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THE NATURAL RESOURCE CURSE AND DEVELOPMENT: THE EXPERIENCES OF NIGERIA AND INDONESIA


Studies have shown that developing countries with abundant natural resources tend to grow more slowly than resource-poor countries [Perkins, et. al., p. 70].  This seems counterintuitive, but analysts have proposed at least three avenues through which the presence of natural resources might impede economic progress [Birdsall and Subramanian, pp. 80-82].


First of all, the prices of natural resources on world markets tend to be volatile.  Thus, when a country is heavily dependent on the production of natural resources, its economy lives and dies with changes in resource prices.  Employment and incomes are high when resource prices increase but economic performance falters when prices fall.  Governments are often complicit in this dangerous “boom-and-bust” cycle.  Government spending on infrastructure, education, and welfare increases, often dramatically, when resource prices do, and falls precipitously when resource prices decline.  This creates disruption and hardship. For example, projects to improve transportation and communication infrastructure are begun when resource prices are high but are left unfinished or allowed to deteriorate when prices decline.  Education systems are expanded when high resource prices leave the government flush with revenues but schools are under funded when prices fall, and so on.


Second, economies that are dependent on natural resources are prone to “Dutch Disease.”  This phenomenon is named for the experience of the Dutch economy in the 1960’s.  After natural gas was discovered in the North Sea, increased production of gas “crowded out” other activities.  Essentially countries experiencing “Dutch Disease” find that resources shift into the booming natural resource sector resulting in decreased production in other sectors particularly manufacturing and agriculture.  In addition, an appreciation of the real exchange rate often exacerbates the phenomenon by making domestic products more expensive on international markets.  This depresses domestic export industries.


Third, natural resources yield “rents,” rewards in excess of effort and productivity.  These can accrue to either governments or private individuals, depending on ownership patterns.  The desire to acquire these rents can interfere with effective governance, precipitate corruption, discourage productive investment, and exacerbate regional, ethnic, and political conflicts.


Not all countries that have abundant natural resources experience the above phenomena.  Some have used their resource wealth to jump-start the process of development.  The experiences of Nigeria, which has stagnated despite its oil wealth, and of Indonesia, which developed rapidly on the foundation of its oil, provide a laboratory to explore the impact of the natural resource curse and how it can be avoided.

A.  THE NATURAL RESOURCE CURSE EXPERIENCED: A CASE STUDY OF NIGERIA




1.
Background on Nigeria.

Nigeria is the most populous country in Africa. It contains between 250 and 400 ethnic groups speaking about 400 languages.  Various regions are defined by different dominant ethnic groups.  The Hausa predominate in the north, the Nupe and Tiv in the middle regions, the Yoruba in the southwest, and the Ibo (or Igbo) in the southeast.  Regions are also divided by religion.  The far north is primarily Muslim and the south contains a large number of Christians. [Federal Research Division, Library of Congress, pp. xxv-xxvi]. 

Nigeria received its independence from Britain in 1960.  Since then, the political landscape has been marked by instability, ethnic and regional strife, and coups.  Table 1 presents the basic characteristics of the federal leadership since independence. Worth noting are the alternating civilian and military governments with a coup a common means of change in leadership.

	TABLE 1

NIGERIAN LEADERS SINCE INDEPENDENCE

	Name
	Period in Power
	Type of Government
	Reason for Losing Office

	Nnamdi Azikwe
	1960-66
	Civilian
	Coup

	Johnson Aguiyi-Iransi
	1966
	Military
	Coup

	Yakubu Gowon
	1966-75
	Military
	Coup

	Murtala Muhammed
	1975-76
	Military
	Assassinated

	Olusegun Obasanjo
	1976-79
	Military
	Called elections and retired

	Shehu Shagari
	1979-83
	Civilian
	Coup

	Muhammedu Buhari
	1983-85
	Military
	Coup

	Ibrahim Babangida
	1985-93
	Military
	“Stepped aside”

	Ernest Shonekan
	1993
	Civilian
	“Resigned”

	Sani Abacha
	1993-98
	Military
	Died in office

	Abdulsalami Abubakar
	1998-99
	Military
	Called elections and retired

	Olusegun Obasanjo
	1999-
	Civilian
	Served maximum of two terms

	Umaru Yar’Adua
	2007
	Civilian
	Elected 2007


Source: The Economist 2000, p. 4 and U.S. Department of State 2008, p.7
In May 1999, sixteen years of military rule ended when an interim government under a former general, Abdulsalami Abubakar, took over after the death of the brutal dictator, Sani Abacha.  Abubakar promised to call elections, and to the surprise of many observers, did so.  In May 1999, Olusegun Obasanjo was sworn in as Nigeria’s first democratically elected president since 1983.  [The Economist 2000, p. 3].  He was reelected in 2003. 
2.
The Nigerian Economy and the Role of Oil.

On the eve of independence from Britain in 1960, agricultural output in Nigeria was about 65% of total output and its major exports were also agricultural. [Metz, p. 174].
In the 1960’s, oil was discovered in the Niger River delta of Nigeria.  In 1973 and again in 1979, the world price of oil exploded.  These oil booms transformed the Nigerian economy so that in fairly short order the petroleum sector dominated.  By the mid- 1970’s, oil accounted for over 90% of exports (Alan Gelb and Associates, p. 250) and was responsible for 70 to 80 percent of government revenues (Alan Gelb and Associates, p. 240).  The rising price of oil allowed rapid increases in federal government spending on transportation and communications infrastructure and on education.  The government also launched a massive drive to encourage universal primary education [Alan Gelb and Associates, p. 243].  Estimates indicate that Nigeria’s capital stock grew at an average of 14% per year between 1973 and 1980 [Xavier Sala-i-Martin and Arvind Subramanian, p. 14].


The acquisition of additional physical and human capital made possible by the oil booms of the 1970’s should have helped the Nigerian economy move onto a path of sustained growth and development.  However, the Nigerian economy has progressed unevenly at best.  Table 2 provides some basic indicators on material and social welfare to support this.

	TABLE 2

BASIC DEVELOPMENT INDICATORS

	
	1970
	1980
	1990
	Latest year

(in parentheses)

	PPP GDP per Capita 
	$255.96
	$893.92
	$983.04
	$826.47 (2000)

	Life Expectancy at Birth
	
	46
	52
	45 (2002)

	Male Adult Literacy Rate
	
	59
	
	74 (2002)

	Female Adult Literacy Rate
	
	38
	39
	59 (2002)

	Gross primary school enrollment rate
	37
	104
	75
	96 (2002)

	Gross secondary school enrollment rate
	27
	22
	19
	--


Source: World Bank and Penn World Tables 6.1.

GDP per capita has clearly increased since 1970.  However, in 2000 it was lower than in 1990, indicating that Nigeria has not been able to sustain increases in average living standards.  In addition, life expectancy at birth, an indicator of health, has been virtually unchanged since 1980.  Further, efforts to increase access to education have had uneven results.  Both male and female literacy rates have improved.  Primary school enrollment has increased since 1970, but not consistently.  Secondary school enrollment has actually fallen since 1970.


As a first approximation, the increased resources, especially physical capital, did not translate into sustained increases in living standards because these resources were not productively used.  A crude growth accounting exercise provides support for this.  As table 3 illustrates, 87% of the growth of GDP between 1965 and 2002 was due to the growth of inputs (labor and capital).  Only about 13% was due to growth of total factor productivity (TFP), which is growth that cannot be explained by increases in the amounts of labor and capital, and therefore largely results from how productively labor and capital are employed.

	TABLE 3

DECOMPOSITION OF GROWTH OF NIGERIAN GDP (1965 – 2002)

	Growth of GDP due to:
	Percentage Points
	Share of GDP Growth

	     Growth of labor
	1.62
	44.6%

	     Growth of physical capital
	1.54
	42.4%

	     Residual (Growth of TFP)
	0.47
	12.9%

	Growth of GDP
	3.63
	100.0%


Based on data from the World Bank and author’s calculations.

A similar decomposition of the 6.9% GDP growth rate during the period 1965 to 1980, which includes the 1970’s oil boom, shows that TFP was actually negative.  Digging deeper, one can argue that oil itself is the root of the problem.  In fact, Nigeria illustrates quite clearly the above-listed three reasons why resource-rich economies experience difficulty translating their natural wealth into sustained growth. 


2.1.  Volatile Resource Prices and Volatile Economic Performance.

Between 1973 and 1990, overall production and incomes in Nigeria were very volatile as indicated by the Figure 1 below which shows yearly changes in real GDP.

[image: image2.emf]FIGURE 1

Annual Percentage Change in Nigerian 

Real GDP

-10

0

10

20

1973197519771979198119831985198719891991

(Source: World Bank, World Tables 1995)



There is little question that the volatility of oil prices is one of the primary reasons for the volatility of the Nigerian economy.  Table 4 contains information for various Nigerian macroeconomic indicators during 1979 – 81 when oil prices were rising and during 1981 – 84 when oil prices were declining.  This allows a comparison of the performance of the economy during the oil boom of 1979 – 81 and during the subsequent oil “bust” of 1981 – 84.  

	TABLE 4

THE PERFORMANCE OF THE NIGERIAN ECONOMY DURING OIL BOOMS AND OIL “BUSTS” RELATIVE TO THE MEAN PERFORMANCE OF 6 OIL EXPORTERS*

	
	1979 – 1981

(Rising oil prices/ oil boom)

Figures expressed as percentage of non-oil GDP
	1981 – 84

(Falling oil prices/oil “bust")

Figures expressed as percentage of non-oil GDP

	
	Nigeria
	6 Oil Exporters*
	Nigeria
	6 Oil Exporters*

	Domestic oil windfall
	21.9
	23.3
	-10.2
	-8.1

	Private Consumption
	4.1
	4.1
	-2.4
	-1.6

	Public Consumption
	5.6
	3.9
	-1.8
	-1.1

	Investment
	12.1
	8.4
	-16.7
	-5.7

	Non-oil Growth Rate
	
	
	-5.6
	0.0

	* Algeria, Ecuador, Indonesia, Nigeria, Trinidad and Tobago, Venezuela


Source: Gelb and Associates, pp. 64-65 and 126.

Each figure in Table 4 is expressed as a percentage of non-oil GDP.  The domestic oil windfall estimate in the first column indicates that during the oil boom of 1979-81 higher oil prices resulted in extra income equal to 21.9% of non-oil GDP.  During this period, private and public consumption were both higher than they would have been without the oil windfall, and investment was much higher.  Indeed, Nigerian investment increased faster than the mean of 6 other oil exporting nations during the same period (see the second column of Table 4).  The third column tells us that falling oil prices in the period 1981 – 84 “took away” income totaling 10.2% of Nigeria’s non-oil GDP.  During this period, consumption and investment were lower than they would otherwise have been and, the negative growth rate for the non-oil sector indicates that sectors other than oil also contracted substantially.  Further, the last column indicates that the performance of the Nigerian economy during this period was worse than the average performance of 6 oil exporters.  Thus, the Nigerian economy appears to be directly tied to the behavior of the world oil market: the economy expands rapidly when oil prices rise and contracts precipitously when they fall.

2.2. “Dutch Disease.”

Resource abundant economies are vulnerable to so-called “Dutch Disease” which occurs when the expansion of the resource sector is accompanied by precipitous declines in the other “tradable goods” sectors of the economy, particularly agriculture and manufacturing.


Prior to the discovery of oil, agriculture was the dominant sector of the Nigerian economy. Before 1973, agriculture accounted for more than 40% of GDP [Federal Research Division, Library of Congress, p. 164]. Table 5 shows an index of agricultural output per capita with a base period of 1969-72.  Agricultural output in general, and food output in particular, declined during the oil boom years of the 1970’s and early 1980’s when oil production came to dominate the economy.  This contrasts with the rest of the developing world where agricultural and food production were higher in 1982-83 than in the base period of 1969 – 72. 

	TABLE 5

THE PERFORMANCE OF NIGERIAN AND DEVELOPING WORLD AGRICULTURE: 1969 - 83

	Index of Output per Capita

	
	1969 - 72
	1974 - 78
	1979 - 81
	1982 -83

	Nigeria
	
	
	
	

	  Agriculture
	100
	91
	91
	84

	   Food
	100
	92
	92
	85

	Developing World
	
	
	
	

	  Agriculture
	100
	103
	105
	104

	   Food
	100
	104
	106
	106


Source: Gelb and Associates, p. 89.

 
In addition, Nigeria’s most important exports before the discovery of oil were items like cocoa and palm oil.  Table 6 indicates that between 1973 and 1981, the volume of all these exports declined.  Exports of cocoa and rubber in 1981 were approximately one half of their 1973 levels. Exports of palm kernels were two-thirds of their 1973 levels, but this was after a substantial increase in 1981 compared with 1980. Exports of groundnuts fell to zero. The real value of all non-oil exports declined by almost 75%.

	TABLE 6

NON-OIL EXPORT PERFORMANCE

	
	1973
	1974
	1975
	1976
	1977
	1978
	1979
	1980
	1981

	Volume

	   Cocoa
	214
	194
	175
	219
	168
	192
	218
	187
	108

	   Palm kernels
	138
	186
	171
	272
	186
	57
	51
	50
	92

	   Rubber
	49
	61
	61
	34
	28
	31
	34
	31
	24

	   Groundnuts
	199
	30
	5
	2
	0
	0
	0
	0
	0

	Total Non-Oil Exports (mil. of 1975 naira)
	549
	578
	350
	343
	366
	375
	360
	270
	141


Source: Gelb and Associates, p. 250.


A number of factors can be posited to explain the precipitous decline of Nigeria’s agricultural sector and of the “traded goods” sectors of the economy in general.  First of all, its development strategy was strongly biased toward the urban sector and thus emphasized expansion of non-traded goods industries like construction and education at the expense of agriculture.  Second, unlike some developing countries, Nigeria did not have a surplus of labor in the rural areas.  Thus, as rural workers were increasingly drawn to urban employment, there were not enough workers left behind to pick up the slack, resulting in a decline in agricultural output. [Gelb and Associates, p. 91].  Third, Nigeria was unable to implement programs and policies that could have improved agricultural productivity.  Whereas some countries like Indonesia were able to introduce “Green Revolution” technologies such as high-yielding and disease-resistant varieties of rice, improved varieties of the main Nigerian crops were not available.  Further:


The inefficiency of input distribution systems (notably for fertilizer) and the lack 

of a good extension service were serious problems.  These, in turn, reflected the lack of urgency that successive governments assigned to the development of agriculture, especially among smallholders. 
[Gelb and Associates, p. 253].

Finally, an appreciation of the real exchange rate may have reduced the competitiveness of Nigerian products, mainly agricultural, on international markets resulting in a decline in Nigerian exports of agricultural goods.  
The real effective exchange rate is defined as:


Nigerian Consumer Price Index
        =  Average Price of Nigerian Products


Foreign Price Index x exchange rate

 Average Price of Foreign Products

The denominator is composed of trade-weighted price indices of Nigeria’s major trading partners converted to naira at average exchange rates.  Thus, changes in the ratio indicate what happens to the average price of Nigerian goods and services relative to the average price of products from foreign countries.  If the real effective exchange rate increases (i.e. there is a real appreciation of the naira), Nigerian products become more expensive relative to foreign products relative to foreign products.  When this happens, a nation may find that its exports to other countries decrease.  Table 7, which shows an index that tracks the movement of Nigeria’s trade weighted real effective exchange rate between 1970 and 1984, indicates that this may have happened to Nigeria.

	TABLE 7

NIGERIAN REAL EFFECTIVE EXCHANGE RATE MOVEMENTS: 

1970 – 84 (1970 – 72 = 100)

	
	1970-72
	1974-78
	1979-81
	1982-83
	1984

	Nigeria
	100
	129.4
	162.6
	194.2
	287.3


Source: Gelb and Associates, p. 79.

According to the data in the table, the naira appreciated by almost 200% in real terms during the period, making Nigerian products substantially more expensive relative to foreign products.  Not surprisingly, Nigerian non-oil exports decreased.  Since Nigeria’s traditional exports are agricultural, the real appreciation was potentially a major factor in the decline of the agricultural sector.


2.3.  Oil, Institutions, and Corruption.

Relatively recently, economists have recognized the importance of institutions in facilitating economic growth and development.  In research on economic development, institutions usually refer to the “degree of property rights protection, the degree to which laws and regulations are fairly applied, and the extent of corruption.” [Edison, p. 36]. Economists have established theoretical links, increasingly supported by empirical evidence, between the nature of a nation’s institutions and how fast it grows.  For example, one of the pre-requisites of sustained investment is a set of institutions that protect and enforce property rights.  Citizens will be loath to save and invest if they cannot control the returns they earn.  Similarly, where institutions operate on a foundation of corruption, the efficiency of resource use can be reduced.  For example, when government officials control access to productive resources and are susceptible to bribery, they are likely to assign resources to those who pay the highest bribes, not necessarily to those that will utilize the resources most efficiently.


The existence of oil or other natural resources can exacerbate the growth-retarding tendencies of weak institutions. Birdsall and Subramanian [pp. 81 – 82] explain that oil windfalls are rents, rewards in excess of effort.  They are like “manna from heaven” to those who are able to acquire them.  Oil windfalls thus create an easy pool of funds that can grease the wheels of corruption.  In addition, since wealth is automatically created by the oil windfalls, investment may not appear to be necessary and thus the government may not adequately enforce property rights. Further, when governments are able to appropriate oil windfalls, the state is relieved of pressure to tax.  The country’s citizens, because they are not taxed, have no effective mechanism by which to hold government accountable.  This can lead to abuse of power and further corruption.  Finally, vicious fights over the distribution of the windfalls can result in or at least contribute to political instability.


Perhaps the main reason for the failure of the Nigerian oil wealth to transform the economy and foster sustained growth lies here: Nigerian institutions were not up to the task of managing the oil windfalls in a manner to promote growth and benefit society at large. “The whole Nigerian political system, built up in a series of unfortunate steps over the past 40 years, tends to encourage corruption” [Economist 2000, p. 6].  Nigeria’s corruption is famous (or infamous).  Indices of corruption around the world typically list Nigeria among the most corrupt [Economist 2000, p. 6].


The oil booms of the 1970’s swelled the government coffers very quickly.  Given the government’s penchant for corruption, it is not surprising that the oil windfall was not well-spent.  Much of it found its way into the private bank accounts, many held outside Nigeria, of its rulers and their friends.  This was accomplished by various means such as setting up dummy corporations through which to launder money and padding contracts.  The last dictator, Sani Abacha, apparently made little attempt to disguise his theft and more or less grabbed the funds directly from the Treasury and transferred them directly to his bank accounts.  Nigerian newspapers estimate that tens of billions of dollars were stolen by Nigeria’s military rulers over the years. [Economist 2000, p. 6].


The government oil revenues were not all directly stolen by Nigeria’s leaders.  Large portions were invested by the government in massive projects, reflected in the large increase in investment in Table 4.  However, poor choices and corruption doomed many of these projects to failure.  In the 1970’s, the government decided to build a steel industry so that Nigeria could become the Japan of Africa.  It was promised that “steel mills would turn local coke and iron ore into shiny metal, which would then be used to build railways” [Economist 2000, p. 6].  Despite $8 billion spent, the Ajaokuta steel mills have never produced any steel and probably will never be able to produce at a profit.  Other steel mills in Nigeria produce only sporadically and at a loss, indicating that the government likely made a bad choice when it spent part of the oil windfall on building a steel industry.  “[Nigerian decision-makers] wanted a steel industry whatever the cost, partly as a matter of national pride, and partly because big projects brought big kickbacks” [Economist 2000, p. 6].


The rural sector was not immune from the government’s blend of mismanagement and corruption, which helped precipitate the decline of agriculture as discussed above.  For example, in the 1980’s, the government banned all imports of wheat and provided subsidies for its domestic production.  A large share of the subsidies went to farmers in areas that were unsuitable for growing wheat resulting in little or no production.  A bread shortage inevitably followed [Economist 2000, p. 12].


Nigeria’s misuse of its oil wealth is often contrasted with Indonesia’s enlightened management of its oil.  Interestingly, Indonesia is no stranger to cronyism and government corruption, but the extent of corruption in Nigeria is so outrageous and blatant that the following story once made the rounds of Lagos bars:

A Nigerian and an Indonesian attend a foreign university together in the 1960’s and become friends.  After graduation, each returns home to join the government.  Several years later, the Nigerian visits his colleague in Jakarta, and finds him living in a big, luxurious house with a Mercedes car parked outside.  “How can you afford such a nice house on a politician’s salary?” asks the Nigerian.  “Do you see that road?” replies the Indonesian, pointing to a magnificent highway outside. “Ten percent.”  Some time later, the Indonesian goes to visit his Nigerian friend, and finds him living in a vast palace with ten Mercedes cars parked outside. Amazed, he asks where the money came from.  “Do you see that road?” asks the Nigerian, pointing to a thick tangle of forest.  “A hundred percent.” 






           [Economist 2000, p. 5].
Nigeria’s oil wealth has not only provided additional opportunities for corruption in a society already prone to it, it also has arguably aggravated political, ethnic, and class tensions.  Since independence, Nigerian politics have been characterized by regional and ethnic rivalries that frequently have flared into violent confrontation.  The most notorious conflict is the Biafran War of Succession in the late 1960’s in which oil played a key role by adding “fuel” to the fire of ethnic tension.


In 1966, violence broke out against the Ibos living in the northern and western cities.  When negotiations to find a solution broke down, Ibos began to return to their homeland in the eastern part of Nigeria where most of the oil is located.  At about the same time, the federal government instituted a change in how it dispersed revenue to the various regions that displeased those in the eastern part of the country.  The eastern Ibo region received a relatively small share of government revenue, despite the fact that its oil fields generated a good portion of the revenue.  The eastern residents began to believe that they would only be financially secure if they gained control of the oil fields so they declared themselves the Republic of Biafra and tried to secede.  Thus, attempts to control the oil fields and the rents they generated contributed to the devastating civil war that ensued.  Biafra lost control of its ports and oil facilities early in the war and was deprived of funds, blockaded, and eventually starved into submission.  The fledgling nation surrendered in January 1970 [Gelb and Associates, pp. 232-234].


The federal government’s control of the oil fields has swelled government coffers and benefited politically connected individuals at the expense of the people living in the oil regions.  “Despite all the energy the region produces, many of them have no electricity.  Their nights are lit only by the gas flames atop the oil rigs, which spew out pollutants that cause acid rain” [Economist 2000, p. 8].  The foreign companies that extract the oil have attempted to provide funds to the locals (Shell contributes about $38 million a year), but corruption prevents the funds from benefiting the population broadly.  “ ‘We’d give a village a boat to set up a ferry business, and the chief would just grab it and use it as his personal transportation,’ complains one oil executive” [Economist 2000, p. 9].  Thus, locals who want to ensure that they get a share of the pie resort to extortion and destruction: taking oil company employees hostage, puncturing pipes so they can collect the compensation the oil companies pay if oil spills damage arable land, and so on.

3.
Update.

Oil has not been a blessing for Nigeria.  Mainly as a result of political and institutional failures, oil has not transformed the Nigerian economy and put it on a path of high sustainable growth.  The obvious solution is political and institutional reform.  Volumes have been written about the types of reforms needed.

In 1999, Nigeria emerged from years of dictatorship with the installation of a civilian government under Olusegun Obasanjo who was re-elected in 2003.  .  “Most civil society leaders and most Nigerians see a marked improvement in human rights and democratic practice under Obasanjo.” [U.S. Department of State 2004, p. 7].  However, the government has made less progress on economic reform.  The exchange rate, once fixed, was liberated to more accurately reflect supply and demand, for example.  Other necessary reforms, like an overhaul of the civil service to reduce corruption and a reduction in the government’s control of the economy (including privatization), were not implemented in any meaningful way under Obasanjo’s regime.  Almost certainly this failure reflects the difficulty of unseating those entrenched in the old system and the real short-term hardships reform can impose.  For example, in October 2003, when the government deregulated fuel prices, chaos ensued as people responded to the immediate 25% increase in gasoline prices.  Trade unions called a general strike and harassed gas station attendants prompting many stations to close.  (Economist, 2003, p. 1).  
Nigeria’s constitution limited the President to two four-year terms in office.  In 2006, Obasanjo’s supporters attempted to secure a third term for him.  The National Assembly soundly defeated the measure and Obasanjo left office after the election of Umaru Yar’Adua in 2007.  This marked the first peaceful civilian transfer of power since Nigeria’s independence (see Table 1).  While some observers questioned the validity of the election, “the Yar’Adua administration has attempted to distance itself from its predecessor and shown unprecedented restraint in allowing the legislative and judicial branches to operate free from influence.” (U.S. Department of State, 2008, p. 7).
The State Department reported that the Yar’Adua government had begun to make progress on economic reform.  The government privatized Nigeria Telecommunications and sold its interest in eight oil service companies.  It overhauled the banking system.  “Nigeria’s economic team has enjoyed an excellent reputation in the international community… [including] creation of an effective Economic and Financial Crimes Commission (EFCC), which has earned 150 convictions and recovered over $5 billion in mishandled funds” (U.S. Department of State, 2008, p. 10).

Despite some recent progress, the road ahead is treacherous for Nigeria, requiring competent and enlightened political leadership and patience on the part of the populace.
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B.  THE NATURAL RESOURCE CURSE AVOIDED: A CASE STUDY OF INDONESIA
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1.
Background on Indonesia.


Indonesia is composed of more than 17,000 islands, 6,000 of which are inhabited, spread over an area of 736,000 square miles.  With over 220 million people, it is the fourth most populous nation in the world.  An advanced civilization has existed there for almost 2000 years.  [U.S. Department of State, p. 1].  The Dutch slowly gained control of the archipelago beginning in the early 1600’s.  The Japanese occupied the islands from 1942 until the end of World War II.  After the war, the movement for Indonesian independence, which had started in the early 1900’s, provided stiff resistance to Dutch efforts to reestablish control.  In 1949, after four years of warfare and negotiations, the Dutch transferred sovereignty to the Indonesian government. [U.S. Department of State, p. 3].  The first president was the charismatic Sukarno, a leader of the independence movement.  He failed to establish political stability and was formally replaced by General Suharto in 1966 after military intervention.


The Suharto regime ruled with an iron fist for over 30 years, but established political stability and started the economy on a path of accelerated growth.  Suharto was forced to resign from office in 1998 when the economy was ravaged by the East Asian financial crisis.  The government today is a federal democratic republic.  The national elections in 2004 “appeared generally free and fair.” [U.S. Department of State, p. 4].

2. 
Oil and the Indonesian Economy.


Oil suitable for commercial exploitation was discovered in northern Sumatra in 1883, making Indonesia’s oil industry one of the oldest in the world. During the Dutch colonial era, the industry was dominated by Dutch companies, especially Royal Dutch Shell. Just prior to World War II, a joint venture of the American companies Chevron and Texaco discovered what subsequently became the most important Indonesian oil fields in central Sumatra. [Frederick and Warden].


After independence, the Indonesian government increased its control over the oil industry.  It consolidated several state-owned oil companies into one company called Pertamina. Beginning in 1967, Pertamina entered into production-sharing contracts with foreign oil companies which split production between itself and the outside companies. These contracts also allowed the Indonesian government to assume ownership of structures and equipment used for oil exploration and production.  Most of the contracts stipulated that the Indonesian government would receive 85 percent of the oil produced after the foreign company recovered its costs. [Frederick and Warden].


The Suharto regime inherited an economic basket case when it gained control of the government in the mid-1960s.  At the time, Indonesia was one of the poorest countries in the world with an income per capita lower than the median in Sub-Saharan Africa   [Temple, p. 155].  The Sukarno regime, from whom the Suharto government had taken over, had “elevated political goals over economic ones and concentrated on building national pride and international prestige rather than productive capacity.” [Gelb, p. 200]. Unemployment was high and food shortages were common. Exports had dwindled.   Inflation in 1966 was more than 600% and the government was running large budget deficits.  Suharto convened a group of five economic advisors from the faculty of the University of Indonesia.  Since three of these had recently received Ph.D.s from the University California at Berkeley, they became known as the “Berkeley Mafia.”  They, and economic advisors appointed later, would serve the Suharto government for many years and would greatly influence economic policymaking.  The first thing they did was formulate a set of economic priorities, with stabilization of the macroeconomy (reduction of inflation) the most immediate short-run priority.  Specific details included:

· Strengthening agriculture, infrastructure, and industry in that order
· Reviving foreign trade and promoting exports

· Reorienting import policy to facilitate domestic production and meet basic needs.  Import policy was to be integrated into stabilization policy, with foreign exchange practices rationalized to avoid “wasteful” uses.

· Launching a wide-ranging program of military and civilian austerity, coupled with a strong effort to reduce the budget deficit rapidly by increasing internal revenues

· Reforming the “confused” banking system and reestablishing central banking powers in the Bank of Indonesia.









[Gelb and Associates, p. 201]

The government succeeded in turning around the economy by the early 1970’s.  Inflation subsided and the government got the budget under control.  A devaluation of the Indonesian currency (the rupiah) resulted in increasing exports.  Agricultural and industrial production began to expand.


After 1970 and the first oil boom (1973-74), the Indonesian economy began to grow rapidly.  Between 1965 and 1985, the average annual growth rate of GNP per capita was 4.8% compared with 3.1% for all oil exporting countries and only 2.2% for Nigeria. [World Bank, 1987, Table 1, p. 202].  Consistent strides were made in improving health and education as Table 1 shows.

	TABLE 1

BASIC DEVELOPMENT INDICATORS

	
	1970
	1980
	1990
	Latest year

(in parentheses)

	PPP GDP per Capita 
	$249.24
	$1,113.20
	$2,507.34
	$4,035.27 (2000)

	Life Expectancy at Birth
	
	55
	
	67 (2002)

	Male Adult Literacy Rate
	
	
	87
	92 (2002)

	Female Adult Literacy Rate
	
	
	73
	83 (2002)

	Gross primary school enrollment rate
	80


	107
	115
	111 (2002)

	Gross secondary school enrollment rate
	16
	29
	44
	58 (2002)


Source: World Bank and Penn World Tables 6.1.


A growth accounting exercise, comparable to that done for the Nigerian economy, reveals the sources of Indonesia’s strong GDP growth.  This appears in Table 2.

	TABLE 2

DECOMPOSITION OF GROWTH OF INDONESIAN GDP (1965 – 2002)

	Growth of GDP due to:
	Percentage Points
	Share of GDP Growth

	     Growth of labor
	1.56
	25.9%

	     Growth of physical capital
	2.38
	39.5%

	     Residual (Growth of TFP)
	2.08
	34.6%

	Growth of GDP
	6.02
	100.0%


Based on data from the World Bank and author’s calculations.

Not only did Indonesia’s growth result from accumulation of additional labor and capital, resource productivity (indicated by the “residual” in Table 2) also grew strongly.  Other studies have found that growth of Indonesian productivity was lower than that revealed by the rather simplistic growth accounting method used here.  However, analysts have also noted that factor productivity played a role in Indonesia’s growth in contrast to countries like Nigeria, where productivity growth was often negative indicating that resource use became more inefficient. [Temple, p. 157].

Indonesia’s impressive and sustained growth performance indicates that it avoided the problems that many other oil exporters, including Nigeria, have experienced.  Analysts have suggested that there are three reasons for the poor growth performance of oil exporters: a volatile economy tied to the world market for oil, “Dutch disease,” and a propensity toward “rent-seeking” activity including outright corruption.  Indonesia did better than many other oil exporters on the first two: its economy was able to adjust to the upswings and downswings in the world oil market minimal disruption and it avoided “Dutch disease.”  However, significant “rent-seeking” activity occurred.

3.
The Natural Resource Curse: Volatile Economy


Observers note that economies of nations that export natural resources in general and oil in particular often have economies that fluctuate with the international market for their commodity.  The economy of Indonesia does indeed fluctuate with the price of oil on world the market, but not as markedly as that of other oil exporters.  Figure 1, which shows the average annual growth rate of Indonesian real GDP for each year between 1974 and 1992, illustrates this.
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Source: World Bank, World Tables, 1995.

When world oil prices fell in 1975 after the first oil boom, the growth rate of real GDP fell from almost 8% (in 1974) to 5%.  Since the growth rate stayed positive, however, the economy continued to expand.  In 1982, after the second oil boom of 1979-81 ended, the growth rate fell again and this time turned negative, but only marginally so to about negative 0.34%, and recovered quickly; in 1983, the growth rate was higher than it had been in 1981. Thus, while the Indonesian economy is tied to the fortunes of the oil market, it has a degree of resilience not present in many other resource-based economies.

4.
The Natural Resource Curse: “Dutch Disease.”


Many resource-rich countries experience contraction of their “tradable goods” sectors (mainly agriculture and manufacturing) as the mineral and mining sectors expand, constraining the growth of the overall economy.   This did not happen in Indonesia.


Table 3 illustrates the performance of Indonesian agriculture relative to that of Nigeria and of developing countries in general.

	TABLE 3

THE PERFORMANCE OF INDONESIAN, NIGERIAN, AND DEVELOPING WORLD AGRICULTURE: 1969 - 83

	Index of Output per Capita

	
	1969 - 72
	1974 - 78
	1979 - 81
	1982 -83

	Indonesia
	
	
	
	

	  Agriculture
	100
	109
	123
	127

	   Food
	100
	112
	127
	133

	Nigeria
	
	
	
	

	  Agriculture
	100
	91
	91
	84

	   Food
	100
	92
	92
	85

	Developing World
	
	
	
	

	  Agriculture
	100
	103
	105
	104

	   Food
	100
	104
	106
	106


Source: Gelb and Associates, p. 89.

Agricultural production in Indonesia continuously expanded through the 1970’s even as oil production grew.  By 1982-83, agricultural output was 27% higher than it had been in 1969-72 right before the first oil boom.  Food production was 33% higher.  This was not the case for Nigeria, which saw a decline in agricultural output as oil production expanded during the 1970’s and consequently experienced a deterioration of its rural economy.


Non-oil exports did not fall as in many other oil exporting countries. Table 4 shows the evolution of Indonesia’s exports from the early 1970’s until the mid-1980’s.

	TABLE 4

NON-OIL EXPORT PERFORMANCE

	
	1971-1972
	1972-1973
	1973-1974
	1974-1975
	1975-1976
	1976-1977
	1977-1978
	1978-1979
	1979-1980
	1980-1981
	1981-1982
	1982-1983
	1983-1984

	Value (mil.of U.S. $)

	Net oil exports*
	n.a
	n.a
	641
	2638
	3138
	3710
	4352
	3785
	6308
	9345
	8379
	5788
	6016

	Net LNG exports*
	0
	0
	0
	0
	0
	0
	93
	225
	667
	1256
	1382
	1378
	1355

	Non-hydrocarbon exports
	784
	977
	1905
	2033
	1873
	2863
	3506
	3996
	6171
	5485
	4034
	3928
	5235

	Volume Growth Rates (%)
	1971-72 to 1980-81
	1980-81 to 1983-84

	Timber
	3.1
	-22.3

	Rubber
	1.8
	4.2

	Palm Oil
	6.6
	-13.4

	Coffee
	13.9
	4.9

	Tin
	4.6
	-7.2

	Miscellaneous (mostly manufactured goods)
	15.8
	27.9

	Total Nonhydrocarbon exports
	11.1
	-0.9


n.a. Not available

* Exports minus imports.  LNG = Liquified natural gas
Source: Gelb and Associates, p. 250.

The table shows that the dollar value of non-hydrocarbon exports (excluding oil and liquefied natural gas or LNG) expanded through the period except for dips in 1975-76 and 1981-83.  Before the end of the second oil boom (1980-81), the volume of non-hydrocarbon exports grew 11.1%.  All categories of exports grew, including Indonesia’s traditional agricultural exports like timber and rubber as well as manufactured exports, which are included in the category of “miscellaneous.”  After the second oil boom ended, the volume of non-hydrocarbon exports fell slightly (negative growth of 0.9%), but manufactured goods exports continued to expand strongly as indicated by the 27.9% increase in “miscellaneous” exports.  In fact, between 1981 and 1984, despite the downturn in the world oil market, the non-oil sector of the Indonesian economy continued to grow (at a rate of 4.8%).  This contrasts with Nigeria whose non-oil sector fell 5.6% during the same period.

5.
Policies: How Indonesia Avoided the “Natural Resource Curse.”

Indonesia avoided the problems of many oil exporters as a result of enlightened policies followed by its government.  The “Berkeley Mafia,” the group of technocrats appointed by Suharto to oversee the economy, was unusually competent and many of them served for many years.  Thus, there was great continuity in the types of policies pursued which helped to maintain stability.  


5.1
Macroeconomic Stability.


In terms of specific policies that contributed to Indonesia’s fine growth performance, the government kept budget deficits and inflation relatively low during the entire period.  Such indicators of macroeconomic stability are highly positively correlated with economic growth and thus, helped keep growth rates from fluctuating wildly.  

In addition, Indonesian policymakers did not allow the real exchange rate to continue to appreciate.  As discussed on p. 7 of the Nigerian Case Study, an appreciation of the real exchange rate makes exports more expensive to foreigners.  Table 5 shows movements of the Indonesian real effective exchange rate relative to that of Nigeria.

	TABLE 5

INDONESIAN REAL EFFECTIVE EXCHANGE RATE MOVEMENTS: 

1970 – 84 (1970 – 72 = 100)

	
	1970-72
	1974-78
	1979-81
	1982-83
	1984

	Indonesia
	100
	133.0
	104.4
	108.5
	91.5

	Nigeria
	100
	129.4
	162.6
	194.2
	287.3


Source: Gelb and Associates, p. 79.

Nigeria’s real exchange rate continuously appreciated during the period, making its non-oil exports (mostly agricultural) more expensive to foreigners and thus contributing to a reduction in Nigerian agricultural exports and production.

Indonesia’s experience provides an interesting contrast.  Its initial exchange rate appreciation in 1974-78 was, if anything, more violent than that of Nigeria [The table indicates Indonesia’s real exchange rate had appreciated by 33% compared with the base period 1970-72].  In November 1978, however, fearing the impact of domestic costs on labor-intensive non-oil export sectors and believing that the oil boom was at an end, Indonesia devalued by 50 percent, from 415 rupiah to 625 [thus the dollar cost of the rupiah fell from .24 cents to .16 cents].  As the dollar strengthened against other major currencies, the rupiah was allowed to drift downward, to 700 to the dollar by March 1983.








[Gelb and Associates, p. 81]
These devaluations helped to make Indonesia’s non-oil exports, especially manufactured goods, more competitive on world markets.  In addition, devaluation of Indonesia’s currency against the dollar meant that the rupiah bought fewer dollars and therefore fewer foreign goods.  Thus, domestic residents began spending more on domestically produced goods.  This helped the Indonesian economy recover quickly from the end of the second oil boom.


5.2
Emphasis on Non-Oil Sector Development.


In contrast to other oil exporters, Indonesia’s agricultural sector flourished.  This may have been partly due to the fact that Indonesia, with its large population, had an abundance of labor.  As a result, when labor began to move to the expanding oil sector in the 1970’s, there was enough labor left behind in the rural areas that agricultural production did not suffer.  Other nations, like Nigeria, that do not have abundant labor, saw their agricultural sectors decline as labor left the rural areas.  [Gelb and Associates, p. 198]. However, another reason was Indonesian economic policy and politics: increased food production and rural development were important goals of the Suharto regime.

Certain priorities identified by the Suharto regime well before the first oil shock were to exert a powerful influence on the way in which oil revenues were used and the speed with which they were absorbed.  The drive to stabilize the economy was closely linked to the need to expand and stabilize food supplies, particularly rice.  Indonesia had become the world’s largest importer in a thin and volatile world market.  Food security was therefore the main goal of the first development plan.  A variety of programs to intensify rice cultivation were introduced, and they expanded rapidly…A second goal was to restore sustained growth through rural reconstruction, especially by rehabilitating roads and irrigation works neglected under Sukarno.  To help achieve this goal, the government funded labor-intensive public works projects…








[Gelb and Associates, p. 203]


The government’s early policies to increase agricultural production were not successful.  In fact, shortages of rice in 1972 prompted unrest.  However, the government persisted.  A good share of oil revenues earned during the oil booms in the early and late 1970’s were spent on agriculture, including fertilizer subsidies, infrastructure, and the spread of the high-yielding “Green Revolution” rice varieties. During the first oil boom, about 13 percent of development spending went to agriculture, [Gelb and Associates, p. 205].  By 1985, Indonesia was self-sufficient in rice. [Temple, p. 164].


Why was rural development a priority for Indonesia in contrast to other developing countries where a bias toward urban areas is often present in policy?  Perhaps one reason is that Indonesia was predominantly rural.  In 1970, only about 17 percent of the population lived in urban areas and many urban residents continued to have strong ties to relatives in rural areas, thus establishing a political constituency in favor of rural development.  [Gelb, p. 204].  Another possibility is that Suharto himself had a rural background and therefore a strong personal attachment to rural areas.  A final explanation sometimes given is that Suharto realized that to retain political power he had to foster food security. This may have been brought home to him during the unrest that accompanied the rice shortages in 1972. [Temple, p. 164].


Indonesian policy did not ignore the industrial sector, however.  About twenty percent of the government’s development spending after the first oil windfall went to industrial projects. [Gelb and Associates, p. 207].   The government also funded improvements in health care and family planning as well as education. [World Bank, 1993, p. 137].


The result of this broad-based approach to economic development was that the gains from the oil booms of the 1970’s and of growth in general were spread broadly across the economy of Indonesia.  Individuals in all sectors and regions benefited, not just those lucky enough to be associated with the oil sector or living in urban areas as in many other oil-exporting countries.

5.3. Minimizing the Impact of Corruption.

As pointed out previously, observers have noted that oil windfalls produce economic rents.  In this environment, rent-seeking behavior emerges as people compete for those rents.  Oftentimes those rents become the focus of corruption and do not end up in productive uses, reducing growth.  In addition, the rents that accrue to the government relieve of it of pressure to be accountable to political constituencies and therefore it may engage in ill-advised projects and expenditures.

The Suharto regime was noteworthy for the large extent of rent-seeking and corruption.   In 1990, Indonesia was one of six countries given a “0,” indicating “most corrupt,” by the International Credit Risk Guide. [Easterly, p. 245].  Nevertheless, the economy grew strongly, indicating that the corruption did not severely limit its performance as in other resource-rich countries.
6.
The Political Underpinnings: Why Indonesia Avoided the Natural Resource Curse.

The broader question is why Indonesia pursued such enlightened policies in contrast to countries like Nigeria.  Answering this question involves exploring the political goals and incentives of the Suharto regime.  While no one can answer this question conclusively there have been several interesting attempts.

Temple [Temple, pp. 160 – 161] outlines a plausible hypothesis to try to explain why it was in the interest of the Suharto regime to foster economic development in general rather than simply ransack the economy as similar brutal dictatorships in other countries have done.
This theory alleges that a dictator’s hold on power is likely to depend on the size of the nation’s capital stock, a proxy for the standard of living.  If the capital stock is small when the dictator comes to power, political stability will be low because of tensions resulting from dissatisfaction with the standard of living.  In these circumstances, the dictator may believe that his time in power will be short, and therefore he may simply decide to loot the economy.  However, if the capital stock is high initially, political stability will be high.  The dictator may reason that a growing capital stock, and therefore rising standard of living, will help him consolidate his power over the long term by establishing his legitimacy with the people and by providing a pool of funds to buy off opponents.  Indonesia does not fit the latter scenario exactly because it did not have a large capital stock when Suharto came to power (it was very poor).  However, the regime did establish an unusual degree of political control almost immediately, and Suharto may have calculated that continued economic growth would help him maintain it.  Thus, his regime enacted policies that increased investment and thereby augmented the capital stock.

If the above rationale is valid, it suggests that it was in the interest of the Suharto regime to minimize the harmful impact of corruption and rent-seeking on growth.  However, the desire of the regime to control the extent of corruption does not necessarily mean that it had the ability and means to enforce such control.  This is evident in the experience of other countries.  Even when governments are willing to reduce corruption, they oftentimes have great difficulty doing so.

MacIntyre has developed a hypothesis to explain Indonesia’s success in controlling corruption and rent-seeking.  Corruption is particularly pervasive when government regulatory agencies are allowed to or can operate independently from the central government in granting licenses and permissions to businesses.  Bureaucrats in this type of environment have an incentive to set bribes as high as possible and consequently divert large portions of resources from productive uses.  MacIntyre argues that a strong leader with a highly centralized government can exercise a firm grip on regulatory agencies that will keep them from acting independently, and thus minimize the adverse impact of corruption. 
If the leader enjoys strong control over regulatory agencies…he or she has a direct interest in imposing coordination and ensuring that no individual agency enriches itself at the expense of the system as a whole, and the political leadership in particular. [Thus, the size of bribes will be moderate so that businesses are not unduly discouraged from applying for government licenses.  Consequently,] strongly centralized government will produce lower individual bribes but a higher level of overall rent collected (because more bribes will be collected). 
                 [MacIntyre, “Investment, Property Rights, and Corruption in Indonesia,” p. 34]

MacIntyre goes on to argue that the formal institutions of Indonesia’s government gave Suharto extensive control over the bureaucracy and allowed him to continually monitor their activities.  

He directly controlled the hiring and firing of those in senior positions (in all agencies, state enterprises, and the judiciary) in the civilian bureaucracy – which is the point of sale of regulatory goods [i.e. licenses to businesses].  He also had effective formal monitoring mechanisms such as  military or former military officials (as inspector generals) in all public institutions who reported back to the office of the presidency….Less formal, but also potentially valuable were “fire alarm” networks – arrangements in which third parties could alert the political leadership to an outbreak of problems. 







[MacIntyre, 2001, pp. 35-36]
These mechanisms presumably allowed Suharto the means and opportunity to intervene to keep government bribery and corruption from unduly harming investment and the economy in general.  In addition, the Suharto family (including Suharto’s wife and children) were intimately involved in the corruption activities.  This also possibly enhanced Suharto’s ability to monitor and control the nature of bribery.  “[Unlike] other well-placed rent-seekers in poor countries, [the Suharto clan] at least invested productively at home, rather than in luxury hideaways and numbered bank accounts abroad.” [The Economist].

Suharto indeed engaged in periodic demonstrations of corruption control that undoubtedly limited the damage to the economy.
In 1985 he disempowered the entire customs bureaucracy by decree when corruption on the docks became a serious problem, and handed the operation instead to a foreign company.  The next year, Indonesia’s textile industry was jeopardized when the agency that ran the government monopoly for importing cotton started trying to extract too many payoffs.  He fired the senior officials responsible and disbanded the monopoly. 








[Beattie, p. 228].

Despite the possibility that this system of “corruption control” kept such activities from interfering with the economy’s growth, it apparently began to break down in the latter years of the Suharto regime.  According to The Economist (1997), until the 1980’s, the Suharto family operated mainly as “middlemen” receiving “fees” for coordinating business dealings between foreign and Indonesian firms.

But the Suhartos moved from being agents to principals, from middlemen to investors.  They acquired lucrative monopolies on the distribution of some commodities, and started diversifying. [By the late 1990’s, the family business interests included] power generation, toll roads, electronics, plastics, timber, paper, an airline, a taxi company, construction, fishery, food processing, broadcasting, banking, telecommunications, newspapers, plantations, property, shipping, cars and mining.  The Suhartos [were] omnipresent.  There [seemed] to be no region too remote, no business too embarrassing, and no rent to small to escape their attention.




          [The Economist]


As the Suharto family’s interests spread throughout the economy and more individual Indonesian and foreign firms became involved in business, Suharto and the central government apparently began to lose control over the network of bribes.  One can argue that, after the 1980’s, Indonesian corruption was out of control and possibly harming the economy.   
Some Suharto watchers attribute the apparent breakdown of family discipline to the death of the President’s wife, Tien, in April 1996.  Once known as “Madame Tien per cent”, after the Dutch for ten, she was credited both with business acumen and, perhaps, with some sense of shame.  ...She may have had some inkling of the image problems created by such public battles for the spoils of presidential kinship.  Her children appear not to.











         [The Economist]
7.
Summary and Conclusions.

In contrast to many other oil-rich countries, including Nigeria, the Indonesian economy grew strongly during the oil booms and busts of the 1970’s and early 1980’s.  In particular, the Indonesian economy was not as volatile as that of many other countries, indicating that its fortunes were based on more than just oil wealth.  It largely avoided “Dutch Disease,” the reduction in non-oil activity that often accompanies expansion of the oil sector.  It was, however, characterized by a large amount of “rent-seeking,” corruption, and “crony capitalism,” which can put a drag on economic growth by misallocating resources.  That this activity did not lead to a poor growth performance is partly due to the fact that the Indonesian government did many other things exceptionally well, such as maintaining macroeconomic stability and encouraging agriculture.  In turn, the pursuit of good economic policies and the failure of corruption to unduly harm economic growth may be due to a unique political environment that gave President Suharto the incentive and means to pursue economic growth as his primary goal.  In addition, analysts have noted an element of luck in Indonesia’s strong growth performance in the 1970’s and 1980’s.  Indonesia’s main agricultural crop was rice and thus the fact that the “Green Revolution” scientists developed a high-yielding variety of rice was fortuitous.  In addition, Indonesia was fortunate to be located in Southeast Asia with neighbors that were growing rapidly.  As wages rose in countries like South Korea and Taiwan, firms began to shift some of their labor intensive manufacturing to Indonesia.  [Temple, p. 169].


There is evidence, however, that the corruption and rent-seeking began to get out of control as time passed.  This likely contributed to reduced growth in the 1990’s, the spread of the East Asian financial crisis to Indonesia, and the downfall of the Suharto regime.
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