
require further restructuring and strengthening. Finally, the laws and regulations concerning
campaign financing must be reviewed and improved.

5. The Distribution of Powers and Finances between Central and Regional Authorities

Under Soeharto, nearly all political and economic power in Indonesia was vested in the
central government in Jakarta. Provincial governors and district heads (regents and mayors) were
little more than Jakarta’s administrative and political representatives in the regions. Provincial and
district assemblies, by law, were considered part of the corresponding executives. Tax revenues and
other proceeds from the major industries were funneled to the central government first, and only then
was a small portion returned to the originating region.

The idea of devolving significant authority from the center to the regions gained prominence
during the election campaign when Amien Rais, Partai Amanat Nasional leader and now MPR
speaker, proposed that Indonesia consider adopting a federal system. This proposal was widely
criticized, in part because the term "federalism" retains strong negative connotations in Indonesia
due to Dutch efforts in 1949 to use a federal system to undermine Indonesian nationalism.
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Nevertheless, Rais’s proposal began a debate on center-region relations, with many calling
for greater regional autonomy as an alternative to federalism. Furthermore, the previous government
took the first steps in this direction when the old legislature passed new laws on regional government
and on center-region financial relations. These laws devolve specific and substantial powers to
provincial and district governments. They also provide provincial and district assemblies a more
significant role in the selection of corresponding regional government executives — governors,
regents and mayors — and they provide substantial additional resources to local governments.
Although many commentators have criticized the new laws, that were enacted by the previous
legislature which was not democratically elected, the mood now appears to be that some action on
the issue of distribution of powers and resources is urgent and that details and problems can be
worked out later.

The original timetable for the implementation of this legislation was 18 months to two years,
and a new Ministry for Regional Autonomy has been created. The Minister, Ryaas Rasyid, and his
team are working to speed up this timeframe; newly elected provincial and district assemblies are
already in the process of choosing their own governors, regents and mayors. There is a strong
perception within the Ministry and some other parts of the government that the attempt to resolve
the specific issues of Aceh, Maluku and Irian Jaya should not be confused with the general issue of
distribution of powers and resources within the Indonesian state.

In addition to the practical difficulties, there is a clear conflict between those who favor
decentralization and the ministers and senior officials of some sectoral ministries, who see their
sphere of responsibility being rapidly and radically diminished. In addition, fears that devolution
will allow some localities to make misguided decisions are particularly pointed; both central officials
and environmentalists, for example, worry about the grant of logging permits in tropical forests and
the attempt to control illegal logging. The issue of the role of different levels of government in the
planning of natural resource use is perhaps the most controversial part of all of the devolution debate.

6. Empowerment of the National Legislature and Regional Assemblies

The democratization process in Indonesia must ensure that the national, provincial and
district assemblies play a more meaningful role in public debate, policy development and oversight
of the executive branch and the military. Under Soeharto’s New Order government, the national
legislature (or DPR) was little more than a rubber stamp for legislation and budgets presented to it
by the executive branch. The DPR’s committee system was weak, and its rules of procedure
hampered its ability to function effectively. In addition, the legislature was unable to appropriate
for itself the financial and human resources necessary to provide effective oversight of the executive
branch.

Even without structural changes through constitutional reform, the new DPR and its regional
counterparts already are much stronger and more activist bodies. First, because they have been
democratically elected, these bodies have substantially greater legitimacy. Moreover, recruitment
of candidates changed dramatically as parties were able to organize freely, choose their own
candidates, and compete in a much more open and fair process. Under the new law on regional
government, the regional assemblies are now legally separate from the corresponding executive
branch institutions. Thus, the new legislators enjoy popular legitimacy and significantly greater
independence at all levels. Nonetheless, much work remains to be done to broaden understanding
of the importance of the legislative branch and to build the capacity of the national legislature and
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regional assemblies to serve as effective multiparty lawmaking and representative institutions.

7. Establishing the Rule of Law: Strengthening the Judiciary and Addressing Corruption and
Human Rights Abuses

Notwithstanding its thetoric, the Soeharto regime demonstrated no commitment to or
understanding of the rule of law. The Supreme Court is subordinate to the executive branch and has
no power to review the constitutionality of legislation. Judges lack independence, as they report to
both the Supreme Court and the Ministry of Justice. New legal institutions, including an
independent judiciary and a commitment to the rule of law, will be essential to democratic
consolidation.

More generally, the Indonesian government and the Indonesian legal system are riddled with
corruption. The problem of corruption represents a serious threat to the transition to democracy and
establishment of effective, transparent governance.

The reform agenda also must confront profound issues of transitional justice. The Indonesian
political establishment and public must debate and decide how to deal with the human rights
violations and corruption that were rampant in the past. These issues are inextricably intertwined
with the military’s role in politics and the grievances of the regions, making them even harder to
solve.

8. Building Civil Society and Political Parties

Civil society was unprepared for the sudden opening of opportunity that followed Soeharto’s
resignation. Under Soeharto’s New Order regime, civil society operated within limited political
space. The regime sought to organize civil society around various "functional groups.” In essence,
the government determined-which groups to include in national consultations and who would be the
representatives of these groups, making for highly centralized decision-making structures within the
organizations. At the same time, nongovernmental organizations — especially the new human rights
and democracy advocacy groups that emerged in the 1990s, often with US support - developed
variols strategies to avoid government interference in their affairs, such as eschewing formal
membership and retaining control and management of the organizations in a small group of
individuals. These survival strategies were important for these organizations, but in many instances
they sacrificed internal democracy and organizational development in order to deflect governmental
control.

Programs of Indonesian nongovernmental organizations, university-based networks and other
civil society groups to educate voters and mobilize election monitors made an enormous contribution
to public confidence in the 1999 elections. In addition to improving the quality of the election
process, providing a check on fraud and building public confidence, these efforts energized broad
civic involvement in the political process and may have begun to transform public attitudes toward
national politics. The continued involvement and empowerment of civil society will be essential to
the success of the transition to democracy in Indonesia.

Civil society organizations in Indonesia must build on these impressive voter education and
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election monitoring efforts by building organizations, maintaining new networks, monitoring
government performance, advocating reform, educating the public, and conducting research about
policy and public opinion. At the same time, the government must be encouraged to become more
open to the participation of civil society and the public in policy development and other government
activities.

Political Parties

Under Soeharto, only three government-sanctioned parties were permitted to exist, These
three parties, subject to strict government control and interference in even internal party affairs, were
never effective vehicles for the political aspirations of Indonesian citizens.

Since the resignation of Soeharto in May 1998, a large number of political parties have
emerged and opportunities for public debate have grown exponentially. Forty-eight political parties
met the legal and administrative requirements to compete in the 1999 general elections, and 21 now
have seats in the national legislature. Despite the new opportunities for public dialogue on political
issues, however, these parties essentially failed to develop policy positions and platforms for use in
the election campaign. Rather than engage in debate on political issues, parties, almost without
exception, resorted primarily to symbols, colors and motorcades of supporters as their primary
vehicles for campaigning — despite the fact that the Indonesian public was rapidly developing
political awareness and encouraging real debate on policy issues.

Likewise, Indonesia’s political parties should be encouraged to take advantage of this period
of political openness and the increasing political awareness of the Indonesian electorate. Parties also
must build the capacity necessary to expand their role in the political life of Indonesia and new
political leaders, committed to effective, democratic parties and to political competition within a
democratic framework, must emerge.

International Responses -,

The United States has played an important role in supporting Indonesia during this initial
phase of its democratic transition. The United States government provided esseritial diplomatic and
economic support in the tumultuous period immediately following the resignation of President
Soeharto, including support through the U.S. Agency for International Development for the
development of democratic institutions. As a result of this timely assistance, U.S. democratic
development organizations were among the first groups to arrive in Indonesia during 1998 and were
able to offer assistance and support in the critical period leading up to the June 1999 elections. The
administration and the congress showed foresight by responding quickly and appropriately during
such an important and uncertain time. Indonesia remains, however, at a critical juncture, and it is
essential that the United States government and other international actors continue to proactively
support of the efforts of Indonesian democrats to protect and consolidate their new democracy.

To this end, the United States government and others in the international community should
support targeted, realistic programs to assist Indonesiain confronting the challenges to its democratic
transition. Sufficient funding for programs that support political participation and the development
of democratic institutions is particularly important during this period. Programs carried out by
American and other international organizations car help nurture the development of a the full range
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of organizations and institutions necessary to the success of democracy: the new government,
provincial and district governments, national and regional legislatures, political parties, CSOs,
including monitoring and advocacy groups, the judiciary and the legal profession, trade unions, the
media, and the process of constitutional and electoral reform.

The course of Indonesia’s political transition will be largely determined in the next year or
two. In the upcoming months the country will make fundamental decisions that will determine the
nature of its political system and will establish important precedents that are likely to have influence
political practices long into the future. At the same time Indonesia must confront profound
challenges. International support is particularly essential at this critical time in the country’s history.
Such support will help Indonesia to secure its place as the world’s third largest democracy.
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APPENDIX I

NDI PROGRAMS IN INDONESIA

NDI has been working in Indonesia since early 1996 with support from the National
Endowment for Democracy and the U.S. Agency for International Development.

1996 to 1998 Programs

Supporting Domestic Election Monitors. In 1996 the Institute began assisting the
Independent Election Monitoring Committee (Komite Independen Pemantau Pemilu - KIPP), the
country’s first formal independent election monitoring organization, in its efforts to monitor the
flawed May 1997 parliamentary elections. With NDI assistance, KIPP organized a serious effort to
monitor those elections and thereby established an important precedent for domestic election
monitoring and organized citizen involvement in the political process.

Civil-Military Dialogue. In early 1998, NDI initiated a partnership with the Center for
Security and Peace Studies (CSPS) at Gadjah Mada University in Yogyakarta to promote dialogue
about pluralism and democracy among young civilian and military leaders. The program brought
together participants from Gadjah Mada University and the National Military Academy (AKMIL)
in Magelang to discuss transition issues and the role of the military in a democracy.

1998 to 1999 Programs in Support of Democratic Elections

The thaw that began immediately upon Soeharto’s resignation in May 1998 enabled NDI for
the first time to establish a presence in Jakarta in July 1998. A grant from USAID on September 30
enabled NDI to substantially increase its presence in country and the scope of its democratic
development programs. The programs were designed to: (1) aid emerging and pre-existing political
parties to compete effectively in a more democratic environment; (2) work with civil society efforts
to advocate for democratic elections and to carry out nationwide election monitoring; and (3)
facilitate public input into the development of a framework for political transition, including initial
steps to encourage and inform dialogue between military officers and leaders of civil society. NDI
also organized a comprehensive international monitoring program.

1. Assisting Political Parties

Because effective political parties are important and necessary components of stable
democratic governance, NDI has been aiding Indonesian political parties to compete in the new
environment. NDI has provided technical assistance to political parties, on a nonpartisan, inclusive
basis, through a series of workshops and consultations on fundamental issues such as strategic
planning, platform development, communications and campaign methods.

To further support party development, in March 1999 NDI established a resource center to
help party leaders and candidates to inform their campaign programs, messages and platforms, to
monitor the media, and to practice their interview and message delivery skills. The center has a
small, simulated TV studio with a video camera for party and candidate training. The center also
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collects and organizes clippings from the Indonesian print media as well as copies of radic and TV
political talk shows. It directly provides a daily index of pertinent news clippings and broadcasts
to all political parties contesting the elections. NDI has continued to provide these resources and
training services to political parties during the post-election period, and has additionally extended
its media training to members of the new governmment upon request. '

2, Assisting Domestic Election Monitoring Organizations

NDI has encouraged the development of domestic monitoring efforts on three fronts: (1)
promoting and assisting coordination among national and regional monitoring groups; {2) providing
information on technical details relating to program implementation; and (3) supporting programs
to enhance the public image of, and recruit volunteers for, monitoring efforts and monitoring groups.
The Institute worked with three principal national networks that mobilized large numbers of
pollwatchers for the June 7 elections: the Independent Election Monitoring Committee (KIPP), the
University Network for Free Elections (UNFREL) and the Rectors' Forum for Democracy. NDI has
helped with techuical assistance on creating training manuals and materials and has provided
technical experts to work directly with these groups. In addition, for the June 7 elections, NDI
helped the Rectors” Forum to organize and execute the largest and most complex parallel vote
tabulation ever undertaken anywhere in the world. NDI also worked with the three national
monitoring groups to develop a major public relations campaign to explain the critical importance
of domestic election monitoring and to recruit volunteers through television, radio and print media.
In conjunction with this campaign, NDI supported a "hotline” service for perspective monitors and
served as a reporting point for electoral violations.

3. Facilitating Input into the Transition and Assessing the Framework for Elections

NDI sought to incresse the amount and quality of information, especially information about
democratic transitions in other countries, available to Indonesians. NDI organized a series of
consultations and international assessment missions designed to analyze the electoral process at key
Jjunctures, especially surrounding the legislative elections.

After Socharto’s resignation in May 1998, NDI quickly responded to requests for assistance.
NDI sent an assessment team to Indonesia in early June 1998. In July 1998, the Institute worked
with the University of Indonesia to organize an international conference on political reform. NDI
arranged the participation of prominent political leaders from South Afiica, the Philippines and
Hungary, each of whom had participated in transition negotiations and had served on the election
commission in his own country.

NDI again brought small teams of international experts on election systems and political
transitionsto Indonesia in November 1998, February 1999 and early May 1999. Each of these teams
worked with NDI's in-country team to assess the prospects for democratic elections, including the
political environment, administrative preparations and the emerging legal framework for elections,
political parties and legislatures. NDI prepared public reports that provided valuable input to DPR
members, party leaders, civil society activists and the international community. In February 1999,
NDI helped organize a critically important meeting between 67 political parties and the "Team of
11," which was charged with determining eligibility of parties to contest the elections.
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4. International Observation Program

Building on NDI’s assessments in the pre-election period and other democratic development
programs in Indonesia, NDI and The Carter Center organized a joint international monitoring
program for the June 7 elections. The two organizations fielded a delegation of approximately 100
observers from 23 countries, including political party leaders, elected officials and those who
formerly held elected office, election and human rights experts, legal scholars, regional specialists
and civic leaders. Former President Jimmy Carter, led the election delegation. Delegates were
deployed to 26 of Indonesia’s 27 provinces. On behalf of the delegation, President Carter offered
a preliminary assessment of the election process on June 9, 1999.

In response to concerns that the aggregation of election results was extremely slow and to
allegations of manipulation of the results and election fraud, NDI re-deployed seven teams of
observers across Indonesia immediately following the election to monitor and report on the counting
process. A second post-election Mission statement was issued on June 20 assessing the reasons for
the delay in the announcement of election results and reassuring the people of Indonesia that the
tabulation process was generally transparent, accurate, fair and open to scrutiny. On behalf of the
joint mission, NDI prepared and issued a third post-election statement on July 15 that compiled and
compared election results for each province from the election authorities with those available from
several unofficial sources. This analysis confirmed that delays in the vote count neither appeared
to have been caused by nor to have created the opportunity for significant manipulation of the vote
count and contributed to public confidence in the election results.

On August 26, based on the analysis of NDI, the joint Carter Center/NDI mission issued a
report that expressed concem about the process of forming the DPR and the MPR. NDI continued
to monitor post-election developments though the presidential and vice presidential elections in late
October, and in November issued a report that assessed the MPR session, and highlighted further
challenges to democratization that will face the new government.

Post-Election Programs in Support of Democratic Consolidation

Building Civilian Capacity and Facilitating Dialogue. 1In late 1999, NDI began a new
program to strengthen civilian capacity for leadership and oversight of the military. This program
builds on NDD’s earlier partnership with the Center for Security and Peace Studies. Indonesia is one
of the countries targeted by the Partnership on Democratic Governance and Security (PDGS), a
global partnership of NDI and civil-military institutes from the United States, Argentina and the
Philippines to promote the worldwide exchange of information and analysis about governance and
security issues, to conduct country-specific programming to strengthen civilian capacity for
leadership, oversight and management of the military in six countries, and to strengthen the capacity
of civic organizations in Latin America, Asia and West Africa to address civil-military relations.

NDI has begun a series of activities designed to strengthen civilian institutions in Indonesia
critical to civilian leadership, direction, management and control: the legislature, the media and
leading universities. NDI conducts training on defense-related issues for the DPR’s Commission
1, which oversees the military, and the media; offers expert consultations on governance and security
in the post-election environment; build the capacity of academic institutions and think tanks to
research and analyze security policy and the institutions of the military. NDI will also sponsor
regional-level dialogues between civilian and military leaders. Such activities will build on NDI’s
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prior work in Indonesia and its ongoing global civil-military program.

Civil Society Capacity-Building. As part of an effort to strengthen the role of civil society
in the post-election period, NDI organized a training seminar on ¢ivic advocacy for CSO leaders in
September 1999. The Institute has conducted a comprehensive needs assessment of civil society
organizations, meeting with more than 30 organizations since the close of the 1999 election process,
and this week has convened, in conjunction with Indonesian partner organizations, a national
roundtable on the capacity-building challenges facing civil society.

Supporting Constitutional and Institutional Reform. In November and December 1999,
NDI organized a series of consultative meetings to discuss political reform issues with MPR
members, DPR members, government representatives and civil society organizations. Atthe request
of the MPR Chairman, NDI produced a document outlining comparative constitutional arrangements
in 16 different countries, a document which the Institute plans to refine and make publicly available.
In December 1999, NDI sponsored a visit to Jakarta by a South African government official with
expertise on decentralization and reform of intergovernmental relations to share his country’s
experiences with Indonesian government officials, civil society leaders and others. Based on the
positive reaction to this program, the Institute expects to organize similar exchanges of comparative
experiences in constitutional and institutional reform during the year 2000. The Institute also
continues to work closely with Indonesian partner institutions to encourage a civil society voice in
the reform process.

Encouraging Democratic Legislative Practices. Also in November and December 1999,
NDI conducted a needs assessment with the new DPR and, in conjunction with leaders and members
of the bedy, identified numerous challenges to the furthering of democratic practices in the national
legislature. Atthe request of DPR leaders, NDI also reviewed 2 draft code of conduct for legislators
and provided written comments on the draft to the code’s drafting committee, based on international
norms for legislative ethics regulations. To address further the challenges facing the new DPR, in
early 2000 the Institute will assist the legislative secretariat to organize a comprehensive orientation
session for new DPR members and a program on the development of a parliamentary ethics regime.
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DASHBOARD NOTES

INDEPENDENT POWER PRODUCERS

We applaud the Government of Indonesia (GOI) for appointing a special steering committee
to address the issues facing the Independent Power Producers (IPPs) and for choosing direct
negotiations rather than legal confrontation. The IPPs stand ready to work with the steering
committee and with the new President Director of PLN, Mr. Kuntoro.

The IPPs believe that good faith negotiations can lead to a reasonable basis for sharing the
burden of the current economic crisis facing the GOI and PLN.

The IPPs invested in Indonesia based on the GOI's announced policy encouraging private
investment in electrical power generation (the IPP policy). The IPP policy implemented Law
15/1985 on electric energy which called for private investment in the electric power industry.
The IPP policy was encouraged by the World Bank and other international financing
institutions to meet Indonesian’s projected 15% annual increase in demand for electric power.

From the late 1980s until the onset of the crisis, many reputable experts were forecasting
power shortfalls in Indonesia starting in the late 1990s. If the IPPs had not been enlisted to
provide additional capacity, PLN and the GOI would have had to do this with direct
borrowings.

IPPs can provide important benefits to Indonesia and are not the cause of the economic
problems facing the GOI or PLN. The IPPs provide long term investment in Indonesia and
will provide power and foreign investment over the life of the Power Purchase Agreements
(PPAs).

PLN has always operated at a deficit. This has been GOI policy and would have been true
even if the IPP capacity had not been built and only the financial crisis had intervened.

Constructive resolution of the current situation will demonstrate the long-term investment
potential in Indonesia and help support one of the key stated goals of President Wahid’s
government - increasing foreign investment.

The IPPs only ask that they be treated in a fair, open and transparent manner as the
negotiations commence and that the economic crisis not be used as an excuse to ignore and
nullify their efforts and carefully agreed upon contractual undertakings.

The IPPs understand the tremendous issues facing the GOI and are willing to work with the
GOI to arrive at both interim and long term solutions and sustainable tariffs.

ENERGY SECTOR REGULATORY REFORM
Oil and Gas Bill. The Oil and Gas Bill drafted under the previous government would have

facilitated competition in the energy sector. It would have made changes in the
administration of production sharing contracts (PSC’s) and other agreements, and introduced
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new competitive rules and foreign investment authorization in downstream oil and gas. The
Bill also aimed to establish an independent body to regulate downstream gas, and
downstream oil in transition. The Bill died as the last parliament drew to a close, as there was
opposition to transferring the administration of PSC’s from Pertamina o the government.

Domestic Gas Sector Policy Paper. A policy paper on the domestic gas sector is also
eagerly awaited. It will spell out where the gas industry should go, changes needed to get
there, and how to introduce greater competition, unbundling of services, an independent
regulatory framework for the sector, and the introduction of private investment into the
development of gas infrastructure.

Electricity Sector Reform. The Government has been pursuing electricity sector reform
since 1993 and a power sector reform policy was developed in mid-1998. This policy should
be revisited and revised as necessary, including a new timeline. The policy paper had
recommended that an electricity sector reform law be enacted by the end of 1999. An
important point is the establishment of a regulatory body for power, which will also require
legislation.

Subsidies. Subsidies remain a serious obstacle to reform in the energy sector and a plan for
reducing and eventually eliminating them needs to be developed.

Recommendations, We understand the new government is interested in moving forward
with these energy sector reforms that will facilitate competition among multiple firms in oil,
gas, and power, thereby bringing down the cost of energy.

We urge the new government to proceed with whatever briefings are needed to complete its
own position with respect to competition in the energy sector and the provisions of the new
oil and gas bill, put the bill into final form, and get it introduced and enacted this year.

We also urge the issuance of the gas policy paper and movement on the electricity reform bill.

Issuance and enactment,of these measures will help the benefits to Indonesia from more
competition, lower prices, and greater investment to begin as soon as possible.

BANK RESTRUCTURING

We appreciate the complexity of the current need to reform, restructure and recapitalize the
financial sector in Indonesia. The magnitude of the undertaking is daunting, however, the
results will form the basis of the financial infrastructure necessary for Indonesia to move
forward. The sale of assets and restructuring taken on by the IBRA must be accelerated and
plans for recapitilization must be based on complete and detailed plans submitted by each of
the institutions requesting government funding. We are aware of the process that is in place
and would like to see it take on greater transparency and auditability.

Regulation and Supervision of the surviving institutions will be the most important
component of the reform/restructuring program. We would like to see a strong program of
Bank Supervision implemented that includes both on-site and off-site supervision. It is
equally important that there be the requisite level of enforcement necessary to ensure
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compliance. The reporting of key ratios and good on-site supervision will help to identify
problem institutions in the future.

The surviving Banks must have sufficient systems in place, both organizational and technical,
to ensure that they have the means to manage risk at all levels. This will require an
investment in

integrated customer accounting and financial management systems that are capable of giving
the respective institutions a complete picture of their financial well-being in a timely manner.
We believe that the appropriate supervisory organization should mandate the use of
asset/liability management systems as part of the reform program. We believe these systems
will be key to the development of a successful and sound banking system in Indonesia.

We also recommend that there be access to associations (possibly the Banker's Association)
or other institutions where bankers can receive training on credit management and lending
practices that are consistent with world standards in, for example, the G7 countries. This will
have

significant impact in reducing the generation of NPL's in the future. This training should
reinforce the practices of the Bank Supervision organization and loan classification standards.

While we realize the enormous scale of the undertaking, it is the foundation for a new
Indonesia. For this reason, we strongly urge the government to take strong measures to move
this process forward and do whatever is necessary to ensure swift completion of this very
important task.

NEED FOR TRANSPARENCY IN RULE-MAKING: INDONESIAN TOXIC AND
HAZARDOUS (B3) WASTE REGULATION

In February and October 1999, the Government of Indonesia enacted new Toxic and
Hazardous (B3) Waste Regulations. The Indonesian Environmental Impact Management
Agency, BAPEDAL, which is responsible for managing all toxic and hazardous waste issues
throughout Indonesia, replaced the previous toxic and hazardous waste regulation to conform
to their understanding of the new Indonesian Environmental Law. This law required
BAPEDAL to implement a permitting program to manage toxic and hazardous waste.

The BAPEDAL team attempted to provide a comprehensive national toxic and hazardous
waste program with the goal of protecting human health and the environment. However, due
to the absence of a transparent rule-making process, these new regulations were not based on
scientific criteria and did not take into account environmental necessity, technical feasibility
and economic practicality.

In the United States and many other countries, rule making follows a transparent and very
comprehensive process. The EPA, for example, first issues a notice of proposed rule making
and often seeks input through meetings or workshops before a rule is drafted. Then a draft
rule is issued as proposed and a formal comment period is provided. If there is significant
interest in the proposed rule, public hearings are required. The agency responds to significant
issues raised during this process and then issues a revised rule to become effective at a
specified later date. Those opposed to the rule have time to litigate it if needed before it
becomes effective.
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By contrast, the process followed by BAPEDAL occurred in a vacuum without input from
other knowledgeable, qualified or interested sources on the need for the new regulations, their
feasibility or practicality. As a consequence, to show one example, even drinking water
would have been considered a hazardous waste in some circumstances. Moreover, the
BAPEDAL regulations were published as final and many industries discovered they may not
have been in compliance the day the rules were published.

If Eeﬁ in place, this regulation has the potential to decrease foreign and domestic investment
due to the uncertain nature of the types and extent of B3 waste management activities.
Existing industries and businesses will find it virtually impossible to comply with the new
regulation’s overly broad, vague, and ambiguous nature. Future projects on the drawing board
may simply be scuttled. With the anticipated large volumes of waste covered by this
regulation, it may actually preclude the most hazardous of wastes from receiving the highest
priority attention they deserve, Confusion by many in industry may lead to fewer real
attempts to improve toxic and hazardous waste management and may reduce actual
environmental benefits gained in recent years,

Attempts by various groups working directly with BAPEDAL to find a common ground have
proven fruitless. Discussions are currently underway by the American Chamber of Commerce
(AMCHAM), Indonesian Chamber of Commerce (KADIN), Indonesian mining, pulp and
paper, textile, and industrial associations, as well as academic groups. The goal is to provide a
new draft of scientifically based toxic and hazardous waste regulations that protect human
health and the environment, while also balancing environmental necessity, technical
feasibility, and economic practicality.

We strongly recommend that BAPEDAL and other rule-making agencies of the
Government of Indonesia adopt formal, wholly transparent rule-making procedures that
adequately consider the necessity, feasibility and economic practicality of proposed new
rules and that adequately provide for input from all affected groups — the regulated
industries, other Indonesian. government agencies, academics and other scientific and
fechnical experts, non-governmental organizations and others.

CUSTOMS ISSUES

Electronic Pre-clearance. To the express industry, electronic pre-clearance means the
processing in a paperless environment of all entries and the obtaining of customs release of
shipments, preferably at least two hours prior to arrival of flights. The status of any items not
released should be part of the electronic pre-clearance. The objective is to achieve the
separate release of the shipment for delivery from final submission of the goods declaration
and payment of duties. The result is a significant enhancement of companies’ logistics
efficiency and therefore competitiveness.

Customs’ Hours of Operation. Under conditions of the global market place, any country that
does not provide twenty-four hour customs clearance is significantly handicapping its
companies in competing with its neighbors. Modern just-in-time logistics requires immediate
delivery of shipments. Otherwise, expensive warchousing is needed to ensure timely delivery
of key components,



101

Export Clearance. Elimination of export clearance procedures removes essentially a
bookkeeping operation that slows down companies’ ability to deliver products rapidly.
Duties are not collected on exports, and the destination country has import procedures in
place to provide regulation of trade. An alternative is to require post-export declarations,
which would satisfy record keeping without slowing down trade.

Deminimus. Trade is facilitated by establishing higher deminimus levels, below which
formal customs procedures are waived and, in some cases, no taxes collected. Countries with
no deminimus levels or very low ones are imposing inefficiencies on their businesses by
slowing trade and making it more costly. Below the diminimus level, an airway bill of lading
or commercial invoice should suffice. Such shipments could still be subject to spot checks
for verification and enforcement purposes.

AFTA

U.S. business fully supports the ASEAN Free Trade Area, and encourages ASEAN to realize
AFTA’s implementation on or ahead of the schedules to which ASEAN members have
agreed. U.S. business is pleased to note that average tariff rates under the CEPT schedule are
scheduled to fall below 4% this year, on the way down to 2.6% by 2003. At the same time,
delays in the tariff reduction schedules for certain products by some ASEAN members have
been announced, or are being considered. ASEAN is encouraged to maintain its commitment
to the realization of AFTA by 2002 (later for newer members). AFTA will increase regional
trade, boost ASEAN’s competitiveness, draw in foreign direct investment, and will support
the continuing economic recovery.

The larger, integrated market created by AFTA will allow companies to enjoy economies of
scale, and rationalize and streamline manufacturing operations. The lower tariffs will
increase the cost competitiveness of manufacturing industries in ASEAN, and an integrated
internal market will make ASEAN a more attractive site for foreign investment, particularly
vis-a-vis other large emerging economies. Rather than viewing ASEAN as a series of
segmented markets, firms will be able to see it as a single market of nearly 500 million
people, and will be able to make investment decisions accordingly.

AFTA will promote a new degree of depth in ASEAN’s manufacturing sector. This is
particularly relevant for local small and medium enterprises. The firms that establish larger
manufacturing operations in the region to take advantage of AFTA will seek to source
locally, and will also draw in their suppliers, who will over time increase the share of inputs
sourced locally. The local sourcing will promote greater depth in the manufacturing sector,
and will contribute significantly to the development of local SMEs. These local suppliers
will over time be integrated into firms’ global operations as cost and quality capabilities are
developed.

SOLE AGENCY
The foreign investment law, which is administered by the BKPM, provides for the

establishment of wholly-foreign-owned distribution companies in Indonesia; however, with
respect to the automotive industry, the old "sole agency" regulations, which are administered
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by the Ministry of Trade and Industry and which mandate the appointment by a foreign
manufacturer of a wholly-Indonesian-owned distribution agent, have not been formally
repealed and continue to exist. As such, the rules relating to the establishment of a wholly-
foreign-owned automotive distribution company are unclear, or at least confusing. Formal
repeal of the "sole agency" regulations would clarify the rights of foreign manufacturer's to
establish and operate automotive distribution companies, and as a result would provide a
stronger basis of support for foreign investment in this area. This is an area that we can
provide examples and help the government synchronize the regulations.

As aresult of the continued existence of the "sole agency" regulations, foreign auto
manufacturers could be forced to pay "compensation” to sole agents appointed under the old
legal regime upon the expiration or termination of the "sole agency” relationship, despite
contractual agreements by the parties to the contrary and the fact that appointment of a local
"sole agent" is purportediy no longer mandated by law. Final formal repeal of the "sole
agency' regulations would further serve to remove a potential obstruction to foreign
investment in the automotive distribution sector.

Current law prohibits capital investment by foreign companies in the retail trade sector in
Indonesia (other than in so called "large scale retail trading"). The opening of the retail trade
sector to foreign investment would serve as an impetus for further investment and allow
manufacturers to more easily provide customers with better and more complete and cost-
effect services (e.g., e-commerce).

TELECOMMUNICATIONS ISSUES

We applaud the Indonesian government for its efforts to reform the telecommunications
sector. The newly adopted Telecommunications Law provides a strong foundation for
deregulating the market and fostering competition. Moving forward, the Indonesian
government faces important challenges in adopting decrees to implement the law. The
Committee strongly urges that the implementing decrees fully support the development of
true competition in the market. The unprecedented rise in demand for communications
services will be most effectively satisfied through a pro-competitive framework. In addition
to the overall industry structure, in order to achieve the vision of the new
Telecommunications Law, it will be important to construct a regulatory framework that
provides for cost-based interconnection, seamless network access and reasonable universal
service funding guidelines.

Acknowledging the progress that has been made, the Committee has concerns about specific
proposed measures that could have an adverse effect on the future health of the industry and
on-going operations of the existing industry players.

Our major concerns fall into three main areas:

- The direction of the decrees that will be used for implementing the newly enacted
telecommunications blueprint.

- The need for meaningful relief in tariff setting consistent with the normalization of
rates for post paid cellular services.
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- The need to understand the overall plan driving the structure of the industry going
forward including the future plans for Indosat and Telkom.

In the area of implementation of the newly enacted telecommunications blueprint there is a
need to ensure:

~  That the decrees associated with the telecommunications blueprint need to-be geared
towards fostering a competitive environment and not support the dominance of any
industry player.

- ' The implementation of cost based interconnection recognizes the problems associated
with the current tariff structure, which may in some cases be below cost.

- An independent regulator would have the authority and ability to ensure seamless
interconnection between networks.

- Universal service demands do not drive profitability out of the sector.

The rationale for tariff relief for mobile services is necessary and has broad implications for
the economy as a whole, strong consideration needs to be given to this for the following
reasons:

- Non-normalized rupiah revenues coupled with dollar based equipment costs have led
to delayed expansion due to the negative economic implications of new network
investments.

- Delays in investments have created quality and capacity issues in the existing network
infrastructure. A sub standard telecom sector will effect overall economic growth,

- Tariffs increases in the cellular industry have a very limited impact on the cost of
living for the average Indonesian

- The cellular airtime tariff rates worldwide average .20 cents ( US) per minute. Post-
paid airtime tariffs in Indonesia currently average approximately .5 cents ( US). Post
paid rates also form the basis for calls between networks whether the caller is a pre or
post paid subscriber. Effectively 50% of the existing revenue has not been normalized
for the weakened rupiah.

There has been a great deal of discussion in the industry and in the press regarding the
organization of the industry. These discussions include various descriptions of the ongoing
role of Telkom, Indosat and the KSO’s. There is a need for resolution in this debate:

- Any decisions regarding industry structure should foster a competitive environment.

- Allowing for a merger of Telkom and Indosat would not support the creation of any
meaningful competition in the foreseeable future,

- Resolution of the KSO issue needs to ensure that the KSOs remain viable businesses
worthy of increased investments going forward.

We believe that a preferred approach — one that will best fulfill Indonesia’ vision for creating
a robust telecommunications sector by encouraging the growth of service providers — is to
allow the MARKET to determine rates and pricing structure. We feel that market based
pricing supported by a highly competitive environment is the most appropriate model in the
long term. The decisions currently facing Indonesia today will play an important role in
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setting the industry on the necessary course towards achieving these goals with the next 3 -5
years.

As Indonesia undertakes efforts to privatize the telecommunications sector, it will be
important to provide incentives to investors. Policies that allow competition and a market-
driven approach will send a strong and positive signal to potential investors, and will result in
improved services for Indonesian consumers.

The policies now under consideration by the Indonesian government will have a major impact
on the ability of Committee members to compete effectively and grow the business. Ensuring
that these policies are based in faimess and in support of competition and free markets is the
key to the success of the industry, and support of the Indonesian economy as a whole.
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AGRICULTURE - BUILDING A GLOBAL OPEN FOOD SYSTEM

A global food system is emerging to meet the increasingly urgent task of feeding a growing
world population, especially one with an emerging middle class all over the world. The
resulting increase in demand and rising expectations cannot be met by domestic production
alone in most countries.

The world will have another 1.8 billion people to feed by the year 2020 — 7.6 billion total.
More than half (58 percent) of the world’s population growth to 2005 will take place in Asia.

World GDP has grown 91 percent since 1975, and GDP per capita has increased by 32
percent. Again, Asia tops the income growth trend, with 45 percent of the global economic
growth to 2005 taking place in the region. Despite recent financial troubles, the growth trend
is expected to resume.

The ratio of people to arable land is six times higher in East and Southeast Asia than it is in
North America. Asia’s also experiencing rapid urbanization and is expected to contribute
seven of the world’s ten largest metropolitan areas by 2015, -

A more market-based, trade-oriented appfoach represents the emerging reality of the global
food marketplace, where food security is achieved through improved domestic production as
well as through trade.

Increase trade in grains, oilseeds and other raw materials can fit each region's comparative
advantage and promises to relieve the growing stresses on Asia’s land and water resources.

Trade is a more efficient, reliable means than self-sufficiency for achieving food security:
Eliminates the costs of storage used to offset annual fluctuations in local production;
increases comsumers’ food choices; reduces food costs for the poor; and develops economic
capabilities in other sectors.

Food trade requires commitment from both sides: Importing countries need to open access to
their markets, while countries with the natural resources to produce food abundantly and
efficiently need to accept their responsibility to be reliable suppliers.

An open food system requires agricultural trade reform based on four components: Food
security; rural development strategies that focus on market-based prices, investments in rural
infrastructure and off-farm jobs; efficient, reliable and environmentalty sound agricultural
production; and food quality and safety.
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‘Wednesday, February 14, 2000

Testimony Submitted by AmCham Indonesia
To the House International Relations Sub-Committee on Asia-Pacific

Chairman Bereuter and distinguished members of the committee, AmCham Indonesia is honored
to be able to submit testimony to this committee on the current economic and business
developments in Indonesia.

Over the course of the past year tremendous changes have occurred in Indonesia.

The most notable change is the democratically elected parliament, president and vice-president.
The result is that Indonesia is now the world’s largest democracy. A cabinet reflecting the social
and political diversity of Indonesia was appointed. During the first hundred days the new
administration has had to grapple with a wide variety of problems most of them inherited from
the previous regime. These include the having to restructure massive corporate debt, a
dysfunctional banking system, a sluggish economy, an ineffective judicial system and ethnic
strife in several parts of the country.

These problems had to be addressed in the context of changing social and institutional
relationships. The most important of these maybe the civilian military relationship. The President
has taken steps to bring the military under civilian rule and this process will continue.

There are other encouraging signs. Recent changes in the leadership and the structure of IBRA,
the bank restructuring agency, should result in the acceleration of the sale of distressed assets.

Changes in leadership in several state-owned companies in the energy sector are strongly
supported by the private sector and should result in greater efficiency and the reduction of
corruption. The government’s decision to withdraw its lawsuit against the Paiton energy project
and pursue active negotiations is also a positive development.

The president and key members of his cabinet have stressed the importance of the rule of law and
stated that all contracts will be respected. Judicial reform has been made a priority with many
other reforms being considered.

Americans have witnessed some of these changes on their evening news. Many of the changes
however have gone unnoticed. The positive developments however has been overshadowed in
the international arena by the tragic events which occurred in East Timor after the UN sponsored
referendum and still command the attention of many in the United States.

It is imperative that the United States start to develop a foreign policy towards Indonesia that
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recognizes the current reality rather than the events of the past. US policy must focus on
supporting the further democratization of Indonesia and the continuing reform of its shattered
economy.

The United States played a vital role in supporting the process of democratization in Indonesia.
US support for the election process and the development of a credible political system helped
chart Indonesia’s course towards democracy. US funded advisors have been instrumental in the
process of reforming the economy. It is crucial that we continue to build upon these successes.

The following issues should be prioritized for further assistance to support the movement
towards democracy and the reform of the economy.

Judicial and Legal Reform — A function judicial system is imperative for the solution of the debt
crisis. It will also provide the legal certainty, which will set the stage for future investment and
development of the economy.

Governance Capacity Building — Regional decentralization is a continuing process that will
devolve greater degrees of decision-making authority to sub-national units. This should result in
greater regional development and grassroots democracy. This process however is in its
embryonic stages and needs to be supported. Capacity building in the mechanics of governance is
the key to the success of this process.

Tax Reform — Greater demands are being made on the Indonesian government budget. Reform
and rationalization of the tax system is needed.

Legislative Reform and Capacity Building — Parliament is emerging as a revitalized institution
that is becoming increasingly involved in the national decision making process. Regional and
local parliaments are also being vested with greater authority under the new decentralization
laws. Further legislative reform and capacity building at all levels is needed to make this branch
of government effective in'the new democracy.

Corporate Debt Restructuring — Progress on this issue has been very slow. Until the problem is
adequately addressed the economy will not be able to achieve its potential.

Banking Reform — The banking system is still effectively dysfunctional. The recapitalization
scheme is tremendous drain on state resources. The revitalization of this sector is critically
important in the process of restarting the economy.

Social Safety Net ~ In the process of making the sweeping changes in government and reforming
the economy, there will continue to be dislocations. These must be mitigated by a social safety
net that protects the most disadvantaged members of the society.

In all of these areas US assistance can play a vital role in supporting the progress towards
democratization and reform. US funded technical advisors in government, civil society and the
private sector have proven to be very effective. Their continued presence and increased support
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will support Indonesia’s goal of becoming a vibrant democracy with a strong economy.

The most important thing that the United States can do however is give the Indonesian
government and its legislative branch is time and understanding. These two things will enable the
United States to be an active supporter of democracy in this crucial part of the world.

AmCham Indonesia and its members are working with the government and civil society to
support the process of reform and democratization in Indonesia. We look forward to working
with Congress to support this critical process.
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Question for the Record Stanley O. Roth
By Congressman Douglas Bereuterx
Joint Hearing of the Senate Subcommittee on East Asian and
Pacific Affairs
and the House Subcommittee on Asia and the Pacific
February 16, 2000

Question:

1. What are the prospects that the majority in Acsh will find
autonomy acceptable? Is there any sign that the armed
separatist movement there is waning and losing public support
or conversely that it is gaining strength? Is it possible
that the Aceh Merdeka movement could win de facto political
and military control of Aceh?

Answer:

We believe there is currently a window of opportunity for the
Indonesian government to pursue a broad-based negotiated
settlement with Acehnese representatives. We have encouraged
the Wahid administration to craft a comprehensive agreement
addressing governance, resources, accountability, cultural
autonomy, and security issues. It is unclear if an offer of
"autonomy", without these other elements, would address the

grievances or satisfy the needs of a majority of the Acehnese

people.

Recently the influence‘and aﬁthcrity'of the Aceh Merdeka
movement (GAM) appears to have waned from.its high point late
last year. This is due to a nﬁmber cf factors, including a
stepped up Indonesian security posture, the diplomatic

overtures of President Wahid, and the reported participation
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of some GAM members in criminal activities -- which has

alienated many Acehnese.

The Aceh Merdeka movement is not necessarily in permanent
decline, and could easily regain strength in the future --
especially if the Indonesian government fails to seize the
opportunity and credibly address the core Acehenese
grievances. While it is not inconceivable that GAM could gain
de facto control‘of the province, we do not presently see this

as a likely development.
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Question for the Record Stanley O. Roth
By Congressman Douglas Bereuter
Joint Hearing of the Senate Subcommittee on East Asian and
Pacific Affairs -
and the House Subcommittee on Asia and the Pacific
February 16, 2000

Question:

2. Does the Wahid government have a political strategy for
dealing with separatist demands for independence? Might it
adopt in Aceh, former President Habibie's detailed plan for
autonomy  for East Timor?

Answer:

President Wahid has declared that he will pursue a political
rather than militafy approach toward separatist challenges,
including Bceh. Wahid has opened channels to various
constituencies in Aceh, using his own personal and religious
connections, as well as the separatist leadership in exile.
Wahid's efforts in Aceh have showed signs of progress, at
least provisionallyr The situation on the ground in Aceh,
which was in crisis in November, has grown less dire, although
the level of violence remains high. It is clear that any
permanent political settlement must be compreﬁénsive and
address the full range of Acehnese grievances. These include
gilving Acehnese greater control over peolitical and economic

decision-making affecting the province.

We do not have information that the Government of Indonesia is

considering :an autonomy package like the one offered to East
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Timor. We understand the Governwent is contemplating a range
of autonomy options in accordance with the People's
Consultative Assembly's (MPR) decree to craft speclal autonowmy
packages for Aceh and Papua. We do not foresee a process
similar to that in East Timor last year playing itself out in
either Aceh or any other region in Indonesia. Bast Timor was
not considered under international law to be a part of
Indonesia, and the Government of Indonesia invited
international involvemen£ in the question of its future
status. This is not thé case in regions of Indonesia facing

separatist challenges, including Aceh.
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Question for the Record Stanley O. Roth
By Congressman Douglas Bereuter
Joint Hearing of the Senate Subcommittee on East Asian and
Pacific Affairs -
and the House Subcommittee on Asia and the Pacific
February 16, 2000

Question:
3. There are reports of arms and supplies flowing to Aceh
Merdeka through Malaysia and southern Thailand. Other reports
indicate that Aech Merdeka has received arms and training from
radical states like Iran and Libya. What can you tell us
about this?
Answer:
We have no evidence of any training or arms received from
Iran. However, during the late 70s and continuing through the
80s, Libya reportedly supported the Free Aceh Movement (GAM)
through its links with GAM's exiled leader, Hasan di Tiro, and
may have provided military training to dozens --- or hundreds,
according to some reports -- of young Acehnese. There are
also sketchy reports of arms shipments from Libya during

roughly the same period, but these are difficult to

corroborate.

We understand that most of GAM's arms were likely stolen or

bought from the Indonesian army, not procured overseas.

President Wahid has met twice with Prime Minister Mahahtir for
talks that included the subject of Aceh. The Malaysian Prime

Minister has made clear that his government supports the
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territorial integrity of Indonesia and does not support the
Aceh independence movement. There has been one recent report
that the Malaysian Government has arrested several indiwviduals

involved in arms smuggling to Aceh.
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Question for the Record Stanley O. Roth
By Congressman Douglas Bereuter
Joint Hearing of the Senate Subcommittee on East Asian and
Pacific Affairs
and the House Subcommittee on Asia and the Pacific
February 16, 2000

Question:
4. Tt has been reported that the IMF opposes a federal system
because the central government would lose some control of
finances to the provinces. If this is the IMF position, does
the administration support it? What discussions has the
Administration had with the IMF on this issue?
Answer:
We understand that the IMF does not oppose a federal system.
It is, in fact, working with the Government of Indonesia to
create the information and budgetary infrastructure and
training programs necessary for provinces to plan and manage
their own budgets. The concern of the IMF and other
international donors is that Indonesian provincial authorities
have in place the personnel-and systems to effectively manage
their budgets before budgetary authority devolves from the
central government. It also remains to be neébtiated
precisely which types of expenditures will be the

responsibility of federal versus provincial government and how

revenues will be divided.
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Question for the Record Stanley O. Roth
By Congressman Douglas Bereuter
Joint Hearing of the Senate Subcommittee on East Asian and
Pacific Affairs .
and the House Subcommittee on Asia and the Pacific
February 16, 2000

Question:
5. What is the status of the IMET program in Indonesia? E-
IMET? Have DoD JCET (Joint Combined Education and Training)
programs resumed in Indonesia? If so, under what conditions?
Answer:
U.8.-Indonesia military-to-military relations have been
restricted for years because of U.S. concerns about human
rights abuses under the regime of former President Soeharto.
Among the restrictions, Indonesian military officers could not
participate in the regular IMET program and were limited to
the narrower E-IMET curriculum, which emphasized resource
management, military justice systems, military codes of
conduct, civilian control of the military, and the protection
of human rights. - DoD JCET programs in Indonesia were also
frozen in early 1998 when additional abuses by Indonesian

military (INI) units came to light. They have not been

regumed.

In September 1999, President Clinton suspended the already-
regtricted U.8.-Indonesia military-to-military relations,
including initiating new training under E-IMET. Some former

E-IMET students who were in the U.S. when the suspension was
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anncunced have been allowed to complete their studies using

non-IMET funds. Legislation (section 58% of the FY 2000

Foreign Operations Appropriations Act as enacted in the.

Congolidated Appropriations Act for FY 2000 (PL 106-1113 - the

"Leahy Amendment™") also conditions resumption of IMET or E-

IMET with Indonesia. The U.S. has not initiated any IMET,

IMET programs in FY 2000, nor conducted DoD JCET programs

Indonesia since they were frozen in 1998.

The Administration will continue to consult with Congress
determine when it would be appropriate to resume training
Indonesian military personnel. Any plan for reengagement
the Indonesian military will be developed in response to
concrete changes in the situation in Indonesia, including

continued progress toward effective civilian control over

B~

with

to

of

with

the

military and general military reform. Any reengagement would

be designed to belster positive trends in these areas.
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