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1. Sector Performance, Problems, and Opportunities 
 
1. The country’s National Medium-Term Development Plan (NMTDP) for 2010–2014 sets an 
overarching goal of making Indonesia a prosperous, self-reliant and democratic country. The 
NMTDP recognizes that a deep, efficient, accessible financial sector is essential to a stable 
macroeconomic environment and to facilitating the saving and investment required to foster 
inclusive and sustainable economic growth and socioeconomic development. To attain the plan’s 
target economic growth rate, and the associated goal of reducing the poverty rate to below 10%, 
the government has established a cumulative investment target of Rp12 billion—-Rp13 billion 
over the period of the NMTDP. It wants a substantial share of this investment to come from 
banks, non-banks, and the capital markets and has been reforming the regulatory setting and 
supervision of the financial market to meet this goal. Significant progress has been achieved 
since the 1997–1998 Asian Financial Crisis in strengthening financial market regulation, 
governance, and institutions but more efforts are needed to improve domestic resource 
mobilization and to deepen and diversify the financial sector to meet Indonesia’s long-term 
financing requirements.  
 
2. Shallow, bank-dominated financial sector. Indonesia lags far behind other nations in 
Southeast Asia in the depth of its financial sector and in establishing non-bank financial 
institutions. The ratio of money supply (M2) to gross domestic product (GDP) was less than 40% 
at the end of 2010, indicating that the level of financial sector development in Indonesia remained 
one of the lowest in Asia. Compounding this problem, the financial sector is not well diversified. 
Commercial banks account for more than 80% of all financial assets, with the top three banks 
accounting for 50% total banking assets and the top five for 80%. Indonesian banks overall 
exhibit high capital ratios, strong earnings and net interest margins, and are financially sound. 
Despite this and their dominance of the financial sector, they have not provided substantial levels 
of intermediation to the economy and the cost of credit in Indonesia is one of the highest in the 
world. 
  
3. Improving debt and equity markets. Financial sector reforms supported by the Asian 
Development Bank (ADB) since 1988 have improved the fundamentals of Indonesia’s capital 
markets. The government’s Debt Management Office (DMO) has established benchmark 
government debt issues, which has allowed a reliable risk-free yield curve to begin emerging. 1 
The DMO has also smoothed out the government’s debt profile through debt swaps and 
buybacks. As a result, Indonesia now has the most long-dated maturity structure of any 
government bond market in emerging East Asia as around 40% of its government bonds have 
tenors greater than 10 years. 2 Prudent fiscal management and sound debt management led to 
an upgrade of Indonesia’s credit rating 2011to investment grade for the first time since the 
1997–1998 crisis. This upgrade has provided additional support to the local corporate bond 
market which expanded from a very small base over the 12 months ending in September 2010 at 
a quarterly growth rate of around 10%.3 This expansion continued into 2011 with a third quarter 
year-on-year growth rate of 30%, although quarter-on-quarter growth had slowed in response to 
global uncertainties. Secondary trading of both government and corporate bonds also trended 
higher and corporate bond turnover now exceeds that of Malaysia. The market for sukok, also 
grew remarkably from 2006, expanding at an average rate of over 100% every year and reaching 

                                                 
1
 During 2007–2011, the amount traded for five recognized benchmark issues has increased by a factor of 25. 
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 ADB. 2011. Asia Bond Monitor: September 2011. Manila.  
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 ADB. 2010. Asia Bond Monitor: November 2010. Manila. 
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Rp57 trillion in 2010.4 Prior to the onset of the global financial crisis, daily average trading 
volume of shares on the country’s equity market had grown to 87,000 shares in 2009 from 
20,000 in 2006 and market capitalization increased to Rp2,019,375 billion from Rp1,249,074 
billion over the same period. The number of listed companies increased by 54 to reach 398. In 
the wake of the Global Financial Crisis, average trading volume and market capitalization 
declined in 2010 but daily average trading frequency continued to rise and the number of listed 
companies increased by an additional 22.  
 
4. Promising contractual savings subsector.  The contractual savings subsector, which 
includes pension and insurance funds, can be a key driver of capital market development.  This 
sector is currently very small in Indonesia but has shown promising growth. Total sector assets 
rose from Rp192 trillion in 2006 to Rp530 trillion in 2010and insurance density more than doubled 
in the same period. Premiums relative to GDP have increased steadily since 2006 and the level 
of insurance penetration in Indonesia now approximates that of Thailand while the number of 
individuals covered by a pension fund increased to 2.7 million in 2010. Growth in the contractual 
savings sector is expected to accelerate when a planned public social security system is 
launched. A social security contribution and benefit system has been designed and the 
government’s risk management unit has been strengthened as the government prepares to 
broaden the health insurance system and the public pensions system.  
 
5. Enhanced regulatory capacity. Initiatives by ADB and the non-bank financial regulator 
Bapepam-LK have led to significant improvements in supervisory effectiveness and standards.5 
However, the credit rating upgrade in 2011 has led to an influx of investment that will increase 
Indonesia’s exposure to the risk of global contagion through international capital flows and 
exposure to sophisticated and interlinked global investment schemes. This means more efforts 
must be made to harmonize regulatory approaches across agencies and to further insulate the 
supervisory process from political interference. Existing laws and regulations must be aligned 
with international standards and compliance with bilateral, regional, and international agreements 
needs to be strengthened. While Bapepam-LK has a reasonably comprehensive authority to 
conduct examination and investigation processes, additional powers are still needed.       
 
5. Limited access to finance.  Access to non-bank financing in Indonesia is constrained 
by the limited geographic reach of non-bank finance companies and credit guarantee institutions 
are constrained by onerous capital standards. The menu of available non-bank credit products is 
also very limited and distribution channels are narrow and expensive. Regulatory burdens and 
poor information reduce the use of and interest in the capital markets for funding. The specific 
problems include complicated requirements and processes for public offerings, the perception 
that obligations placed on issuers are burdensome, and a lack of understanding in the business 
community of the advantages of the capital market as a source of funds.  
 
6. Market depth and liquidity. Indonesia’s local currency bond market remains small 
relative to those of its Southeast Asia peers. More work is needed to strengthen the primary 
dealer and secondary debt markets, especially in the longer tenors. This is due partly to an 
absence of the inventory management tools used by primary dealers to mitigate risk and make 
two-way markets. Domestic standards of market conduct do not yet reflect international sound 
practices and transparency needs to be enhanced. The depth and liquidity of the capital market 
are also dependent on the strength and depth of the domestic investor base and on the 
accumulation of long-term funds but development of the domestic retail investor base has been 

                                                 
4
 A sukuk is a financial document or certificate that represents the value of an asset evidencing an undivided pro rata 

ownership of an underlying asset.                           
5
 The CLSA Corporate Governance Watch 2010, which provides an independent assessment of corporate governance 

practices in Asia, noted a substantial increase in the number of enforcement actions initiated by Bapepam-LK as well 
as strengthened disclosures by public companies including improved non-financial reporting standards, and more 
active audit committees. 
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limited. Insurance penetration is relatively low and the available products do not support 
long-term financial planning with a savings element. Insurance is not widely available to the 
low-income segment of society. The current voluntary pension program is also too rigid and does 
not meet the needs of either employers or employees. Tax distortions constrain the development 
of both the capital markets and the contractual savings subsector. Transaction taxes on key 
financial instruments often raise costs to levels that are not economically sustainable. These 
include final withholding taxes on bonds, capital gains taxes on repurchase agreements, and 
income taxes on margin accounts. Incentives to support long-term savings, such as deferred 
taxation, have not been adopted.   
 
7. Investor confidence. Limited domestic investor participation, low liquidity, and 
inadequate financial infrastructure have combined to produce significant volatility in the domestic 
debt markets.6 This heightened volatility serves to reduce investor confidence because foreign 
investors are concerned that exiting the market could prove to be protracted and costly. Efforts to 
encourage domestic investors to participate and to improve the quality of domestic market 
participants need to be enhanced and continuously evaluated. Testing and continuing 
qualification standards in the debt markets lag those employed in the banking and some 
non-bank sectors. More strengthening is needed to corporate governance and risk management 
standards in the non-bank financial sector overall, including in the clearing and settlement 
function. Segregation of customer cash accounts in securities firms is not yet mandatory. 
Compounding this problem, the industry is not supported by a securities investor protection fund.   
 
8. Financial infrastructure. Given the growth in online trading, trading systems in 
Indonesia need to be enhanced to ensure that transactions, delivery, and settlement are 
executed quickly and efficiently. Not all of the capabilities and features available on the current 
securities trading system are being utilized. This includes single investor identification, which is 
needed as a reference number for clearing, guarantee, and securities transaction settlement 
purposes to achieve straight-through processing. In addition, the market currently uses two 
separate clearing systems, which makes the process more complex. Existing laws and 
regulations must be aligned with international standards, and compliance with bilateral, regional, 
and international agreements need to be strengthened.  
 

2. Government’s Sector Strategy 
 
9. To meet the goals set out in the NMTDP, the government, with the support of ADB, 
drafted and implemented the Capital Market and Nonbank Financial Industry Master Plan 
(CMNMP) for 2010–2014. The CMNMP seeks to build on the achievements of the previous 
master plan and to focus the government’s medium-term reform priorities on the identified 
development constraints. In particular, it aims to foster economic development by increasing the 
availability and diversity of non-bank financing, strengthening stability and investor confidence, 
and improving the financial market infrastructure. Within these objectives, the CMNMP provides a 
functional focus on increasing the linkages between the contractual savings subsector, funding 
arrangements that are compliant with Islamic sharia requirements, and the traditional capital 
markets to provide increased momentum for capital market development. 
 
10. Over the period of the CMNMP, the government will carry out strategies to encourage the 
diversification of capital market instruments and non-bank financial service schemes by 
mandating some level of required insurance and pension coverage. The government has initiated 
a consolidation and expansion of the social security fund and has identified two 
administrators—one for short-term liabilities such as health, workers compensation, and death 
benefits and the other to administer long-term liability programs such as pensions. Health 
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 Given these impediments to development, foreign ownership of local currency bonds has risen to over 30%, which is 
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insurance will be the first priority in accordance with a road map for achieving universal coverage. 
The development of the mandatory insurance program will focus on disaster insurance, 
agricultural insurance, and accident insurance. 7 Concurrently, Bapepam-LK will adopt measures 
to increase the attractiveness of insurance and pension products. In addition, measures will be 
taken to develop and improve marketing channels for insurance products and to improve the 
public’s access to them. Initiatives will also be launched to boost the public’s confidence in 
investing and to provide a measure of investor protection, including the establishment of a 
securities investor protection fund.  
 
11. In the securities subsector, the government will continue to develop the primary and 
secondary government debt markets and will introduce securitized products, hedging instruments, 
and the infrastructure necessary for trading these products. Socialization of mutual fund products 
and derivative instruments will expand investment options for investors and, in turn, will increase 
overall market liquidity. A priority in the crafting of legislation for these efforts will be to put the 
sharia-compliant financial industry and the conventional financial industry on an equal footing. 
Bapepam-LK will develop clear regulations that will provide greater clarity and increase investor 
confidence in issuing and investing in sharia-compliant securities. 
 

3. ADB Sector Experience and Assistance Program 
 
12. ADB has undertaken five major financial sector operations in Indonesia involving banking, 
capital markets, pensions, and insurance. The initial aim of this support was deregulation of the 
banking sector and the capital market. ADB then supported a comprehensive set of reforms to 
strengthen financial sector safeguards while encouraging market forces and market efficiency. 
ADB has developed a strong working relationship with Bapepam-LK in the nonbank sector over 
this period through many technical assistance projects and support for reforms under program 
loans. ADB’s overall experience underscores the need for long-term institutional development 
and full alignment with government’s national and sector development plans to achieve 
broad-based reforms. The program cluster approach is a useful tool in this regard, as it combines 
a long-term approach covering a wide range of policy and institutional reforms with the flexibility 
to adjust to changing circumstances. Program clusters can also enable benchmarks to be 
established and unify policy makers who advocate reforms. 
 
13. ADB will continue to support financial sector deepening and greater domestic resource 
mobilization in Indonesia to support inclusive growth. ADB will provide financial and technical 
support to help the government implement the CMNMP. ADB support will be aimed at boosting 
the role of the contractual savings sector in financial intermediation. ADB will also support the 
government’s efforts to improve the regulatory and legal environment, expand long-term 
investment options, and foster more efficient financial market intermediation. Concurrent support 
from development partners is expected to complement these efforts. The United States 
Department of the Treasury is providing technical advice to the DMO to strengthen the primary 
auction process while the United States Agency of International Development is providing 
assistance to improve supervision of non-bank financial firms such as small lenders and 
guarantee institutions. The Australian Agency for International Development is providing direct 
capacity development to Bapepam-LK through the use of study tours while the World Bank is 
focusing on financial inclusion. 
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 Bapepam-LK will also encourage the development of insurance products that address the needs of low-income 

citizens and will include micro insurance and protection against catastrophic events. 
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National 
Impacts 

Main 
Causes 

Core 
Sector 
Problem 

Sector 
Impacts 

 

Deficient 
Sector 
Outputs 

PROBLEM TREE ANALYSIS: Indonesian Financial Sector 
 
 

 
 
 
    
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

Lack of investment and savings constrains 
economic development and poverty 

alleviation 

Non-bank financial subsector is small and 
inefficient and does not provide sufficient 

levels of intermediation 

Primary and 
secondary 

debt markets 
are not well 
developed 

 

The 
contractual 

savings 
industry 

remains small 

 

The non-bank 
financial product 
mix is limited and 

distribution 
channels are 
narrow and 
inefficient 

Small business and rural 
areas have limited access 

to finance  

The number and 
size of non-bank 

financial 
intermediaries is 

inadequate  

 

Financial markets lack 
liquidity and depth 

Settlement, 
clearing and 

custody 
systems do 

not meet 
international 
standards 

 

 
Investor 

protection 
mechanisms 
are lacking 

Weaknesses in 
surveillance, 

investigation, and 
enforcement powers  

 

Financial infrastructure 
is inadequate 

 

Investor confidence 
remains low 

 

Financial literacy is 
low 

 
 

Capacity of 
market 

participants is 
limited 

Quality of 
institutional 
governance 

and risk 
management 
remains low  

The market lacks effective price 
discovery and valuation 

mechanisms 
 

Limited domestic participation in the non-bank 
financial sector 

 

 

Investment in infrastructure is 
inadequate 

 

Financial system is prone to shocks, 
which impact the poor and vulnerable 

sections of society 
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 Sector Results Framework (Financial Sector, 2012–2014)  

Country Sector Outcome Country Sector Outputs ADB Sector Operations 

Outcomes with 
ADB Contribution 

Indicators with 
Targets and 
Baselines 

Outputs with ADB 
Contributions 

Indicators with 
Incremental Targets 

(Baselines Zero) 
Planned and Outgoing 

ADB Interventions 

Main Outputs Expected 
from ADB 

Contributions 
Non-bank financial sector 
provides increased levels of 
financial intermediation 
 
 
 
 
 
 
 

 

Increase in non-bank 
financial sector assets to 
65% of gross domestic 
product by 2014 from 
60% in 2010 
 
 
 
 
 

Regulatory and legal 
structure strengthened 
 
 
Access to non-bank 
financing eased and 
simplified 
 
 
 
 
 
 
 
 
Financial markets made 
deeper and more liquid  
 
 
 
 
 
 
 
Investor confidence is 
strengthened 
 
 
Financial infrastructure is 
improved 
 
 
 
 
 

OJK launched and 
sector laws revised by 
2015 
 
The number of listed 
companies increased to 
430 in 2014 from 401 in 
2010 
 
Value of corporate 
bonds outstanding rises 
to Rp130 trillion in 2014 
from Rp115 trillion in 
2010 
 
Mandatory insurance 
and/or pension 
schemes introduced by 
2014  
 
Global Master 
Repurchase Agreement 
adopted by 2014 
 
Investor protection fund 
established by 2014 
 
 
Single investor identity 
completely introduced 
by 2014 
 
Straight-through 
processing achieved by 
2014 

Planned key activity 
areas 
 

Financial sector 
development (100% of 
funds) 
 
Pipeline projects with 
estimated amounts 
 

2012 Financial Market 
Development and 
Integration Program  
($300 million) 
 
2012—capacity 
development TA: 
Enhancing Financial 
Sector Governance, Risk 
Management and Depth 
($1 million) 

 
Ongoing projects with 
approved amounts 
 

2007--- Capital Market 
Development Technical 
Assistance  
($1.2 million) 
 
2009---Technical 
assistance for 
Strengthening Indonesia’s 
Capital Market   
($1.5 million) 
 

Planned key activity areas 
 
 

Strengthen and harmonize 
supervision and regulation 
 

Expand and strengthen 
the contractual savings 
sub-sector 
 

Increase access to finance 
and capital market based 
funding 
 

Increase and enhance the 
quality and governance of 
secondary markets for 
conventional debt and 
sukuk  
 

Strengthen investor 
confidence 

 

Pipeline projects  

 Continuing 
implementation of the 
CMNMP for 2010-2014 

 

Ongoing projects  

Develop the CMNMP 
 

Improve capacity for 
market surveillance, 
investigations and 
enforcement  
 

Increase market liquidity 
and transparency 
 

Capacity development for 
Bapepam-LK 

 

CMNMP = Capital Market and Nonbank Financial Industry Master Plan 2010–2014, TA = technical assistance. 
Source: Asian Development Bank. 


