
Finance

Indicator 2015 Source

Size of sector ($) $48.9 billion BPS

Share of sector in the economy (% GDP) 6.1% BPS

Sector ranking in the Indonesian economy 5th largest BPS

CAGR 2010-14 (%) 6.7% BPS

YoY sector growth 2014-15 (%) 1.1% BPS

Largest company in sector Bank Mandiri AmCham 

Largest US company in sector Citibank AmCham 

Size of US companies in sector ($) $1.8 billion BEA**

% share of US companies in sector 3.7% BEA**

Domestic sales by US companies in sector ($) $946 million BEA**

FDI (realized) by US companies in sector ($) (BEA version) $1.1 billion BEA**

FDI (realized) by US companies in sector ($) (BI version) $17.7 million BI

GoI revenue by US companies in sector ($) $41.4 million BEA*

Total workforce in the sector 3,266,500 BPS

Total workforce in the sector employed in US companies 5,300 BEA*

% employment of sector in total Indonesian workforce 5.3% BPS

% of workforce in the sector employed by US companies 0.2% BEA*

S 5

NOTE *2013, AS NO BEA DATA FOR 2014-15. ** BEA DATA FOR 2014.

BPS BADAN PUSAT STATISTIK / STATISTICS INDONESIA

BEA BUREAU OF ECONOMIC ANALYSIS, US DEPARTMENT OF COMMERCE

TABLE 8.5
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Banking Sub-Sector Overview  

In line with our analysis of total 

economic activities involving US 

companies operating in Indonesia, 

in this report we have extended our 

coverage to include not just the 

insurance sector but also the banking 

sector. As a result, we cover both sub-

sectors in this section, starting with an 

overview of banking. 

Indonesia’s banking sector has enjoyed 

steady growth over the past five 

years, with consistent annual loan 

growth of about 20 percent. However, 

the sector expects to see a much 

lower level of loan growth this year, 

likely retreating into single digits. 

Increasing competition has meant 

that the average net interest margin 

(NIM) has narrowed somewhat, but 

nonetheless remains one of the highest 

in the region, with Indonesia’s banking 

system still one of the most profitable 

globally. In line with this, Indonesia’s 

banking industry is expected by S&P 

to post a return on assets (ROA) of 

2 percent in 2016, a very good result 

when viewed globally.20 But despite its 

profitability, S&P goes on to say that 

Indonesia’s banking sector will continue 

to face slower growth and higher credit 

stress in 2016. Indonesian banks’ non-

performing loans (NPLs) are expected 

to increase to 3 to 4 percent of total 

loans in 2016, up from 2.7 percent 

in November 2015. External debt, 

mostly held by the corporate sector, 

has almost doubled over the past four 

years, posing risks for the stability of 

the rupiah. However, lower interest 

rates will help to alleviate credit stress, 

with Bank Indonesia (BI) having cut 

its benchmark rate to 7 percent in 

February this year and then to 6.5 

percent in June. The 7-day reverse 

repurchase rate - set to become BI’s 

new benchmark rate on 19 August - 

was also cut by 25 basis points (to 

5.25 percent) in June. 

The economic slowdown, falling 

commodity prices and the depreciation 

of the rupiah, coupled with high growth 

in riskier segments, are all expected 

to weigh on asset quality and result in 

higher credit stress in 2016. Despite 

these headwinds, S&P maintains its 

stable outlook, given the sector’s 

sound capitalization and liquidity. 

A survey conducted by PwC in 201521  

shows that foreign and joint-venture 

banks see the increase in regulatory 

requirements as the biggest challenge 

facing them, with banks encountering 

more regulation and greater levels of 

public scrutiny than ever before. For 

instance, these banks see regulations 

related to data on-shoring as the 

biggest concern. Foreign banks also 

express a need for more clarification 

on Basel III implementation, and on 

ownership and local incorporation rules. 

20 http://www.alacrastore.com/s-and-p-credit-
research/For-Indonesian-Banks-No-Respite-
From-Headwinds-In-2016-1579635#sthash.
srle2JsK.dpuf 

21 PwC. 2015. Indonesian Banking Survey 2016.
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Other worries include the passage of 

the draft law on Financial System Crisis 

Prevention and Mitigation (PPKSK), 

previously known as the draft law 

on the Financial Stability Safety Net 

(JPSK).22  In its current form, the law 

will prevent government intervention 

or financial assistance in the event 

of a financial crisis that leads to the 

collapse of one or more systematically 

important domestic banks (DSIBs). The 

government will now have no authority 

to use state funds for bank takeovers 

or rescues. This approach might be 

feasible within a regulatory framework 

that genuinely brings about compliance, 

prudence and transparency, but 

otherwise it may risk exacerbating 

instability in the banking sector.

However, there are some positive signs 

of regulatory progress. For example, 

the Financial Services Authority 

(OJK) has relaxed the requirements 

on commercial banks and branches of 

foreign banks entering into the foreign 

exchange management business and 

the government has also introduced 

tax exemption incentives for export 

proceeds (DHE) that are deposited 

in domestic banks. Bank Indonesia 

estimates that export proceeds  

flowing into deposit accounts could 

increase by $1 billion a month as a 

result of this move. 

The OJK has laid out a blueprint to 

consolidate the banking sector over 

the coming 10 to 15 years. There 

are currently 118 commercial banks 

operating in Indonesia and the OJK 

would like to see this number drop 

to 60 or 70 through consolidations. 

Meanwhile, the appetite from foreign 

investors remains strong, with interest 

especially being seen from Japanese, 

Chinese and South Korean banks.  

the Financial Services Authority 
(OJK) has relaxed the 
requirements on commercial 
banks and branches of foreign 
banks entering into the foreign 
exchange management 
business and the government 
has also introduced tax 
exemption incentives for 
export proceeds (DHE) that are 
deposited in domestic banks.

22 http://www.thejakartapost.com/news/2016/03/15/govt-left-toothless-financial-crisis-bill.html
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The Role of US Companies  

in Banking  

There are five major US banks 

operating in Indonesia, namely Bank 

of America-Merrill Lynch, Citi Group, 

Goldman Sachs, JPMorgan Chase 

and Morgan Stanley. Together, 

they account for the bulk of the US 

economic activity in the finance sector 

(including insurance), at $1.8 billion, 

which is equivalent to a US share in the 

finance sector of 3.7 percent. Other 

US financial services companies that 

also operate in the sector include Ernst 

& Young, Mastercard, Visa and PwC.   

Citibank is one of the leading banks in 

Indonesia in terms of the sovereign, 

quasi-sovereign (state-owned 

enterprises) and corporate dollar bond 

market, with Citi involved in $6.6 

billion out of a total of $10.2 billion in 

2014, and $9.7 billion out of a total 

of $12.5 billion in 2015. So far this 

year, Citi accounts for all US dollar 

bond issuances in Indonesia, at $2.5 

billion. This is an impressive record of 

achievement. Meanwhile, the other  

US banks focus in different areas,  

with Goldman Sachs the leader in 

terms of mergers and acquisitions 

(M&A) deals in 2014-15, at $3.1 billion, 

and also in Indonesian equity offerings 

in the same period, with a market share 

of almost 18 percent. Morgan Stanley 

on the other hand focuses mostly on 

equity trading on the Indonesia Stock 

Exchange (IDX), with a 6 percent 

market share in 2015, making it the 

largest single trader in the market.  

It is also a leading US bank involved  

in M&A business.  

+ One way to attract larger capital inflows into Indonesia would be to broaden the 

range of more sophisticated banking products that could be offered to wealthy 

clients here and try to provide a similar range of products to those found in 

major financial hubs like Singapore. With support from the OJK in developing and 

approving such products, Indonesia could compete for a share of regional money 

looking for more attractive rates of return.

Ideas for Incentivizing Growth in 

the Banking Sub-Sector 
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Insurance Overview  

Indonesia’s general (non life) insurance 

industry, comprising 79 insurance 

companies (three state-owned, 60 

domestic and 16 foreign/joint venture) 

and six reinsurance companies, holds 

enormous promise given the potential 

size of the market, the current low 

insurance density and the fact that, as 

of September 2015, only just over 2.5 

percent of Indonesians held any kind 

of insurance policy. The Indonesian 

Life Insurance Association (AAJI), 

comprising 50 members, is optimistic 

that life insurance companies will post 

premium growth of 20 to 30 percent in 

2016 with the aim of boosting market 

penetration.23 Indonesia’s life insurance 

industry recorded growth of 16.7 

percent in new premium income to IDR 

57.6 trillion ($4.14 billion) from January 

to September 2015, having declined by 

nearly 10 percent in 2014. The existing 

premium income of life insurers rose 

by 15 percent to IDR 43.21 trillion YoY 

as of September 2015, raising total 

premium income to IDR 100.80 trillion, 

a 16 percent YoY increase.

In the life insurance segment, the 

10 largest companies based on total 

premiums are dominated by joint 

ventures backed by multinationals, 

such as the UK’s Prudential, Canada’s 

Manulife Financial and Germany’s 

Allianz. State-owned PT. Jiwasraya 

Asuransi is the only local company in 

the top ten.   

Meanwhile, growth in general (non-

life) insurance premiums is expected 

to be 15 to 20 percent in 2016, 

according to the Indonesian General 

Insurance Association (AAUI).24 

Marine hull insurance is expected to 

make the largest contribution, helped 

by the government’s maritime axis 

program. General insurers expect 

to see moderate growth in property 

insurance, while a negative outlook 

is likely for vehicle insurance, given 

slowing automotive sales. For the nine 

months to September 2015, Indonesia’s 

general insurance posted 10 percent 

growth to IDR 42.3 trillion in premium 

revenue, up from IDR 38.5 trillion YoY, 

lower than the 14.8 percent increase 

for the same period in 2014.

16
Indonesia’s life insurance industry recorded growth of 16.7 percent in new premium 
income to IDR 57.6 trillion ($4.14 billion) from January to September 2015, having 
declined by nearly 10 percent in 2014. The existing premium income of life insurers rose 
by 15 percent to IDR 43.21 trillion YoY as of September 2015, raising total premium 
income to IDR 100.80 trillion, a 16 percent YoY increase.

23 http://www.asiainsurancereview.com/News/View-NewsLetter-Article?id=34625&Type=eDaily

24 Ibid. 
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While the prospects for growth remain 

bright, especially as Indonesia recovers 

from the slowdown that began in 

2014, there are serious challenges 

to future investment in the sector. 

For example, foreign players have 

expressed concern with the ongoing 

OJK directives regarding the on-

shoring of data centers, as well as 

mandatory reinsurance cessions – both 

of which combine to create worries 

over security. In addition, there are 

concerns over never-ending DPR 

maneuvers to reduce newly confirmed 

foreign equity levels (set in the DNI) 

to far lower levels. There are also 

some concerns within the industry 

over the capacity of the OJK to cope 

with the necessary follow through 

and related audit requirements. These 

are vital in view of the constant flow 

of new regulations in the insurance 

industry, which could also give 

rise to unintended consequences. 

There appears to be a difference in 

the regulatory environment in the 

banking sector and the situation in the 

insurance industry. In this regard, it 

has been suggested by some industry 

experts that there is a tendency to 

sidestep international best industry 

practices, favoring perceived national 

interest concerns.  

Reinsurance exists in order to spread 

and diversify risk, and normally goes 

offshore because of the capacity and 

sophistication of reinsurance products 

available in the off-shore market. 

Direct insurers look for help in product 

development, pricing and underwriting 

from reinsurers abroad. Forcing 

reinsurance to stay in Indonesia, 

where capacity is limited and may fall 

short of international standards, will 

likely result in these internationally 

appreciated benefits being drastically 

curtailed, since domestic players 

cannot be expected to provide the 

same level of experience and expertise. 

This will deprive Indonesian insurance 

companies and their customers of 

more diverse and better products, and 

likely raise premiums for policyholders. 

The result could deprive Indonesia of 

a bigger pool of investment capital 

generated by the industry. The latest 

OJK regulation, passed earlier this 

year, to retain increased levels of 

liability within Indonesia obliges primary 

insurers to increase the amount of 

locally-procured reinsurance to a 

minimum 25 percent and to cede that 

liability to the existing four national 

reinsurance license-holders. At 

the same time, a new state-owned 

reinsurer, called Indonesia Re, has 

been created to supply the required 

reinsurance capacity. However, 

there are some concerns over the 

capitalization of this new state-backed 

reinsurance company and the degree 

to which it will be able to implement 

its mandate. The Indonesia Re CEO 

has stated that the company will need 

a capital injection of at least IDR 500 

billion this year and boost its capital  

by IDR 2.0 to 2.5 trillion in 2017 

to absorb reinsurance premiums 

repatriated from overseas.25 

Another major issue is foreign 

ownership limits. Law No. 40/2014, 

which replaced Law No. 2/1992, is still 

awaiting implementing regulations. A 

previous regulation passed in 2008 

allowed foreign companies to own up 

to 80 percent of Indonesian insurance 

companies, offering a relatively open 

investment environment. However, 

many multinational insurance 

companies have gone beyond this 

limit and in some cases even own up 

to 100 percent of the equity in their 

Indonesian entities. Although legislators 

have called on the OJK to lower the 

foreign ownership cap to 49 percent, 

the OJK has recently announced that 

it intends to maintain the 80 percent 

cap on foreign ownership “to calm the 

market,” according to a senior OJK 

official.26 An OJK regulation will likely 

be issued later in 2016, but the 80 

percent cap is now clearly stated in the 

Negative Investment List (DNI), which 

comes as a relief to foreign-owned 

companies in the sector. However, 

a problem still remains for those 

25 http://www.thejakartapost.com/news/2015/12/21/government-merges-two-state-owned-reinsurers.html

26 Interview with Peter Meyer, former head of PT. AIG Indonesia, dated 8 June 2016.  
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foreign-owned companies that have 

exceeded the 80 percent limit and are 

now required by the OJK to divest the 

excess equity of that limit, especially 

as this will require raising large sums of 

money from domestic investors. One 

option being considered is for these 

companies to undertake initial public 

offerings (IPOs) on the Indonesia 

Stock Exchange (IDX). However, there 

are currently no insurance companies 

listed on the IDX and there are serious 

technical issues to be addressed before 

such IPOs would be feasible.   

The OJK also intends to implement the 

“single presence policy” stipulated in 

the 2014 law, which requires two sister 

companies owned by a single holding 

company to merge into one legal 

entity, mirroring a similar regulation in 

the banking sector. 

As we have noted in the section 

covering ICT in this report, data on-

shoring also affects the insurance 

industry (similar to the banking sector) 

and is of considerable concern to 

foreign-owned companies here.  

Finally, the insurance industry faces 

structural issues typical of fast 

growing financial sectors. There is 

a considerable shortage of skilled 

labor to draw upon, while nurturing 

one’s own talent is unpopular in the 

domestic industry. It is also expensive, 

as according to DBS Bank, annual 

staff turnover in the industry stands 

at about 40 percent. This drives up 

salaries, the costs of which are then 

passed on to the customer. This issue 

is compounded by the strict rules 

regarding the use of foreign expertise 

in the industry. Meanwhile, there is a 

dearth of insurance industry-related 

training programs in Indonesia, making 

it hard for insurance companies to 

source well-trained staff locally. 

The Role of US Companies in the 

Insurance Sub-Sector 

The current presence of US insurance 

companies in the Indonesian insurance 

sector is low and has been significantly 

reduced in the years since the global 

financial crisis. There are several US 

companies worthy of mention: AIG is 

present in Indonesia, but is no longer 

in the top-ten companies and has a 

much-reduced level of operations 

in the wake of the global financial 

crisis and the company’s bail-out by 

the US government. AIG focuses on 

general insurance and has about 250 

employees in its local office. Also in 

general insurance, ACE is present, 

which has recently changed its name 

to Chubb after ACE purchased Chubb 

in mid-2015. Aetna, a life and health 

insurance company, currently operates 

in Indonesia through a contractual 

arrangement with a domestic carrier, 

but is planning to set up its own 

Indonesian office in the near future. 

Cigna is present in the life and health 

insurance space, while New York Life, 

which previously had a presence in 

Indonesia through a local partner, 

is considering making a return to 

Indonesia. This previous partner, 

under the name of Sequis, localized 

the business in 2003 when the US 

company opted to withdraw from the 

marketplace. Lastly, RGA Insurance is 

one of the major foreign reinsurance 

companies operating in Indonesia. 
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+ The OJK together 

with the IDX and in 

consultation with 

foreign-owned 

companies in the 

industry might consider 

establishing a working 

group to look into the 

technical details of 

enabling insurance 

companies to conduct 

IPOs as a way of listing 

on the IDX and divesting 

their equity levels down 

to the required 80 

percent. 

+ One of the most 

important aspects of 

the insurance industry, 

where products are 

being sold on the basis 

of contractual law, is a 

solid and consistent legal 

system. The absence 

of legal certainty can 

be extremely damaging 

to confidence. Hence, 

the government might 

consider looking into 

ways of bolstering 

legal certainty for the 

industry and as a means 

of reducing risks to 

investors. 

+ In view of the shortage 

of skilled labor, the 

government might 

consider implementing 

a mandatory training 

program involving all 

insurance companies in 

Indonesia. This could be 

established with support 

from the OJK’s own 

supervisory sector for 

consumer protection 

and financial education. 

A possible model might 

be the “MAGANG” 

program, set up 

following the German 

model of vocational 

training, and conducted 

in cooperation with 

Trisakti University. 

Unfortunately, the 

program has not 

received much attention 

in recent years. As 

a concept, students 

worked in “sponsor” 

insurance companies 

for three days a week 

and studied insurance-

related subjects at 

Trisakti for three days 

of the week. Students 

in the scheme acquired 

a DIII diploma after 3 

years or a bachelor’s 

degree (S1) after 3.5 

years, at which point the 

students were accepted 

as employees into the 

companies where they 

had been receiving their 

work experience. 

Ideas for Incentivizing Growth 

in the Insurance Sub-Sector 
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