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SECTOR ASSESSMENT (SUMMARY): FINANCE1 
Sector Road Map 
 

1. Sector Performance, Problems, and Opportunities 
 
1. Indonesia’s National Medium-Term Development Plan (RPJMN), 2010–2014 recognizes 
that a deep, efficient, and accessible financial sector is essential to a stable macroeconomic 
environment; and to facilitating the saving and investment required to foster an inclusive and 
sustainable pattern of economic growth and socioeconomic development. To attain the desired 
and necessary economic growth rate, and the associated goal of reducing the poverty rate, a 
significant proportion of the targeted investment will be sourced from banks, nonbank financial 
institutions, and capital markets. The government has been committed to reforming the regulatory 
setting and supervision of the financial market, and since the Asian financial crisis in 1997 
significant progress has been made in strengthening financial market regulation, governance, and 
institutions. Nevertheless, more efforts will be required to improve domestic resource mobilization, 
and to deepen and diversify the financial sector to meet Indonesia’s long-term financing 
requirements.  
 
2. Shallow and bank-dominated financial sector. Indonesia lags far behind other nations 
in the region in terms of deepening the financial sector and establishing nonbank financial 
institutions. With a liquidity (M2) to gross domestic product (GDP) ratio of less than 40% at the end 
of 2010, financial sector development in Indonesia remains one of the lowest in Asia. The financial 
sector is not well diversified, as commercial banks account for more than 80% of all financial 
assets, with the top three banks accounting for 50% of total aggregate banking assets and the top 
five accounting for 80%. Overall, the Indonesian banks exhibit high capital ratios, strong earnings, 
and net interest margins. Yet, despite its prominence and sound financial condition, the banking 
sector has not provided substantial levels of intermediation to the economy, and the cost of credit 
is the highest in the region. 
  
3. Improving debt and equity markets. The Debt Management Office (DMO) has 
established benchmark government debt issues2 around which a reliable risk-free yield curve is 
emerging. The DMO has also been successful in smoothing out the government’s debt profile 
through debt swaps and buybacks. Indonesia now has the most long-dated maturity structure of 
any government bond market in emerging East Asia, with about 40% of its government bonds 
issued in tenors of more than 10 years. 3  Prudent fiscal management and sound debt 
management have led to a recent upgrade of Indonesia’s credit rating to investment grade for the 
first time since the 1999 crisis. This upgrade has provided additional support to the local corporate 
bond market, which has continued to expand over the 12 months that ended in September 2010, 
from a very small base with quarterly growth rates of about 10%.4 This expansion continued into 
2011 with a third quarter year-on-year growth rate of 30%, although quarter-on-quarter growth has 
slowed, reflecting global uncertainties. Secondary trading of both government and corporate 
bonds is also exhibiting an increasing trend, with corporate bond turnover now exceeding that of 
Malaysia. The sukuk (financial certificates that comply with Islamic law) market has also exhibited 
remarkable growth since 2006, increasing by an average of over 100% every year to reach Rp57 
trillion in 2010. Prior to the onset of the global financial crisis, the equity market exhibited 
encouraging trends as the daily trading volume of shares had increased to 6.0 million in 2009 from 
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1.8 million in 2006. Over the same period, market capitalization had increased to Rp2,019,375 
billion from Rp1,249,074 billion and the number of listed companies increased by 54. Despite a 
decline in average trading volume and market capitalization in 2010, daily average trading 
frequency has continued to rise and the number of listed companies increased by 22.  
 
4. Promising contractual savings subsector. The contractual savings subsector 
(e.g., pension funds and insurance) can be a key driver of capital market development. Currently, 
the sector is very small. However, the contractual savings industry exhibits promising trends, with 
total assets increasing from Rp192 trillion in 2006 to Rp530 trillion in 2010. During this period, 
insurance density more than doubled. Premiums relative to GDP have exhibited a steady increase 
since 2006 and now approximate the level of insurance penetration in Thailand, while the number 
of individuals covered by a pension fund increased to 2.7 million. Continuing and accelerated 
growth in contractual savings is anticipated when a public social security system is launched. In 
2009, a white paper on the design of the social security system has been prepared. A social 
security contribution and benefit system has been designed; the government’s risk management 
unit has been strengthened and is preparing to broaden the health insurance system and the 
public pensions system.  
 
5. Enhanced regulatory capacity. Recent initiatives between the Capital Market and 
Financial Institution Supervisory Board (Bapepam-LK) and the Asian Development Bank (ADB) 
have led to significant improvements in supervisory effectiveness and standards.5 However, the 
recent credit rating upgrade has led to an influx of investment, and will increase Indonesia’s 
exposure to global contagion through capital flows and exposure to sophisticated and interlinked 
investment schemes. Additional efforts are needed to harmonize regulatory approaches across 
agencies and 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 
authorities are still needed.       
 
6. Limited access to finance. Access to nonbank financing is constrained by the limited 
geographic reach of nonbank finance companies, and credit guarantee institutions are 
constrained by onerous capital standards. Further, the menu of available nonbank credit products 
is very limited and distribution channels are narrow and expensive. In addition, regulatory burdens 
serve to restrain interest in using the capital markets to obtain funding. Specific issues include the 
complicated requirements and processes needed to support public offerings, the perception of 
burdensome obligations upon becoming an issuer, and a lack of understanding from the business 
community regarding the advantages of the capital market as a source of funds.  
 
7. Market depth and liquidity. Indonesia’s local currency bond market remains small 
relative to regional peers. More work is needed to strengthen the primary dealer and secondary 
debt markets, especially in the longer tenors, partially because of the absence of inventory 
management tools that primary dealers can use to mitigate risk and make two-way quotes. 
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 is also dependent on the 
strength and depth of the domestic investor base, and the total accumulation of long-term funds. 
However, development of the domestic retail investor base has been limited and insurance 
penetration is relatively low. The product line is limited to products that do not support long-term 
financial planning with a savings element, and insurance is not widely available to the 
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lower-income segment of society. Likewise, the current voluntary pension program is too rigid and 
does not meet the needs of either employers or employees.  
 
8. Investor confidence. The confluence of limited domestic investor participation,6 low 
liquidity, and inadequate financial infrastructure has combined to produce significant volatility in 
the domestic debt markets. This heightened volatility reduces investor confidence, as foreign 
investors are concerned that market exit could be protracted and costly. To encourage domestic 
investors, efforts to improve the quality of domestic market participants need to be continuously 
evaluated and enhanced. At present, fit and proper testing and continuing qualification standards 
are lagging for those employed in the banking and select nonbank sectors. Corporate governance 
and risk management standards need to be strengthened within the nonbank financial sector, 
including 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.   
 
9. Financial infrastructure. Given the growth in online trading, trading systems need to be 
enhanced to ensure that transactions, delivery, and settlement are executed quickly and 
efficiently. Not all of the capabilities and features available in the current securities trading system 
are being utilized, such as the Single Investor ID (SID). SID is needed as a reference number for 
clearing, guarantee, and securities transaction settlement purposes to achieve straight-through 
processing (STP). Further, the market utilizes two separate clearing systems which introduce 
increased complexity to the process. Existing laws and regulations must be aligned with 
international standards; and compliance with bilateral, regional, and international agreements 
needs to be strengthened.  
 

2. Government’s Sector Strategy 
 
10. To meet the goals set out in the RPJMN, 2010–2014, the government, with the support of 
ADB, drafted and implemented the Capital Market and Nonbank Financial Industry Master Plan 
(CMNMP), 2010–2014. The CMNMP seeks to build on the achievements of the previous master 
plan and focus the government’s medium-term reform priorities on the identified development 
constraints. In particular, the CMNMP seeks to foster economic development by increasing the 
availability and diversity of nonbank 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, 
Sharia-compliant funding arrangements, and traditional capital markets to provide increased 
momentum for capital market development. 
 
11. By 2015, strategies that encourage the diversification of capital market instruments and 
nonbank financial service schemes will be carried out by mandating some level of required 
insurance and pension coverage. The government and the National Assembly have agreed to 
establish a social security fund along with 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 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, 7  agricultural insurance, and accident insurance. 
Bapepam-LK will adopt measures to increase the attractiveness of insurance and pension 
products. Measures will be implemented to improve the public’s ease of access by developing and 
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improving marketing channels for insurance products. Initiatives will be launched to boost the 
confidence of the investing public and provide a measure of investor protection. 
 
12. Within the securities subsector, the government will continue to develop the primary and 
secondary government debt markets; it will introduce securitized products and hedging 
instruments, and the infrastructure necessary to support trading in these products. Subsequent 
dissemination of mutual fund products and derivative instruments is expected to provide 
expanded investment options for investors, which will increase overall market liquidity. Measures 
will be introduced to strengthen investor protection, including the establishment of a Securities 
Investor Protection Fund. Within these developmental efforts, a priority in crafting legislation will 
be to place the Sharia financial industry on equal footing with the conventional financial industry. 
Bapepam-LK will prioritize the development of regulations that provide greater clarity and increase 
investor confidence with respect to issuing and investing in Sharia-based securities. 
 

3. ADB Sector Experience and Assistance Program 
 
13. ADB has undertaken five major financial sector operations in Indonesia addressing 
banking, capital markets, pensions, and insurance. The thrust of financial sector reforms over this 
period began with a focus on deregulation of the banking sector and capital market, and moved to 
implementation of a comprehensive set of reforms aimed at strengthening potential safeguards 
while encouraging market forces and market efficiency. During this engagement, ADB has 
developed a strong track record working with Bapepam-LK in the nonbank sector through 
numerous technical assistance (TA) projects and support for reforms under program loans. 
Overall, ADB experience underscores that broad-based reforms require long-term institutional 
development and must be fully aligned with the government’s national and sector development 
plans. 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 flexibility to adjust to 
changing circumstances. Program clusters can also enable benchmarks to be established and 
unify policy makers who advocate reforms. 
 
14. ADB will continue to support financial sector deepening to encourage greater domestic 
resource mobilization to support inclusive growth. ADB will provide financial and technical support 
to assist the government to implement the CMNMP. Toward this objective, 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 for International Development is 
providing assistance to improve supervision of nonbank 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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National 
Impacts 

Main 
Causes 

Core 
Sector 
Problem 

Sector 
Impacts 

 

Deficient 
Sector 
Outputs 

Problem Tree for Finance 
 
 

 
 
 
    
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

Lack of investment and savings constrains 
economic development and poverty 

alleviation 

Nonbank 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 nonbank 
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 nonbank 

financial 
intermediaries is 

inadequate  

 

Financial markets lack 
liquidity and depth 

Settlement, 
clearing, 

and custody 
systems do 

not meet 
international 
standards 

 

 
Lack of 
investor 

protection 
mechanisms 

Weaknesses in 
surveillance, 

investigation, and 
enforcement powers  

 

Financial infrastructure 
is inadequate 

 

Investor confidence 
remains low 

 

Low level of  
financial literacy 

 
 

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 
nonbank financial sector 

 

 

Inadequate investment in 
infrastructure 

 

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

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

Country Sector Outcome Country Sector Outputs ADB Sector Operations 

Outcomes with  
ADB Contribution 

Indicators with Targets 
and Baselines 

Outputs with ADB 
Contribution 

Indicators with 
Incremental Targets  

Planned and Outgoing 
ADB Interventions 

Main Outputs Expected 
from ADB Interventions  

Non-bank financial sector 
provides increased levels of 
financial intermediation 

Nonbank financial sector 
assets increase to 65% of 
GDP by 2014 from 60% 
of GDP in 2010 
 
 
 
 
 

Depth, access, 
infrastructure, and 
soundness of the 
financial sector improved  
 
 
 
 
 

Increase in the value of 
corporate bonds 
outstanding to 
Rp130 trillion as of 2014 
from Rp115 trillion in 
2010 
 
Total average trading 
volume of shares on 
IDX increases to 
1.75 million as of 2014 
from 1.50 million in 2010 
 
Number of individuals 
covered by a pension 
fund increases to 
4.0 million as of 2014 
from 2.7 million in 2010 
 
Investor protection fund 
established by 2014 
 
Complete introduction of 
Single Investor ID by 
2014 
 
Straight-through 
processing achieved by 
2014 
 
OJK launched and three 
sector laws revised by 
2015 
 

(i) Planned Key Activity 
Areas 
 

Finance sector 
development, money and 
capital markets, insurance, 
and contractual savings  
 
(ii) Pipeline projects with 
estimated amounts  
  

Financial Market 
Development and 
Integration Program 
($300 million) 
 
CDTA for Enhancing 
Financial Sector 
Governance, Risk 
Management, and Depth  
($1 million) 

 
(iii) Ongoing Projects 
with Approved Amounts 
 

CDTA for strengthening 
regulation and 
governance ($1.2 million) 
 
CDTA to address 
immediate and 
medium-term capacity 
building ($1.9 million) 

Planned Key Activity 
Areas: 

Policy-based and capacity 
development support to 
finance sector development 
 
(i) Pipeline Projects  
 

Supervision and regulation 
strengthened and 
harmonized  

Deepen the capital market to 
provide expanded access to 
nonbank financing  

Increase mobilization of 
long-term savings through a 
broadened investor base 

 
(ii) Ongoing Projects  
 

Capacity for market 
surveillance, investigations, 
and enforcement improved  

Market liquidity and 
transparency increased  

Technical capacity of 
Bapepam-LK strengthened 

 

 
ADB = Asian Development Bank, Bapepam-LK = Badan Pengawas Pasar Modal dan Lembaga Keuangan (Capital Market and Financial Institution Supervisory Board), 
CDTA = capacity development technical assistance, GDP = gross domestic product, IDX = Indonesia Stock Exchange, OJK = Otoritas Jasa Keuangan (Financial 
Service Regulatory Authority). 
Source: Asian Development Bank. 
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