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CHAPTER I 

INTRODUCTION 

 

The first chapter of the thesis will be divided into five sections: background; 

research questions; research objectives; research contributions; and organization 

of thesis. This chapter aims to introduce the readers regarding the topic of thesis. 

The thesis provides brief introduction, built from the 2008 Global Financial Crisis 

to the involvement of ADB within Indonesia. 

 

1.1 Background 

Prior to the second direct presidential election 2009 in Indonesia, the world 

experienced a Global Financial Crisis (GFC) in 2008, which initially began in US 

subprime mortgage market. The crisis immediately spread globally and it brought 

negative effects to countries, including Indonesia. Scholars had emphasized that 

the impact of the crisis on the Indonesian economy was relatively limited 

compared to other countries in the ASEAN region, such as Singapore, Malaysia, 

and Thailand due to strong domestic demand rather than its dependency on 

export.1 Since the impacts not yet taken place until in the fourth quarter of 2008, 

Indonesia could not underestimate the situation as it was experiencing both 

economic and political changes within the country. Hence, it is vital to understand

																																																								
1 Muhammad Chatib Basri, “A Tale of Two Crises: Indonesia’s Political Economy,” JICA-RI 
Working Paper No. 57 (March 2013): 3-16. [e-journal] https://jica-
ri.jica.go.jp/publication/assets/JICA-RI_WP_No.57_2013.pdf (accessed 23 August 2015). 
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the correlations between these events; how the political economy of international 

events could bring crucial impacts to the political economy of domestic affairs, 

and vice versa. 

 

In times of crisis such as this, developing countries rely on Multilateral 

Development Banks (MDBs) that offer policy advice and technical assistance. 

Multilateral Development Banks (MDBs), like the World Bank and the Asian 

Development Bank (ADB), are publicly financed institutions that are responsible 

for setting the development agenda of their member countries. The Asian 

Development Bank regards itself as a multilateral finance institution that is 

dedicated to the realization of development and reduction of poverty in Asia and 

the Pacific. From its establishment in December, 1966, the Bank is now owned by 

62 members, majority of which are mostly from the region.2 The dependency 

towards MDBs is also vital to the political economy of a country. Such MDBs has 

a role in facilitating communication and policy synergies between affected 

countries. By doing that, MDBs put “pressure” to its member countries in 

implementing certain rules and requirements that have to be met in the coming 

years of membership. Nevertheless, if a country were to implement these rules 

and requirements, there would be consequences facing the political economy of 

domestic affairs of a country. 

 

																																																								
2  Dorothy Guerrero (ed), A Handbook on the Asian Development Bank: The ADB and Its 
Operations in Asia and the Pacific Region, (Essen: Asienstiftung, 2003), 3-4. 
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In 2009, the direct presidential election had taken place and the people of 

Indonesia had re-elected Susilo Bambang Yudhoyono as president for another 

five years. Therefore, with GFC threaten the country, under his second 

administration, President Yudhoyono and his cabinet must formulate the best 

policy strategy possible to recover the economy from the crisis, as well as the 

policy strategy that would be implemented for the next five years of his 

administration. Moreover, political changes also could not be neglected as the 

previous administration replaced by the new one. Political factor during this 

period was strong between the President’s coalition in sharing cabinet seats and 

opposition parties that tried to control the parliament as much as possible. In other 

words, not only economic change is expected, but also political change. 

 

During the ten years of his administration, President Yudhoyono’s economic 

system adopted economic liberalization based on market-oriented mechanism. 

Market-oriented mechanism requires state’s role solely as a regulator, not as an 

actor that plays within the market. In other words, state does not interfere the 

market. In the opening remarks entitled “Accelerating the Wheels of the 

Indonesian Economy” by President Yudhoyono at the opening of the 14th Meeting 

of the Consultative Group on Indonesia, at Istana Negara, Jakarta January 19, 

2005, then added he would be implementing the Indonesian economic policy-

making strategy by using what he called “Triple Track Strategy” in order to 
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promote prosperity, which are pro-growth, pro-employment, and pro-poor.3 In 

2009, he added the fourth pillar to his strategy, which is pro-environment.4 

 

Furthermore, in order to promote economic liberalization President Yudhoyono 

was gradually integrating domestic economy with global economy through 

international economic forums or institutions, such as ADB. ADB is one of key 

partner that has an important role in developing different sectors throughout 

Indonesia. On the other end, Indonesia is by far the biggest borrower and the 

seventh biggest shareholder from ADB since joining the bank, thus, both ADB 

and Indonesia have important role to each other and both have taken advantages 

through this long-lasting partnership. Moreover, Indonesian dependency towards 

ADB increased in times of crises, such as in 2008. ADB played an important role 

in helping Indonesia towards domestic economic recovery through its additional 

loans; outside from its annual loans for developing programmes and projects. As 

of 2008, Indonesia has received 297 loans worth $23.5 billion and 498 technical 

assistance projects worth $276.6 million. In the period 2000-2007, the average 

annual lending of ADB to Indonesia around $700 million, even in 2008, ADB lent 

$1.085 billion.5 President Yudhoyono was very aware of this, thus, he wanted to 

																																																								
3 Susilo Bambang Yudhoyono, Transforming Indonesia: Selected International Speeches with 
Essays by International Observers, (Jakarta: Office of Special Staff of the President for 
International Affairs, 2005), 153-160. 
4 Susilo Bambang Yudhoyono, “Indonesia dan Persaingan di Pentas Global,” Analisis CSIS, Vol. 
40, No. 3 (September 2011): 267. 
5 “Presiden Harapkan Pertemuan ADB Jadi Solusi Resesi,” Antara News, 4 May 2009, in 
Kementerian Sekretariat Negara Republik Indonesia. [online] 
http://www.setneg.go.id/index.php?option=com_content&task=view&id=3617 (accessed 18 
September 2015). 
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keep enhancing partnership with the bank, especially in times of crises such as 

this. 

 

Politically, ADB would not give loans to Indonesia freely; there are certain 

expectations and requirements that are needed to meet. For instance, noted that 

both Indonesian economic liberalization strategy and ADB’s involvement in 

economic recovery to work properly requires good governance. There are six 

good governance indicators, which are voice and accountability, political stability 

and absence of violence, government effectiveness, regulatory quality, rule of law, 

control of corruption.6 For ADB, good governance is its ideology that then 

emphasized more on four essential elements, which are accountability, 

participation, predictability, and transparency; thus, it is also expected in its 

member countries.7 For President Yudhoyono, Indonesia urgently needed good 

governance not only for his economic policy-making strategy to work, but also to 

balance his administration’s supremacy in the domestic politics, especially from 

People’s Representative Council (Dewan Perwakilan Rakyat or DPR). Hence, in 

order to do that, President Yudhoyono needed ADB’s involvement as an 

international economic institution within the country by urging Indonesia to apply 

good governance within the country. 

 

																																																								
6 Daniel Kaufmann, Aart Kraay, Massimo Mastruzzi, “The Worldwide Governance Indicators: 
Methodology and Analytical Issues,” WGI Draft Policy Research Working Paper (September 
2010): 3. [e-journal] http://info.worldbank.org/governance/wgi/pdf/WGI.pdf (accessed 4 
September 2015). 
7 Edy Suandi Hamid, Dinamika Ekonomi Indonesia, (Yogyakarta: UII Press, 2012), 31. 
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Nevertheless, President Yudhoyono’s decision towards the implementation of 

economic policy-making strategy, as well as the continuation of partnership with 

ADB cannot be separated from political dimension behind it. The study of 

International Political Economy (IPE) is concerned on the interaction between 

states, both national and transnational. It puts its focal point in trying to find 

section in high level (or first tier) debate between political and economy; between 

state and market, to which the political security of the state is to pursue power 

whilst the economy of the market is to pursue wealth. Furthermore, economic and 

political factor are always affecting each other, thus, the approach taken by the 

writer is political economy analysis. 

 

It is also important to focus the time period during President Yudhoyono’s second 

term (2009-2014) to be able to analyze the political implications of the economic 

policy-making strategy in response to the 2008 GFC and also the economic 

policy-making for his second term due to its importance to each other. The time 

period chosen is also a close reminder for what happened with New Order regime 

during 1997/1998 Financial Crisis and how the effects hit Indonesia’s economic 

and political affairs; in which economic crisis are important in the process of 

economic liberalization, not simply because they may weaken coalitions that 

oppose liberalization (although this is crucial), but also because they may 

strengthen coalitions that support liberalization.8 Further, both economic and 

political reform is inevitable. Hence, such global economic crisis might bring 

																																																								
8 Andrew Rosser, The Politics of Economic Liberalisation in Indonesia: State, Market, and Power, 
(Richmond: Curzon Press, 2002), 10. 
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domestic economic changes, and economic changes leads to political changes 

within the country. 

 

1.2 Research Questions 

In order to limit the scope of the research, the writer has formulated the research 

questions, as follows: 

1. What is the background information of Indonesia and Asian Development 

Bank partnership that leads to economic liberalization? 

2. To what extent does ADB promote economic liberalization in Indonesia? 

3. To what extent does the political pressures hinder or slow down the 

process of economic liberalization? 

 

1.3 Research Objectives 

Basing on the formulation of the research questions above, therefore, the research 

objectives are: 

1. To understand the background information in regards to the partnership; 

2. To analyze the process of economic liberalization in Indonesia through 

ADB partnership; 

3. To analyze the political dimension of ADB’s involvement during the 

second period of President Yudhoyono’s administration. 

 

1.4 Research Contribution 

Through the completion of this thesis, the writer hopes this research will: 
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1. give a comprehensive and updated analysis regarding the development of 

Indonesia and the connection between its domestic and international 

affairs. More specifically, as the focal point of the research, the correlation 

between Indonesia’s domestic state of affair (both political and economic 

sector) with MDBs (ADB); 

2. serve as a useful contribution to the study of political economy as it is the 

approach used by the writer in conducting the research, as well as to the 

academic world, which focuses on the study of Indonesia, both its 

domestic and international affairs; 

3. serve as a part of her devotion to this nation’s bright future leaders by 

critically analyzing Indonesia’s current state of affairs through scrutinized 

datum to support the arguments. 

 

1.5 Organization of Thesis 

This research entitled, “The Political Economy of Indonesia and Asian 

Development Bank Partnership towards Economic Liberalization During 

President Susilo Bambang Yudhoyono’s Second Administration (2009-2014)”, 

will be classified into the writing systematics as below: 

 

CHAPTER I – INTRODUCTION 

 

The first chapter of the thesis will be classified into five sections. First, the 

background and brief explanation regarding the economic policy-making strategy 
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implemented, the importance of ADB, and its relations to each other. Second, the 

research questions that has been formulated as the framework in conducting the 

research, which aim to be discussed in chapter IV and answered in chapter V. 

Third, the objectives of conducting the research. Fourth, the contributions of the 

research that the writer hoped the thesis will be. Fifth, the chapter is ended with 

the writing systematics. 

 

CHAPTER II – CONCEPTUAL FRAMEWORK 

 

Chapter two is the conceptual framework, which will be classified into three 

sections, with the second section will be divided once again into three sections. 

First, literature reviews from various sources, including books, journals, working 

papers from various institutions and scholars. Second, the applicable theories in 

line with political economy study, which will be used throughout as the 

framework in conducting the research and explaining the result from the research. 

Third, model of analysis for this research. 

 

CHAPTER III – METHODOLOGY OF RESEARCH 

 

Chapter three will be discussing the scope of research, method taken in 

conducting the research, type of data used, technique in collecting the data, data 

analysis technique used in the research, and limitation of research. 
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CHAPTER IV – DESCRIPTION AND ANALYSIS 

 

Chapter four will be divided into four sections: (1) the background information on 

Indonesia and ADB partnership that leads to economic liberalization; (2) the role 

of ADB in promoting economic liberalization in Indonesia; (3) the political 

dimensions of economic liberalization; (4) discussion on theory implication and 

comparison of the research results with past researches. The chapter will be 

discussing the result of the research by analyzing it comprehensively by providing 

relevant data to provide an in-depth understanding of the research questions 

through political economy analysis. 

 

CHAPTER V – CONCLUSION AND RECOMMENDATIONS 

 

Chapter five is the last chapter of the thesis, will be explaining the conclusion 

taken from the analysis description in the previous chapters. The conclusion is the 

answer of the research questions. 




