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Abstract 

In order to achieve strong and sustainable economic growth through infrastructure development, huge 

investment financing is needed. However, to reach the target, state financing solely is not enough. 

Beside mandated to address higher and more sustainable revenue as well as better spending 

prioritization, Government of Indonesia has to maintain the budget deficit under 3 percent of Gross 

Domestic Product (GDP) and total outstanding debt to be less than 60 percent of GDP. Given this 

constraint, private investment both directly through financial institution and indirectly through financial 

market needs to be promoted. However, compared to other countries in the region, financial institutions 

and market in Indonesia still needs to be far improved. This working paper aims to form a macro strategy 

to increase role of financial sector in providing financing source for development, especially 

unconventional sources such as through capital market and non-bank institutional investors including 

insurances and pension funds. 
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I. Background 

The need for long-term financial intermediation is already pressing. According to Medium Term 

National Development Planning (RPJMN), within the next five years Indonesia will be in high-reaching 

economic trajectory with real annual Gross Domestic Product (GDP) growth targeted to reach 8 percent 

(see Table 1). Although consumption is still an important part of this economic growth, Indonesia also 

requires substantial investment increase which sourced from both Government and private sector. With 

regards to investment financing from the government, it is known that the main direction of the 2015 to 

2019 state budget is “fiscal reform”. The reform includes budget reform, which is to reallocate the 

budget into more productive sectors, e.g. from subsidy-oriented spending to capital expenditure 

orientation, particularly for infrastructure. This is reflected in the large sum for infrastructure 

development required by Indonesia in the next 5 years in order to achieve high economic growth. The 

amount, based on RPJMN, reached IDR5.519 trillion, which is already beyond the state budget capacity. 

Therefore, private sector participation in this investment financing is very important to be addressed. 

 

Table 1 Economic Growth Target 2015-2019 

  Medium Term Projection 

2015 2016 2017 2018 2019 2015-2019 

GDP Growth ( percent) 5,8 6,6 7,1 7,5 8,0 7 in Average 

Investment Needs 3.945 4.500 5.188 5.978 6.947 26.558 

 a) Government 493 673 763 937 1.158 4.024 

 b) Private 3.452 3.827 4.425 5.041 5.789 22.534 

-Bank Credit 752 894 1.078 1.323 1.646 5.693 

-Foreign Loan 617 703 799 911 1.040 4.070 

-Stocks Issuance 74 103 152 181 224 734 

-Bond Issuance 443 606 705 803 925 3.482 

-Internal Financing 1.566 1.521 1.691 1.823 1.954 8.555 

Source: RPJMN 2015-2019 

 

The private sector investment financing among others are to be sufficed by an increase in the 

third party funds. This is in line with Bank Indonesia's efforts to increase market liquidity to strengthen 

economic growth, maintain foreign investor’s appetite (stable capital inflow), and increase capital 

market’s role. As with any of government investment, private investment plan needs to be carefully 

planned. This plan must of course consider a number of conditions, including structural condition such 

as public saving and investment patterns, as well as the efficiency of savings and investments 

intermediation process conducted by financial institutions and capital markets.  

As agreed above that Indonesia will be in crucial development period, at which the Indonesian 

economy will upgrade to become upper-middle income economy class, a big policy adjustment needs to 
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be made. All economic policy, not only fiscal, monetary, but also the financial sector has to adjust to this 

new economic level. These adjustments needs to be well planned to unlock our current potential 

especially at the very momentum. In term of financial sector, the potential can be seen it by looking at 

Indonesia’s financial inclusion rate which is still very low.  In addition, the low utilization of financial 

products such as bank loan, bonds and stocks, to fund economic activities becomes one indication that 

Indonesian financial sector still has big room for improvement. Hence in the future, financial sector 

policy needs to be geared up to answer economic challenges. 

One of the large investment needs post is funding post for infrastructure needs (see Table 2). The 

total amount of this infrastructure needs exceeds the total Government’s medium-term investment as 

indicated in Table 1. Meeting this infrastructure investment needs is very important to the acceleration 

and sustainability of Indonesia's economy in the future, thus funding must be planned well. In order to 

achieve them, Indonesia faces a number of challenges, either derived from the funding or non-funding 

side.2  

 

Table 2: Indonesia Medium Term Infrastructure Needs 

Sector N APBN L APBN 

State Owned 

Enterprise 

(BUMN) 

Private Total 

Road  340.0   200.0   65.0   200.0  805.0 

Train  150.0   -   11.0   122.0  83.0 

Sea Transportation  498.0   -   238.2   163.8  900.0 

Aviation  85.0   5.0   50.0   25.0  165.0 

Land Transportation  50.0   -   10.0   -  60.0 

Urban Transportation  90.0   15.0   5.0   5.0  115.0 

Electricity  100.0   -   445.0   435.0  980.0 

Energy (Oil and Gas)  3.6   -   151.5   351.5  506.6 

Information 

Technology 

 12.5   15.3   27.0   223.0  277.8 

Water Resources  275.5   68.0   7.0   50.0  400.5 

Water and Sanitation  227.0   198.0   44.0   30.0  499.0 

Settlement  384.0   44.0   12.5   87.0  527.5 

TOTAL  2,215.6 545.3 1,066.2 1,692.3 5,519.4 

Percentage 40.14 9.88 19.32 30.66 100.0 

Source: RPJMN 2015-2019 

 

                                                           
2 In accordance with the study conducted by Khoo (2014), several conferences carried out in Asia shows that the 
obstacle in fulfilling the huge infrastructure needs in ASEAN is mostly caused by lack of feasible projects 
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In terms of funding, either from the government side or the private sector side, the main issue 

that requires attention is the need to develop financing schemes. From the government itself, financing 

scheme is still being developed, ranging from relatively more conventional scheme, such as direct 

financing for basic infrastructure projects, feasibility support for part of construction costs - Viability Gap 

Funding (VGF) for projects under the Public Private Partnership (PPP), multilateral loans, up to more 

innovative schemes such as the ongoing establishment of "development bank" called Indonesia 

Development Financing Institution (PT LPPI). PT LPPI is the merger of PT Infrastructure Investment Fund 

(PT SMI) and the Government Investment Center (PIP). The implementation of these various schemes 

must also consider the risk management tool, both quantity, which is to ensure government debt’s is 

within safe threshold, and quality, which is to ensure the feasibility of the project operator. 

Although many financial schemes are already available, non-conventional initiatives such as by 

utilizing financial market are still needed. However, big challenge is there. Looking at national financial 

market condition, it can be seen that, to date, there is still low availability of long term financing in the 

market. There are structural constraints that could explain this fact, such as Indonesia’s low savings rate. 

On the other hand, domestic financial institutions, either banks and non-banks, that are expected to 

provide long term funding, has relatively smaller in size compared to other countries becomes the cause 

of long-term funding sources to be less optimal. In addition, the quality of the regulation and 

institutional frameworks needs to be improved to ensure the sustainability of long-term funding source 

in the future. 

The two main problems to be addressed by this paper are (1) whether we can reach medium-term 

economic development target using current financing capacity, and (2) what can be done to increase 

those capacities. In order to answer these problems, the structure of this paper will be started with the 

theoretical and literature review concerning saving, investment, and economic growth, financial sector 

development principles, then followed by explanation of the research methodology, quantitative 

analysis, qualitative analysis, the ideal model of interaction between stakeholders in the financial sector, 

and the macroeconomic framework for financial sector development. 

 

II. Expected Outputs 

This paper is prepared to construct macro framework along with the necessary follow-ups or 

strategies to improve the financial sector's role in promoting strong and sustainable economic growth. 

This framework is expected to be used as a national reference for developing national financial sector 

that can fully promote strong and sustainable economic growth. 

 

III.  Theoretical Review 

In Keynes's theory, there is an understanding called the "paradox of thrift" or "paradox of savings" 

which states that the greater the proportion of income saved by an individual would make him/her poor  

driven by lower demand in general. However, there is a shift of thinking in which there are other factors 

that affect the relationship between investments and economic output. 



11 
 

Basically, savings are one method or measurement for an individual to allocate their consumption 

from time to time. In addition, his/her savings are also source of capital for companies to invest. 

Therefore, the amount of savings is a function of saving supply (in terms of depositors/customers) and 

investment demand (from the company side), with interest rates as market price of the savings. 

From the saving supply side, life-cycle hypothesis (Modigliani, 1954) and similar hypothesis i.e. 

permanent income hypothesis (Friedman, 1957) predicted that public tend to stabilize consumption 

(consumption smoothing) using this saving instrument. From these two models, we can draw two main 

facts: (1) income and (2) the demographic structure greatly affecting the propensity to save. Whereas, 

from investment demand side, it can be underlined that in the Country with free capital flow, the 

business sector ideally will have no trouble in obtaining funds either from both domestic and overseas, 

so the investment demand side will not affect the savings supply. This matter, has led to savings models 

on various Countries only considering income and life cycles and relatively independent from the 

investment demand side. 

On the other hand, data show that savings have close relationship with investment and economic 

growth. This thing primarily happens in a Country with degree of capital flow freedom is not a hundred 

percent. One of the model that found positive correlation between savings and economic growth is the 

Solow models. Whereas, there are those who also found the paradoxical relationships between the two, 

i.e. Carroll, Overland, and Weil (2000), where there is lag between high economic growth and the 

growth savings rate. These various theoretical findings pose certain challenges to understand the 

relationship between investment and saving with the establishment of accelerated economic growth. 

Therefore, Indonesia as one of emerging market country with developing economy as well as its 

financial sector, which is interesting to be explored.  

One major factor to consider is the financial depth, which according to Sahay, et al. (2015), 

consists of financial market depth and financial institutions depth, where both become intermediators 

from savings to become investment to the private sector. As pictured in the five sectors circular flow, 

which is the Household, Firms, Government, Financial Institutions, and the Rest of the World (see Figure 

1), the role of financial institution is very large in transforming savings into investments to the private 

sector. The deeper the flow between financial institution with other sectors, the driver of economic 

growth becomes diversified, strong, and furtherly increase the economic resilience. According to Levine 

(2005), the expected channel that can be used for financial positively contribute to higher economic 

growth, among others are (1) information; (2) capital allocation for productive sectors, (3) investment 

monitoring and exerting corporate control; (4) trade facilitation, diversification and risk management, 

(5) savings mobilization and accumulation and (6) to ease the exchange of goods and services. 

While most of the literatures agree that there is relationship between saving, investment and 

economic growth, not many take into account the financial depth indicators in modeling this 

relationship. Some financial depth indicators are (1) bank assets towards GDP (King and Levine, 1993), 

(2) the depth of the stock market (Levine and Zervos, 1998), and (3) the use of financial indicators as 

control variables (Levine, Loayza and Beck, 2000) for other economic growth forming variables. 
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Figure 1 Economic Circular Flow with the Existence of Financial Institution 

Source: lardbucket.org 

 

However, it should be underlined after the crisis in 1998, there was a change in the relationship 

trend between finance and economic growth. After this crisis period, the relationship experience a 

decline or even become very minimum (Rousseau and Wachtel, 2011) even in some literatures, negative 

relationship occurs during certain period, which is referred to as "too much finance" (Arcand, Berkes and 

Panizza, 2012). This thing also lead to preliminary conclusion that the relationship between finance and 

economic growth is not linear, where positive relationship takes place at the beginning but at certain 

level, the effect becomes heterogeneous in the research with sectoral data (Aizenman, Jinjarak, and 

Park, 2015). However, most of the literatures are more focused on this type of relationship between 

finance and economic. 

On one hand, it is believed that a financial sector that grows is more stable because it reduces 

friction or asymmetric information, reduces sensitivity financial condition to net worth change of 

business sector as borrowers (Bernanke, Gertler, and Glichrist, 1999). In addition, financial development 

also encourages risk-sharing thus lowering financial constraint, increasing business sector performance 
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and household capacity to absorb crisis, and allow stabilization of consumption (consumption 

smoothing). 

Sahay, et al. (2015) redefined financial development indicators to also include financial 

institutions and financial markets indicator, where each are divided again into depth, access, and 

efficiency. With these indicators, important events in the financial development, for example, 

"Greenspan Era" in the mid-1990s to early 2000s, can be identified. 

In developing financial market, according to studies conducted by Sundarajan and Elliot (2003), it 

takes an integrated and risk-based approach from each market. In this particular approach, there is a 

hierarchical level which reflects the risk complexity and interconnection among instruments in financial 

markets. Therefore, in order to achieve optimal development for domestic financial market, the 

identification of this hierarchy is required, and the development of financial markets is conducted based 

on the sequence already identified. According to the study as shown in Figure 2, the money market 

become the basic element because here is where price discovery takes place and interest rate is set and 

transmitted. 

The foreign exchange market is situated in the next rank because of its unique function as 

connector for non-residents to enter domestic market. The money market is also critical to develop, for 

example, the government bond market, especially the short-term instruments since the long-term 

instruments are generally more risk complex than those shorter ones -which needs more liquidity. A 

well-established bond market at a later stage will become necessary condition for other markets such as 

corporate bonds and asset-backed securities market. At the top hierarchy, the derivatives market is the 

market which requires most liquid and efficient market as underlying of stock and bond markets. 

 

Figure 2: Sequence of Domestic Financial Market Development  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Sundarajan dan Elliot (2003) 



14 
 

As the results of the literature study, three important things hence can be underlined: (1) the 

definition of financial sector which includes two main elements i.e financial institutions and financial 

markets, (2) a deep financial sector is very crucial for economic growth, mainly at a time when the 

country is still developing, and (3) the development of the financial sector needs to be done in stages, 

simultaneous and equal in all instruments. 

 

IV.  Research Methodology 

In order to answer research question, we used quantitative-descriptive and qualitative methods. 

Quantitative descriptive analysis is used to measure the capacity of Indonesia financial sector. This is 

done through certain process that follows what is suggested by the literature. For example, to calculate 

the capacity of financial intermediation using bank loans, we use other relevant indicators. The 

projection for each indicator is using historical data or other source, for example the RPJMN for 

economic growth projection. 

Furthermore, after the quality and potential of the financial sector can be measured by 

quantitative descriptive analysis, qualitative methods are conducted to parse the profile behind the 

numbers. Qualitative research methods is chosen as it emphasize more on the in-depth understanding 

to a problem, which is needed in discussing this topic. By doing some qualitative information gathering 

techniques such as in-depth interviews with some relevant parties both domestic and abroad, Focus 

Group Discussion (FGD), we tried to outline the descriptively the problems to complement the existing 

numerical results. And the data collected more in words or pictures rather than numbers. The purpose 

of this methodology is a deeper understanding to a problem under study, in this case is what is causing 

the quality of the financial sector as it is now. 

 

V.  Quantitative Analysis 

As explained in the chapter of research methodology, quantitative analysis will be done in the 

form of a simple calculation on funding capacity through bank loans and bond issuance. Two of these 

instruments are merely examples, whereas other analysis can be conducted for instance for financing 

through the issuance of new stock (Initial Public Offering). But with the fact that the trend of new stock 

was very volatile and heavily influenced by factors beyond the liquidity of the economy, this paper does 

not focus on the analysis of the issuance of new stock. The discussion flow is through the presentation 

of workflow quantitative analysis, statistics elaboration of relevant variables in the diagram, the 

determination of the assumptions used in calculating the capacity, as well as the calculation capacity. 

 

V.1 Quantitative Analysis Flow 

Figure 3 shows the quantitative analysis work flow that we carried out. During the first phase, 

economic activity was calculated as reflected in nominal Gross Domestic Product (GDP) obtained from 

the two major assumptions, i.e. real growth of GDP and the price factor or deflator: real GDP growth 

added by a deflator to obtain nominal GDP growth, and multiplied by realization of nominal GDP in 2014 
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to obtain the annual nominal GDP to 2019. Real GDP growth derived from real GDP growth targets as 

stated in RPJMN 2015 to 2019 (see Table 1). Meanwhile the deflator used inflation assumptions based 

on medium-term macroeconomic framework of Ministry of Finance from 2015 until 2019. 

Furthermore, the obtained nominal GDP is used to calculate the liquidity of the economic which is 

gathered from the main assumptions i.e. velocity of money: nominal GDP divided by VoM equals to 

economic liquidity of M2 (money in the broad sense). VoM is predicted to fall by 0.02 percentage point 

(pp) each year, or in accordance with the trend of VoM in the last 5 years. 

The next phase will identify how many new credits that can be generated by banking derived from 

three main assumptions i.e. the amount of savings, loan to deposit ratio (LDR), and bank amortizing 

credit: starting from obtaining deposit figures by multiplying savings (in percentage towards M2) with 

M2 obtained previously. These savings are then multiplied by the LDR in order to obtain the amount of 

credit outstanding. The new credit will be gained from adding changes in annual credit and amortized 

ones. The ratio assumptions of deposits to M2 are gathered by using historical data in the last 5 years 

which results on an increase of 0.1 pp annually. LDR assumptions are also determined in the same 

manner with the adjustment so it will not reach the level of 95 percent because it was too risky to 

obtain the assumption of an increase of 1 pp per year. Since the assumption of credit amortization 

remained unknown, the arbitrary figures used that is the average of debt life-time i.e. 5 years, which 

result in amortization amounting to 20 percent per year. 

 

Figure 3 Flow Chart of Quantitative Analysis of New Banking Credit  

 

 

 

 

 

 

 

Source: calculated by BKF Staff 

 

Furthermore, quantitative analyzes were conducted to calculate the capacity of bond financing 

both from the banks and pension funds. The pension fund is an attracted sector because its 

development is quite rapid and has not reached the optimal point yet. During the period of 2009-2013, 

according to the Financial Services Authority (Otoritas Jasa Keuangan/OJK) data, the net assets of 

pension funds rose 44.3 percent from the year 2009 amounting to IDR112 trillion to IDR162,44T in 2013. 

In addition, the penetration of pension fund participants is still very low. During the period of 

2009-2013 (see Table 3), the penetration has not shown significant growth, and only in the range of 4.9 

percent -5.6 percent, so there is still potential for further expansion in the future. In addition with the 

fact that according to the Demographic Window Asia-Pacific 1960-2050, until 2040, Indonesia will have a 
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demographic bonus, therefore pension funds will potentially become large deposit-taking institutions 

and thus expected to answer the challenges of the Indonesian economy. 

 

Table 3 Development of Penetration and Net Asset of Indonesia’s Pension Fund  

 2009 2010 2011 2012 2013 

Number of Employment* 52.691.899 56.813.952 60.905.202 62.605.346 64.192.990 

Pension Membership 2.681.233 2.817.997 3.082.708 3.345.798 3.633.645 

Penetration (percent) 5,09  4,96  5,06  5,34  5,66  

Net Asset of Pension Fund 

(IDR Trillion) 
112,51 130,34 141,58 158,37 162,44 

*Number of Own-Account Worker, Employer assisted by permanent workers/paid workers, and 
employees 

Source: OJK 

As shown in Figure 4, the purchase of new bonds by the bank obtained by assuming the 

proportion of bonds in bank’s total assets as well as the life-time of the bonds held by banks: with the 

number of bonds held by banks compared to total assets of the bank, obtained the percentage of asset 

allocation in bonds. Afterwards, the new bonds were purchased by Bank obtained from adding the 

change amount of outstanding bonds held by banks in each year, and amount of principal and interest 

on the bonds is realized in each year (amortizing bonds). Assumptions of percentage of asset allocation 

in bonds was set in accordance of realization in 2014. While the assumption of 5 years due date is an 

arbitrary figure adjusted with the lifetime of bank's liabilities. 

 

Figure 4 Flow Chart of Quantitative Analysis of Bank’s New Bond Issuance 

  

 

  

 

 

Source: Developed by BKF’s Staff 
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Furthermore, the new bond issuance is identified by long-term institutional investors such as 

pension funds. In this case, BPJS Employment is taken as example considering it holds the greatest asset 

among other BPJS. As shown in Picture 5, the purchase of bonds by the Employment BPJS calculated by 

stages (1) projected net asset and then (2) determining the direction of investment allocation policy. The 

net assets acquired from summing the value of initial assets with net inflow which result the balance of 

net assets at the end of each year for the next 5 years. Net inflow or net contributions accumulated in 

each year is obtained by summing the contributions of new premium (nominal premium multiplied by 

the number of membership) plus the investment returns, reduced the number of claims against 

insurance. Assumptions used to derive a net inflow in the year 2015 - 2018 is gathered from the 

actuarial calculation BPJS Employment, whereas for 2019 is arbitrary made.  

 

Figure 5 Flow Chart of Quantitative Analysis of Bonds Financing by Employment BPJS  

 

 

 

 

Source: Developed by BKF’s Staff 

 

Figure 6 Membership Growth Projection of BPJS Employment 

 

Source: Actual Calculation by BPJS Employment 

First, the assumption on membership growth. From Picture 6 above, it can be seen that the 

membership BPJS Employment growth is expected to increase by 7.9 percent in 2015, 14.7 percent in 

2016, 32.9 percent in 2017, 57.0 percent in 2018, and 21, 56 percent in 2019. This figure is obtained by 
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assuming the target of membership based on employment data Central Statistics Agency (BPS). For 

example, in 2015 there were 66.32 million Non-Receiver Wages Workers and 48.5 million Wage 

Recipients Workers. Workforce profile shows the dominance of the informal sector in Indonesia which 

would impact on the ability of in collecting premium. From the number of those two workers type, the 

penetration for Wage Recipient Workers is expected to grow faster because they are relatively easy to 

reach. In 2015 for example, there will be increase in membership of up to 35.14 percent of total Wage 

Recipient Workers. As for the Non Receiver Wages Workers, growth is estimated to be at 3.1 percent of 

the total Non Receiver Wages Workers. Coverage or penetration is assumed to be gradually increase. 

Wage Recipients Workers will increase from 35.14 percent in 2015 to 40.93 percent in 2016, 52.3 

percent in 2017, 76.30 percent in 2018 and 85 percent in in 2019. As for the Non Receiver Wages 

Workers will move from 3.1 percent in 2015 to 2.78 percent in 2016, 4.64 percent in 2017, 10.08 

percent in 2018 and 15 percent in 2019. With this assumption rate penetration, the number of 

participants as the basis of membership growth assumptions (participant growth) in the quantitative 

model every year was obtained. 

 
Next is the amount of payment guarantee assumption. Based on Government Regulation (PP) No. 

46 Year 2015 on the Implementation of the Old Age Security (Jaminan Hari Tua/JHT) which is a revision 

of Government Regulation No. 46 Year 2015 on the Implementation of the JHT Program, workers who 

discontinue working or was laid off by the company may draw the balance of his JHT. This year, the 

amount of withdrawals has experienced a considerable increase which needs to be taken into account 

during the undertaken of capacity analysis. Based on the results of BPJS Employment actuarial 

calculation, total withdrawal in the year  2015, 2016 , 2017 and 2018 has reached the amount of 

IDR18,148.67 billion, IDR25,988.34 billion, IDR30,616.16 billion, and IDR36,542.96 billion (see Figure 7 ) . 

 

Figure 7 Guarantee Payment Projection (Outflow)  

 
Source: results of BPJS Employment actuarial calculations 

 

In order to formulate yield assumption, data on JHT BPJS Employment Yield on Investment (YOI) 

for the last 5 years has been utilized. First, the average of each YOI investment portfolio in the last 5 

years is determined, where the average deposits of  YOI  is 7.65 percent, bonds 10.45 percent, 17.21 

percent Stocks, Mutual Funds 12.25 percent, Property 23.73 percent, and Investments / Other 6.1 

percent. The average will be used to calculate the YOI using the weighted average method based on the 
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proportion of each instrument against the total investment. For example, in 2015, the composition of 

the investment allocation of deposits, bonds, stocks, mutual funds, property, and Investments / other is 

27.2 percent, 44.4 percent, 19.2 percent, 8.11 percent, 0.6 percent, and 0.05 percent, the weighted 

average of YOI in 2015 is 11.16 percent. 

 

For the subsequent years, the investment strategy is crucial to determine YOI. Having Indonesian 

demographic structure, where productive age is high as the main consideration, the investment will be 

directed to have more stocks and bonds that are long-term and productive. On stocks, it is expected to 

increase by 2 percent points each year until 2019. The main objective is for the increase in stocks and 

bonds as not to distort the development of terms deposits market. Deposits are substitutive instruments 

against Bonds because it is relatively easier to change its strategy as compared to Stock. As for Bonds , 

the number will increase in proportion such that the percentage of BPJS ownership against terms 

deposits in banks remains at 1 percent and the proportion of deposits against the total BPJS investment 

decreased by 3 percentage points per year . Thus, the proportion of ownership is obtained at 20.2 

percent in 2016, up to 23.2 percent in 2019. Bonds are amounting to 44.4 percent in 2015, 46.4 percent 

in 2016, 48.4 percent in 2017, 52.84 percent in 2018 and 58.4 percent in 2019. Consequently, the 

proportions of deposits become 27.2 percent in 2015 to 9.64 percent in 2019. Based on the 

implementation of investment strategic assumption which favors the Bond and Stock, an increase in 

weighted average of YOI was obtained every year from 11.16 percent in 2015 to 58.4 percent in 2019. It 

shows significant influence of investment strategy against BPJS financial capacity  

 

V.2  Capacity Funding Calculation  

 

Referring to the Indonesian economic historical growth as shown in Table 4 below, public 

contribution in economic finance through bank credits, issuance of shares, and the issuance of bonds 

are in need of improvement to achieve the targeted economic growth. Otherwise, for the banking 

sector alone, with the average historical credits growth of 19 percent, will have difficulty in reaching an 

average of 25 percent in the next 5 years amid the global economic risks 

 

Table 4 Comparison of Actual and Target of Indonesian Economic Growth 

Baseline scenario Estimation Average Average 

2015 2016 2017 2018 2019 2015-2019 2010-2014 

Economic Growth 
(annual growth percent) 

5,8 6,6 7,1 7,5 8,0 7,0 5.91 

Investment needs 
(annual growth percent) 

       

Bank credit (percent) 35.0 22.5 22.5 22.5 22.5 25.0 19.2 

Issue of shares (annual 
growth percent) 

32.0 24.2 22.0 24.7 20.3 24.6 12.0 

Issuance of bonds 
(annual growth percent) 

32.1 24.3 21.9 22.4 22.5 24.6 23.3 

Source: RPJMN, BPS, adapted by BKF staff 
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a.  Credit and Bonds Financing Capacity through Bank 

Bank credit still remains the main source of external funding. In short, it is suggested that the 

development of banking assets in total aggregate has increased in the last 5 years with fluctuations is in 

line with economic growth. 

 

Table 5 Bonds Funding Capacity Model by Bank (1) 

  2014 2015 2016 2017 2018 2019 

Real GDP Growth 5,1 5,8 6,6 7,1 7,5 8,0 

Deflator  3,4 4,7 4,0 4,0 4,0 

Nominal GDP 

Growth 

 9,3 11,6 11,4 11,8 12,3 

Nominal GDP 10.542.694 11.527.834 12.866.239 14.330.932 16.021.982 17.995.890 

        

Velocity 2,53 2,51 2,49 2,47 2,45 2,43 

M2=Y/V 4.173.327 4.592.763 5.167.164 5.801.997 6.539.584 7.405.716 

M2 Growth  10,1 12,5 12,3 12,7 13,2 

Deposit (share of 

M2) 

96,2 96,3 96,4 96,5 96,6 96,7 

Deposit 4.013.817 4.422.830 4.981.146 5.598.927 6.317.238 7.161.327 

Loan to Deposit 

Ratio 

89,3 90,0 91,0 92,0 93,0 94,0 

        

Credit 

(LDR*Deposits) 

3.584.339 3.980.547 4.532.843 5.151.013 5.875.032 6.731.648 

Credit Growth 

(Y/Y) 

 11,1 13,9 13,6 14,1 14,6 

Credit (in  percent 

of GDP) 

34,0 34,5 35,2 35,9 36,7 37,4 

Credit Change 

(Year on Year) 

 396.209 552.296 618.169 724.019 856.616 

Credit Change (in  

percent of GDP) 

 3,4 4,3 4,3 4,5 4,8 

        

Amortizing Credit 

(20 percent per 

year) 

 802.763 884.566 996.229 1.119.785 1.263.448 

New Credit 

(20+23) 

 1.198.972 1.436.862 1.614.399 1.843.805 2.120.064 

Source: BKF and AIPEG Staff calculations 
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Considering the strong linkages between credit and economic growth, we create estimation on 

bank capacity for funding new loans on the basis of economic growth targeted in RPJMN as showed in 

Table 5. From these real GDP growth and inflation forecasts, the nominal GDP is gained hereinafter and 

used to calculate the liquidity in the economy, namely M2 (broad money). Assuming the velocity of 

money declined by 0.2 percentage point (pp) per year, deposits (as a percent of M2) increased by 0.1 pp 

per year, Loan to Deposit Ratio (LDR) increased by 1 pp per year, and loan amortization rate at 20 

percent per year, new loans per year up to year 2019 may reach IDR8.101,15 trillion. The projected 

amount of credit is much higher than that of RPJMN which is IDR5.693 trillion.  

Assuming the proportion of bonds against total assets of banks are constant, new bonds 

purchased by the bank per year up to 2019 reach out to IDR728,34 trillion (see Table 6). However, there 

are some risks in achieving this estimation; for example, the economic slowdown in 2015, followed by a 

sluggish development on financial services sector, conservative assumptions and arbitrary in nature such 

as assuming credit maturity in five years3. 

 

Table 5 Bonds Funding Capacity Model by Bank (2) 

Bonds in 

Banking System 

361.270 399.267 449.202 504.391 568.512 643.809 

Total Banking 

Assets 

3.522.370 3.876.382 4.361.189 4.897.000 5.519.538 6.250.570 

Share of Bonds 

in Assets 

10,3 10,3 10,3 10,3 10,3 10,3 

Change in 

Bonds Holdings 

 37.997 49.935 55.189 64.121 75.296 

Maturing Bonds  72.254 79.853 89.840 100.878 113.702 

New Bonds   110.251 129.789 145.029 165.000 188.999 

Source: BKF and AIPEG Staff calculations 

 

b.  Bonds capacity through BPJS Employment - JHT 

 

Having considered the outstanding potential it may has, we regard BPJS Employment - JHT 

Program as example for creating alternative for development funding which derived from institutional 

investors. Some related assumptions which have been used include: 

•  Membership Growth  

•  Normal Revenue growth  

•  Return on Assets 

•  Claims against the pension / outflow 

                                                           
4 Data regarding the maturity of credit is unknown due to the unavailability of public data.  A 5 years assumption is 
considered a bit too optimistic because the liquidity perception is quite tight in the banking sector, ranging from 1 
to 3 year. 
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With calculation assumptions as described in the previous chapter, the assets which can be accumulated 

by BPJS Employment in 2015 up to 2019 is IDR1.463 trillion ( see Table 6 ) . 

 

Table 6 BPJS Employment Asset Model (JHT) 

JHT 2014 2015 2016 2017 2018 2019 

Assets (beginning of 

period): 

140.000 165.000 197.352 253.567 384.806 711.354 

        

Inflow:       

Participant Growth  7,9 14,7 32,9 57,0 70,0 

Average Income 

growth 

 9,3 11,6 11,4 11,8 12,3 

Return on Assets  10,7 10,7 10,7 10,7 10,7 

        

Outflow:  18148,67 25988,34 30616,16 36542,96 40000 

Assets (end of 

period)= A+I-O 

 197.352 253.567 384.806 711.354 1.463.625 

In Percent of GDP  1,71 1,97 2,69 4,44 8,13 

Source: BKF and AIPEG Staff calculations 

 

Table 7 BPJS Employment Investment Strategy (percent against total investment) 

Portfolio 2014 2015 2016 2017 2018 2019 

Deposits 23,3 27,2 24,2 21,2 18,2 15,2 

Bonds 47,5 44,4 46,4 48,4 50,4 52,4 

Stocks 20,4 19,2 20,2 21,2 22,2 23,2 

Mutual Funds 8,1 8,1 8,1 8,1 8,1 8,1 

Property 0,6 0,6 0,6 0,6 0,6 0,6 

Others 0,1 0,1 0,1 0,1 0,1 0,1 

Source: BKF and AIPEG Staff calculations 

 

In addition to assets accumulation, BPJS Employment investment portfolio (see Table 7) is also an 

important proxy in this model as it tells us to where the funds are being allocated, from which we can 

conclude whether an optimum portfolio model has been applied. The optimum level here would be 

defined as whether BPJS Employment has allocated its assets to long-term investment in strategic 

sector. This is due to the fact that BPJS Employment asset derived from JHT has a protracted life span.  

 

To determine allocation amount of BPJS Employment investment portfolio in bonds, baseline data 

as of July 31, 2015 was utilized, as was described in the previous chapter. The direction of the 

investment policy is as follows:  
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i. With the current relatively big allocation for term deposit, in the future, it is expected that the 

allocation would be shifted to more long term assets. Consequently, the allocation proportion of 

banks deposits are expected to decline 3 pp per year in the future. 

ii. Stock and Bonds allocation still need to be improved. It is expected that allocations in these 

instruments will increase respectively by 1 pp and 2 pp per in the future 

iii. Mutual Funds allocation, property and other investments remain unchanged. 

iv. Bonds maturity is within 5 years on average  

v. Proportion of term - deposits held by BPJS Employment compared to total deposits in the bank 

will continuously growing (see Table 10)  

 

Referring to the assumption mentioned above, new funding for Bond market is IDR415 trillion in 

2015 up to 2019 (see Table 8).  

However, there are some risks in achieving this estimation; for example, regulations which do not 

support accumulation of assets such as regulation which regulate that JHT pensions or pensions can be 

claimed before retirement period, consequently the accumulated funds become subject to a certain 

liquidity risk. 

 

Table 8 Indirect Bonds Funding Model by BPJS Employment 

New Inflows into Bonds 2015 2016 2017 2018 2019 

         

Stocks of Bonds 66.514 73.260 91.571 122.726 193.942 372.750 

Change in Bonds  6.746 18.311 31.155 71.216 178.807 

Maturing Bonds  13.303 14.652 18.314 24.545 38.788 

New Bond 

Financing 

 20.049 32.963 49.469 95.761 217.596 

In Percent of GDP  0,2 0,3 0,3 0,6 1,2 

Source: BKF and AIPEG Staff calculations 

 

 

Table 9 Number of Ownership BPJS Employment - JHT in Bank Term-Deposit 

Deposits in Pension 

Fund 

32.634 44.880 47.759 53.756 70.035 108.126 

Share of Deposits in 

Banking System 

0,8 1,0 1,0 1,0 1,1 1,5 

Source: BKF and AIPEG Staff calculations 

 

Based on the above mentioned analysis, in 2015 up to 2019, it can be concluded that the new 

funding capacity which can be generated out of credits and bonds is amounting to IDR9.369 trillion. This 

number is slightly above the RPJMN target which is IDR9.175 trillion (see Table 10). 
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Table 10 Summary of Funding Capacity without Strategy (Baseline Scenario) 

  2015 2016 2017 2018 2019 

Banking Sector       

   New Credit  1.198.972 1.436.862 1.614.399 1.843.805 2.120.064 

   New Bonds 110.251 129.789 145.029 165.000 188.999 

       

Pension Fund      

   New Bonds 20.049 32.963 49.469 95.761 217.596 

       

Total 1.329.272 1.599.614 1.808.897 2.104.565 2.526.658 

Total (Share of GDP) 11,5 12,4 12,6 13,1 14,0 

Source: BKF and AIPEG Staff calculations 

 

c.  Other Funding Sources 

The main constraints in preparing estimation on financial institutions capacity in financing 

economy through banking instruments and stock markets is that the data tend to be volatile, except for 

the instruments that generate fixed income (fixed income) such as bank credits and bonds. As for the 

issuance of shares, data is highly fluctuating; it is difficult to determine the forecast. 

 

Figure 8 Provision of Insurance Company Investment in Various Countries 

 
Source: Various sources, adapted by BKF staff 
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In addition to pension funds, some potential institutional investors to be the source of funds are 

the insurance company and religious funds. For insurance company, for the last five years, the industry's 

assets increased by more than 100 percent. From 2009 to 2013, the assets of the insurance industry 

increased on average by 22.2 percent per year. In the last five years, the average growth in gross 

premium is approximately 16.3 percent. Gross premium income of the insurance industry increase by 

9.76 percent from IDR175.89 trillion in 2012 to IDR193.06 trillion in 2013. 

The figure above indicates that in general insurance industry is potentially growing. However, the 

same constraints on the insurance industry investment model may hamper the efficiency of funds 

allocation to the financial market. In the ASEAN region, majority of the countries allocate most of its 

investment in bonds and stock markets, while Indonesia puts most of its investment in the stock market 

and money market (see Figure 8). To support the development funding, there is a need to increase the 

investment in bonds or direct investments sector. 

For religious funds such as pilgrimage, it is noticeable that the amount of funds that will be 

managed by BPKH is community endowment fund which amounted to IDR2.6 trillion and the initial 

deposits of IDR25 million on average for each pilgrim person. The queue of pilgrimage period may take 

tens of years and involving thousands of pilgrims. In addition to pilgrimage, there are also zakat and 

waqf. Data from National Zakat Agency (BAZNAS) as of 2014 revealed that waqf in Indonesia may 

potentially reach out to IDR270 trillion, however only 2.5 trillion was materialized 

 

VI. Qualitative Analysis: Challenges in Deepening Financial Sector in Indonesia  

The capacity analysis highlights significant findings that with baseline scenario there are 

possibilities that the financial sector, both the market and its institutions, have not been able to 

optimally absorb liquidity in the economy. A new strategy is in need to be developed to improve the 

situation. Prior to determine the relevant strategy, below are some structural challenges which have 

been identified as hindering the future financial sector deepening strategy in Indonesia.  

 

a. Low Savings Rate 

Currently, savings rate against GDP (gross national savings rate) in our country is relatively low 

compared to other countries in the region (see Figure 9). In addition to its fundamental challenges such 

as low income, low savings rate is also due to financial exclusion.  

As we know, more than half of Indonesian over the age of 15 years does not have any account at 

a financial institution; this condition is relatively low compare to other countries in the region (see Table 

11). The low saving rate is due to (i) inequity in education on the types of financial products specifically 

related to investments, especially the non - savings, (2) preferences for holding highly liquid assets in 

general lead to investors preference far from being sophisticated, and (3) geographical distribution in 

Indonesian region with limited basic infrastructure in the small territories create high costs of financial 

infrastructure development. This situation hinder the institutions or financial market to equitably reach 

the community. 
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Figure 9 Gross National Savings (percent of GDP) in Indonesia 

 
Source: World Bank 

 

Table 11 Level of Inclusion in Indonesia in 2014 

(Population Age above 15 Years) 

(percent) Indonesia Thailand Malaysia Philippines Vietnam China 

Account in financial 

institution  

20  73  66  27  21  64  

Savings in financial 

institution 

15  43  35  15  8  32  

Credit to financial 

institution 

9  19  11  11  16  7  

Source: World Bank 

 

The development of financial inclusion itself will face the challenge of Indonesian economic 

structure which is dominated by informal sectors. Based on OECD data in Hasoloan (2006), as of 

February 2006, informal workers in Indonesia have reached 63.5 percent. This challenge implies in 

difficulty to increase financial products in general. It is indicated, among others: BPJS Employment 

participation by September 2015 shows active BPJS Employment participants have reached only 22.8 

percent out of total labor force in Indonesia4. The low participation reflect the large number of informal 

sector that has not been tapped, even by channeling social security facilities such as BPJS. 

 

 

 

 

                                                           
5 Total membership based on BPJS Employment website is 27,854,879 ( as of September 2015) while the total 
labour force according to the World Bank data is 122 125 092 (as of December 2013 ) 
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b.  Small contribution of banking sector in Indonesia 

 

Bank credit is still the largest source of formal funding both in private and households sectors. 

This is reflected in the number of outstanding credits which is bigger as compare to other financing 

sources including stock markets which is reflected in the amount of capitalization in the stock market. 

These situations also occur in many countries in the Asian region, however, Indonesia is considered as 

one of the countries where banking is most dominant (see Figure 10). 

Bank credit could be one of the most important indicators of financial depth (financial depth), 

however, according to Sahay et al. (2015), the concept can be misleading because in some countries, the 

ratio of bank credit against GDP is not the only means capable of explaining the depth and access to 

finance. For example, South Korea and Vietnam have their credit against GDP ratio which is relatively 

the same; however, access to finance in South Korea is much better than in Vietnam. The literature 

suggests that in order to encourage financial development, the development in all aspects are needed 

including the financial institutions and financial markets as the funding intermediaries. 

 

 

Figure 10 External Financing Compositions in Indonesia 

 

 
Source: Dealogic, The Economist Intelligence Unit, and presented by the Independent Institute 

 

As the biggest sector to provide financing for economic activities, the Indonesian banking sector is 

still relatively small compared to other countries in the region. This is reflected in the low ratio of credit 

per Indonesian GDP as compared to Japan, India, Malaysia, Singapore and the Philippines, as shown in 

Figure 11 below. 
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Figure 11 Credit per GDP ratio Peer Countries 

 
Source: CEIC, adapted by BKF staffs 

 

 

One of the reasons for low size of the Indonesian banks other than financial exclusion is the high 

cost of funds in Indonesia. Cost of funds in Indonesia is among the highest in the Asian region. This 

occurs over high inflation and low number of sophisticated investors in Indonesia. The funds owner, for 

example, most of them are term deposits holders, which create bank competition in providing the 

highest yield to the owner of the funds. As financial sector in Indonesia has yet fully developed, the high 

yields offered may significantly influence establishment cost of funds and turn out to be the main 

challenge for the business sector in utilizing the services of the domestic financial market in general. 

 

c.  Small contribution of non-bank financial institutions in Indonesia 

 

In the midst of heavy reliance on banks, non-bank financial industry also needs continuous 

support. In regards to pension fund industry, Indonesia is lagging far behind on amount of funds under 

management of the pension fund industry, as reflected in Figure 12 below. The small contribution of 

non-bank financial industry spawn mainly by financial exclusion, where public awareness on non-bank 

financial products still needs to be improved. 
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Figure 12 Amounts of Pension Fund Assets in Various Countries 

 
Source: Global Pension Statistic 2013 

 

d.  Limited long-term funding  

 

Other challenge which needs to be addressed especially in achieving Indonesian economic targets 

in the medium term - developing domestic financial sector, is limited long-term funding. It is proven by 

the small role of stock markets for financing economic activities as compared to banks. As the result, the 

internal funding expenses are too high for funding protracted activities.  

One of the reasons for such limitation is a conservative investment patterns that are not in favor 

of long-term funding, either due to lack of expertise or regulatory factors. Take an example of pension 

fund with obligations period of over 10 years, the pension fund investment patterns in Indonesia is still 

dominated by short-term bank deposits (23 percent) and bonds (47.51 percent). This less optimum 

investment patterns need to be adjusted to the structural change initiatives, including by improving 

education in Indonesia to produce more experts on investment as well as improve investment 

management within its institutional structure.  

In addition to the pattern itself, from the discussion, we underline some constraints in terms of 

regulation which lead to inefficient allocation of investments, among other is the tax system. Taxes 

which are applied on income from capital gain on the transaction in the stock market have been 

regarded as hampering the business processes in the stock markets. It directly increase financing in 

stock market because the tax is calculated twice, that is when capital gains are materialized and at the 

end of the year when calculated collectively with all other income. As comparison, other countries in 

ASEAN region do not implement tax on capital gains.  
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Currently, to develop own stock markets, tax regulation is still as an incentive, and not a business 

process based. 

 

Table 12 Tax Policies for Financial Sector 

No Policy/regulations Position Policy goal 

1 PP 16/2009 concerning tax on bond interest 

income  PP 100/2013 on Amendment Of 

Government Regulation No. 16 Year 2009 

concerning tax on bond interest income 

Issued To further encourage the 

development of mutual funds in 

Indonesia , as well as enhance the role 

of mutual funds to absorb bonds and 

increase the liquidity of bonds market 

in Indonesia 

2 PP 81/2007 on income tax rate reduction  for 

domestic taxpayer who wants to go IPO  

PP 77/2013 Concerning Income Tax Rate 

Reduction For Domestic Corporate Taxpayer 

In The Form Of Public Listed Company 

revised  To further encourage the 

development of stock market  in 

Indonesia 

3 Changes in PP no.27 of 2008 on income tax 

on state treasury bill discount 

in the 

process 

To align and harmonize the stipulation 

of imposition of income tax on the 

discount state treasury bills with  

stipulation of the income tax on bond 

interest 

Source: State Revenue Policy Center, BKF 

 

 

VII.  Ideal Financial Interlinkage Model  

 

The understanding of financial system and linkages among actors is exceptionally important for 

policy makers, especially in the context of developing a master plan on development of financial sector. 

Unfortunately, such understanding is not easy to obtain because of the complexity of the financial 

system itself. One of ways to unravel this complexity is to create a map of the relationships among 

actors within the financial system. 

There are lots of benefits gained by mapping the relationships among actors in the financial 

system. The most important is the ability to see the capital flows and the degree of interdependencies 

among actors in the financial system. Thus, the policymakers can determine the direction of financial 

sector development and measure the impact of financial sector development agenda on various actors 

involved in it. Furthermore, using this relationship map, policymakers can perform stress tests, in order 

to prevent a crisis, although for this purpose it would be more accurate if the smallest level can be 

captured. 

At the macro level, the relationship map can accurately measure the magnitude of the financial 

system in a country. To measure the size of the financial system, the ratio of broad money (M2) against 

domestic gross product is generally used, the greater the ratio - the greater the financial system of a 
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country. However, such method is unable to identify the capital concentration of a country. Therefore,  

a state with a homogeneous structure of the financial system but has greater  M2 against GDP ratio, can 

be interpreted to have a more developed financial system than countries that have smaller  M2 against 

GDP even though the latter have a more varied financial sector. By mapping the relationship among 

actors, the financial strength of each player can be mapped out and aggregate capital flows can be 

determined. 

The major obstacle in creating the above mentioned relationship maps for Indonesia's financial 

system is data limitations and a lack of consistency between one data with other data. The first thing to 

do is to map out the availability of data and consolidate these data and develop an appropriate 

standard. Of course, in the process also ensures similarity definition and coverage of one data source 

and other data sources. There are no specific statistical methods or techniques which have been 

adopted/utilized; it is merely a massive consolidation of balance sheets. 

Actors or parties who have roles in Indonesian financial system can be identified and classified as: 

financial institutions, governments, private domestic sector (non-financial), and foreign.  

Further, they are divided as follows 

 

i. Financial institutions   

 Commercial Banks and Rural Banks 

 Mutual Funds   

 Insurance 

 Pension Fund 

 Non-Bank Financial Institutions 

ii. Government   

 Central Bank 

 Central Government 

 Local Government 

iii. Private Domestic Sector  

 Household 

 Corporate 

iv. Foreign   

 Sources of key data used was taken from: 

a. Indonesia Economic and Financial Statistics (SEKI) - Bank Indonesia (BI)  

b. Stock Market Statistics - Indonesian Central Securities Depository (KSEI) 

c. Balance of Pension Funds, Insurance Companies Financial Highlights - OJK  

d. Data Ownership SUN - Directorate General of Financing and Risk Management (DJPPR) 

Ministry of Finance   

 

Furthermore, the result of consolidated data changed in units of percentage of GDP for ease in 

understanding the relationship between actors and also to know their contribution to the economy. It is 

essential to know the ownership of assets of one actor against another in the financial system. Direction 

arrows illustrate the direction of asset claims; X → Y is read as X has assets in Y. this consolidated results 
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is quite complex because it is obtained from various sources, and for some values, it can only be 

obtained through adding and subtracting from one element to another. Detailed information on this can 

be found in the appendix xx.  

The process requires attentiveness and further consideration to capture the relationship among 

actors as accurately as possible. For example, in an attempt to find an insurance company's assets in 

commercial banks and rural banks check the following: balance sheet of an insurance company with 

value of "time deposits and certificates of deposit" and "Cash and bank". If the value is added up, the 

sum is certainly larger than the sum deposits by the insurance company that are recorded in the balance 

sheet of commercial banks and rural banks in SEKI. In this case, the value of the latter is smaller than the 

sum of the value of the insurance company balance sheet because cash element is included in the sum 

which is not necessarily deposited in the bank. Consequently, the value obtained from SEKI is considered 

as more suitable. 

Similar case also applies should there be any doubt on the ownership of assets. Further, 

ownership composition of premiums and claims expenses is unknown thus not included in the 

calculation. In reality, it could be fully assumed to be the claim of insurance company against domestic 

household. However, it is undeniable that the corporation also has a fairly large portion in the payment 

of premiums, especially for employee premiums and business premium. With lack of information on 

composition, the component is then removed - particularly with consideration of including all premiums 

and expenses claims to one of the actor, this element will not alter the relationships pattern among 

mapped actors because the value will remain below two percent of GDP. 

It is worth noting that the absence of the direction arrow or relationship among actors does not 

mean the absence of relations between them. This is merely due to data insufficiency. Nonetheless, with 

the many relationships which have been mapped out and where information is not available, the 

relationship among actors can be estimated using the logic that the assets of an institution is an 

obligation of other institutions. The greater the allocation of assets in a single actor, the portion of the 

direction arrow (allocation of assets from one actor to another) should be equal 

Financial interlinkages can reflect financial depth, be it the depth of the market or the depth of 

the institution. Hence, there will be exercises to measure the financial interlinkages in Indonesia. The 

method for calculating the cross-sector exposures is "Who to Whom Matrix". This method is often used 

in various literatures to perform statistical exercises, input-output analyzes, contagion models, and 

interbank networks (see literature such as, Allen and Gale, 2000, Upper and Worms, 2004; Wells, 2004 

and van Lelyveld and Liedorp, Castren and Kavonius 2006 and 2009).  

Figure 2 is the estimation who-to-whom exposures. The estimation indicates that the majority of 

non-financial corporations obtained funds from commercial banks and almost negligible which derived 

from non-banks such as pension funds and insurance. Another interesting point is the fact that overall 

non-bank financial industry contribution is very small. The interlinkage is general, thus it can be 

regarded as very small and in need of improvement. Financial system to be equipped with its main 

functions in order to optimally diversify risk across sectors and institution. 

In comparison to Figure 13, Figure 14 indicated a far more ideal condition where cross sector 

contribution is adequately equal. Interestingly, the role of the insurance sector and pension funds are 

immense for its financial sector, exceeding other commercial banks. 
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As the economy continues to grow, some countries make serious efforts to significantly improve 

the alternative funding sources. In Malaysia, for example, the development of funding markets is 

massively performed in various financial subsectors (banking and non-banking system) by developing a 

master plan as a guideline for the development of the market both by the authorities and actors. The 

master plan was developed following the Asian financial crisis in 1997/1998 with the official blueprint 

launched in 2001 and valid for 20 years. Beside, long before the development of the master plan in 

1985, Malaysia has been promoting the alternative sources of non-banks through the establishment of  

Employees Provident Fund (EPF), which currently become the largest institutional investors in the 

country's and is the 7th largest in the world based on Towers Watson's report in 2014. In terms of 

accumulated assets including its total investments, assets managed by EPF reached nearly 200 billion US 

dollars, or ten times the amount of assets managed by the largest pension funds in Indonesia 

 

Figure 13: Indonesian Financial Sector Interlinkages (measured at net claims/GDP) 

 
Source: companies' balance sheets, Directorate General of Financing and Risk Management, Ministry of 

Finance website, and other sources, presented by AIPEG consultant 

 

Malaysian institutions allocates the majority of its investments into domestic instruments such as 

stocks (43 percent), credits and bonds (25 percent), money market and others. While in Indonesia, the 

investment pattern is yet to be optimal. With the obligations period is more than 10 years, the 

investment patterns for the pension fund in Indonesia is still dominated by short-term bank deposits (23 

percent) and bonds (47.51 percent). On direct investments, pension funds in Indonesia are still being 

allocated in the financial sector, such as banking, in contrast to Malaysia which goes to real estate and 

infrastructure. This less optimum investment patterns need to be adjusted to the structural change 

initiatives, including by improving education to produce more experts on investment in Indonesia as well 

as improve investment management within its institutional structure. 
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In addition, the supporting regulations also needed to encourage the expansion of long-term base 

investors, such as tax systems which support trading activity in the stock market, the establishment of 

high-quality instrument which directly aimed at addressing the needs of the economy (i.e. infrastructure 

bonds), etc. It is hope that apart from filling in the gap of funding needs in the post-global crisis of 2008-

2009, is not advisable to enter into long-term funding, hence alternative source of finance which is 

stable, safe and long-term to fund the economy can be created 

 

Figure 14: Malaysian Financial Sector Interlinkages (measured as net claims/GDP) 
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another 2 groups are headed by licensed banking institutions.7 They account for 73 percent of 

total assets of the banking system.  

Box 2. Malaysia: Financial System Interlinkages, 2011
1 

 
Sources: BNM, Company financial statements 

� Almost all sectors except DFIs have direct net claims on the government, ranging from low to significant levels. 

� Households have highly significant net claims on pension funds, mutual funds and insurance. 

� Commercial banks exhibit moderate claims on households and government due to net lending activities. 

� Mutual funds invest a moderate amount of their funds in banks as deposit placements while corporates net claims 

on the external sector is large reflecting their investments abroad.  

� Pension (including provident) funds have significant claims on the government through investment in government 

securities.  

� Corporations have net claims on banks arising from deposit placement. 

�      NBFIs (non-bank financial insitutuions) comprise cooperatives, leasing and factoring companies, buiding/housing 

institutions/corporations and Cagamas. 

  
1. Measured as net claims/GDP. 

 

                                                 
7 Financial conglomerates headed by a FHC are CIMB Group, RHB Group, Affin Group, Alliance Group, Hong 

Leong Group and AmBank Group. Financial conglomerates headed by a banking institution are Maybank 

Group and Public Bank Group. 
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VIII. Conclusions and Recommendations: Macro Strategy for Improving Funding Capacity of 

Indonesian Financial Sector. 

 

With various challenges faced, strategies are needed to support private investment in order to 

contribute optimally to the achievement of economic growth in Indonesia. The undertaken quantitative 

analysis confirmed such need and it is especially important to face the risk of global economic slowdown 

which also spread out to the domestic economy. Integrated strategy implemented multi-institutionally is 

essential to manage a comprehensive financial sector development.  

In other countries, this strategy embodied in a national framework, for example: 

 

 •  In Malaysia: The formation of Malaysia Capital Markets Task Force, chaired by the Minister of 

Finance with 16 members consists of regulators, commercial banks, traders, accountants, 

Sovereign Wealth Fund (SWF). Examples of goals setting:  

Phase 1: Increase the capacity of domestic financial sector and promote the stability of financial 

system to materialize the goal of socio-economic  
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Development Challenge of Indonesia Financial Sector 

Phase 2: Ensuring level of playing field  

Phase 3: Increase the ability to compete internationally  

•  In Russia: The formation of Moscow International Financial Centre Implementation Taskforce, 

chaired by senior politicians with 22 members consists of senior representative of the majority of 

government institutions such as the parliament, regulators, ministry of finance, ministry of 

economic development, and academia as its members. 

•  In Thailand: the establishment of the Financial Sector Master Plan Committee, chaired by the 

Governor of the Central Bank with members represented by other central banks, finance 

ministries, national research institutions, commercial banks with total membership of 14 people. 

Examples of goals setting: "We are not aiming to be the most efficient financial institution 

network. But we are aiming for a financial system that is most beneficial to Thailand's economic 

development, especially for the rural areas that have been left behind. "Governor M.R. 

Pridiyathorn Devakula, December 2002 

 

Given many elements that exist in the financial sector, there is a need to initiate a mapping 

exercise to soundly elaborate areas that need to be developed to achieve optimum financial sector such 

as by directing the development of the financial sector to market deepening, institution (institution 

deepening), capabilities ( skills deepening) and sectors (sectors deepening). These four elements are 

core to the development of financial sector from a macro level and optimally implemented for the 

purpose of (1) availability of diverse alternative sources of funding and are liquid for the economic 

purposes, (2) increase capacity and contributions of domestic investors, particularly institutional 

investors in financial market as to increase financial interlinkage and reduce Indonesian exposure to 

currency risk and volatility risk of foreign capital flows, and (3) increase the ability of financial markets to 

act as intermediary funding and long-term investment.  

With regards to the implementation aspect, these series of strategies should not be implemented 

by a particular institution only but through a coordination framework which have strong influence at the 

national level. Some countries have proved that this kind of national initiatives is significantly capable of 

influencing the effectiveness of financial sector development. The most essential part of all this is that 

the policy in one institution will have an impact on other institutions, for example, related to fiscal 

regulation. Further elaboration on the proposed strategy will be discussed in the subsequent pages. 

 

Figure 15: Strategy to Increase Funding Capacity in Indonesia Financial Sector 
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Policy Direction: 

1. The availability of various funding sources alternatives, deep and liquid for 

economy 

2. The increase of capacity and contribution of the local investors, especially 

investor institution in financial market so financial interlinkage is increased and 

reduce Indonesia’s exposure towards currency risk and vitality towards foreign 

capital flow 

3. The increase of financial market capacity to mediate funding and long-term 

investment. 

4. Tersedianya alternatif sumber pendanaan yang beragam, dalam, dan likuid bagi 

perekonomian 

5. Meningkatnya kapasitas dan kontribusi investor dalam negeri, terutama investor 

institusi dalam pasar keuangan sehingga financial interlinkage meningkat serta 

mengurangi exposure Indonesia terhadap currency risk dan risiko volatilitas arus 

modal asing 

6. Meningkatnya kemampuan pasar keuangan untuk mengintermediasi pendanaan 

dan investasi jangka panjang 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

  

 

 

 

 

 

 

I. Market Deepening 

 

a. Encourage market development which is integrated and based on sequencing 

 

The development of financial sector will also result in increase of risks, which if not controlled, will 

result in financial distress and crises. Therefore, it is required to create condition where financial 

institution, central bank, regulator and related infrastructure can control risks related to its financial 

transaction such as investment instrument and loan funds. One of the strategies that may be used is 

 Encourage market 
development that 
is integrated and 
based on 
sequencing, which 
is started from 
money market, 
foreign exchange 
market and SPN, 
Government 
bonds, corporate 
bonds and stocks, 
asset-backed 
securities and 
derivatives 

 Encourage either 
retail or institution 
investors to place 
their assets in 
corporate bonds 
rupiah 
denominated 
(local currency 
bond market) 
especially long-
term and for 
corporation that 
runs in productive 
sectors 

 

 

1. Market 

Deepening 

 Encourage  specific 
inclusive financial 
program to 
increase financial 
service user, 
especially 
participation in 
JHT program or 
BPJS Employment 
pension 

 Increase BPJS 
capacity in 
accumulating asset 
by managing 
liquidity risk borne 

 Encourage equal 
fiscal treatment 
between domestic 
institution investor 

 Optimize financing 
alternatives 
through non-
traditional agency 

2. Institution 

Deepening 

 Hold LPDP non-
formal education 
scholarship such as 
certification 
training, Certified 
Financial Analyst 
(CFA), Certified 
Risk Management 
(CRM), etc to 
produce experts in 
financial 
investment field 

3. Skills 

Deepening 

 Conduct initiative 
at national level to 
increase financial 
market utilization  
in prioritized 
economic sector 
funding, e.g. by 
project bond 
initiative for 
certain projects 
that become 
national economic 
priority  

4. Sector 

Deepening 
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sequencing with the objective to safeguard financial and monetary stability during relaxation process of 

the financial system and market development. 

Sequencing is the order of financial sector development process. Generally there are five financial 

markets that must be developed sequentially such as: (1) money market; (2) SBI market / treasury bill 

and foreign exchange market (3) government bond market; (4) corporate bond and  equity market; and 

(5) asset backed securities and derivatives market. 

Generally, Indonesia already possesses market two up to five in the sequencing process. 

Nevertheless, the first step (money market) which is the foundation of all market development is not 

accommodated in Indonesia’s financial system. This has resulted in the difficulty for investor to control 

risk when investing in Indonesia’s financial market, therefore the other four kinds of market could not 

be developed optimally. For example, the development of Rupiah bond market, for instance it could not 

be started without the availability of adequate money market which able to facilitate hedging 

truncation. This is very crucial especially since Rupiah is still in the category of high volatility asset class 

and US Dollar exposure is very high in the world economy. A number of regulations that must be 

enabled in order for global investor to be able to participate in repo transaction (repurchase 

agreement), cross country swap, interest rate swap, and futures market, e.g. development framework 

by sequencing can be seen in Figure 16 below: 

 

Figure 16: 3 Phases of Capital Market Development 

 
Source: International Monetary Fund 
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b. Encourage either retail or institution investors to place their assets in Rupiah denominated 

corporate bonds 

 

Regulation is something very concrete that became meaningful barrier in money market 

transaction. Liquid market is a fundamental requirement of an attractive market, and this matter has 

not yet facilitated by the existing regulation. However, due complication in regulatory reform based on 

past experience, there is a need to encourage this carefully and need strong and immediate 

commitment from regulators. 

Fiscal policy among others is taxes, according to the study we conducted is quite significantly 

influential towards investment pattern, especially for institution investor. A number of areas that must 

be examined further are the application of investment capital gain tax. The Capital gain tax upon bonds’ 

yield that is less practical and may slow down the buying and selling activities in the secondary market. 

As the result bonds that are in the market is filled with bank’s recapitulations bonds that are tend to 

“sleep”. Final tax is proposed to be one important solution since it is based on transaction, thus easier to 

be implemented. Besides consolidating existing policies, fiscal policy can also function as incentives to 

push larger participation and increase policy inclination towards domestic institution investor that are 

currently still very small compare to foreign investors. 

Other strategy is to increase corporate bonds sector attractiveness by providing bonds 

underwriting system. One of the constraints regarding less active corporate bonds market is the less 

attractive sector which has affected the extremely low rating for this type of asset. In order to increase 

buying power towards bonds, Indonesia must issue bonds with lower risk premium. In the case that 

Indonesia’s country risk is pretty high, lower risk premium for bonds can be achieved by shaping the 

bonds themselves to be attractive; one way to do it is using bond guarantee. With the existence of 

guarantee, corporate bonds rating becomes equal with risk-free bonds in Rupiah denomination for this 

case is the Government bonds. Such good rating is expected to increase bond market deepening and 

also to increase Rupiah stabilization by reducing Indonesia’s exposure towards currency risk. 

It needs to be realized that Indonesia is not a country that need to offer high risk premium since 

its economic potential is really big. With the high potential of foreign funds being mobilized from 

developed countries, this momentum is required to be utilized well in the near future through the 

drafting of strategy to develop this domestic financial market, so it will increase market trust towards 

long-term investment instruments. 

Besides that the enforcement of risk-based capital for project bond obligor must be encouraged 

to increase investment safeness in bonds market. This matter can be strategized by the requirement to 

disclose certain information important for measuring risk-based capital. Interest reference rate that is 

less credible can push asset pricing mechanism which is not reflecting the real market information. The 

quality of interest reference rate as an important portion of asset pricing must be increased to reflect 

the real market information. 

Real strategy that may be taken to manifest improvement in sector attractiveness through this 

guarantee, for example by establishing bonds guarantee funds agency such as done by the Asian 

Development Bank (ADB) through Credit Guarantee and Investment Facility (CGIF), Malaysia through 

Danajamin Nasional Berhad. With regard to Indonesia’s context this matter may also be done by 
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expanding guarantee’s mandate which has been conducted by PT. Infrastructure Guarantee Fund 

Indonesia (PT Penjaminan Infrastruktur Indonesia/PT PII). 

 

II. Institution Deepening 

 

a. Encourage inclusive financial program especially for non-bank financial products 

 

Inclusive financial program towards more financial products must be encouraged, although in 

practice conventional instrument such as bank savings inclusivity must be improved due to our lagging 

behind compare to other countries within the region. By increasing communities’ knowledge concerning 

a more complex financial products, especially related to insurance and pension funds, also in the middle 

of Government of Indonesia’s national agenda to reform social security net in Indonesia, non-bank 

financial institutions are more ready to face challenge in the financial sector development in the future. 

Besides that, there is a need to initiate other innovations to increase the penetration of non-bank 

financial products. With regard to pension funds, for instance by ‘formalizing’ our informal workers 

which have reached more than 60 percent of total workers. One of the awaited innovations is through 

financial inclusion which based on the increase of transaction that come in contact with financial 

institution. One of the example of innovation in this area is by creating online account for every 

potential citizen which is integrated with taxes and financial products including pension program and 

insurance, establish financial service sectors in every post office that can provide financial services such 

as opening bank account also to register for pension program or insurance (financial institution needs to 

collaborate to develop this integrated system). Specific for informal sector, as applied in Malaysia for 

example, must be enforced the implementation of membership through voluntary membership with 

incentives such as transforming taxes into deductible in the calculation of pension contributions. 

Aside from insurance and pension funds, further innovation is highly expected to create even 

more investment financing resources. In foreign country, for example in Japan, infrastructure financing 

even can be funded by crowdfunding, whereas in England, such financing also originating from 

endowment fund. The depth and continuity of investment financing resources in a long term will 

support macro economy stability in general. 

 

b. Increase the BPJS capacity as lead institutional investors in accumulating assets by managing 

liquidity risks  

 

As an element that is extremely important for the development of Indonesia’s financial sector, the 

non-bank financial industry resilience must be increased. Due to that, existing policy must incline on 

optimal funds accumulation in this industry. In the last semester II of 2015, there was policy that allows 

early withdrawal. This thing resulted in the exposure of non-bank financial industry towards liquidity 

risk, whereas Indonesia’s demography structure is not yet reaching that stage since there are large 

number of productive age people. One of the strategy that can be done is by applying taxes upon the 

JHT contributions claimed by the JHT participants before entering retirement period (e.g. upon pension 

fund contribution claimed by pension plan participants when being dismissed and temporarily jobless). 
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c. Encourage the implementation of same fiscal treatment between institution investors 

 

In order to boost equitable growth in various financial institution, participation of those various 

financial institutions in financial market must be encouraged by implementing regulation treatment that 

is not discriminated on investors’ types, such as whether it is insurance, pension funds, mutual funds 

and others. Equal treatment is hoped to shape the same level playing field that shows equal opportunity 

to grow by participating in financial market for all financial industry. Today, such matter has not yet 

realized with different treatment between institution investors, for example between insurance and 

pension funds.   

 

d. Maximize non-traditional financing alternatives 

One of financing alternative that can be developed in medium-term is as follow: 

1. Indonesia Development Financing Agency As Infrastructure Financing Alternative: 

i. In order to bridge limited bank’s role in channeling long-term funding, infrastructure 

projects are supported by State Budget allocation  

ii. One of the mechanism proposed is capital investment through financing institution 

specifically dedicated for infrastructure financing: transformation of Indonesia 

Infrastructure Investment Fund (PT Sarana Multi Infrastruktur/PT SMI) to become PT 

Indonesia Development Financing Institution (Lembaga Pembiayaan Pembangunan 

Indonesia/PT LPPI)  

2. Increase alternative fund resources with long-term structure such as from charity, endowment 

and hajj. 

3. Since conventional banking is facing liquidity stringent position and potentially slowing down 

asset growth this year, and we cannot fully rely on State Capital Investment (PMN), the increase 

of financing capacity can be done by asset securitization of BUMN. 

Within longer period (more than 5 years), it can be considered to establish specific financial 

institution: 

i. Investment bank to increase the capacity funds management as well as to improve human 

resources and technology in banking sector 

ii. National development bank for development projects which are strategic in nature. This 

bank must be customized or adjusted with sector prioritized by the development, for 

example (1) in Thailand which focused on the development of agricultural sector they 

formed Bank for Agriculture and Agricultural Cooperatives, (2) in USA by establishing 

Infrastructure Banks and Surface Transportation which is initiated in 2008-2011 where 

government expenditure for this sector reached USD 200 billion per year, and many other 

examples. 

iii. Sovereign Wealth Fund that is credible to raise Government’s role in financial management 

as well as investing in the market. 

iv. Universal Bank to increase funds capacity besides from fund collections in the shape of 

savings or deposits. 

Government’s limitation towards development financing has resulted in a number of 

development is hampering. Due to that, there is a need for specific financial institutions such as the 
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existing; those are Shariah bank, Credit Foncier (Bank Perkreditan Rakyat/BPR), Subnationals 

Development Bank (Bank Pembangunan Daerah/BPD) and National Savings Bank (Bank Tabungan 

Negara/BTN). 

Besides those banks, there is a need to establish non-conventional financial institution that is still 

none existence at this moment. For example the establishment of investment bank, national 

development bank, sovereign wealth fund and universal bank. In order to meet the funding, these 

institutions are designed to not accumulate funds conventionally from savings and deposits only, but 

from the issuance of bonds, since these institutions also need long-term funding. Funds originated from 

the issuance of bonds will be the right resource for financing. One of the forerunners of development 

banks is the PT LPPI which is the merger between PT SMI and Pusat Investasi Pemerintah (Government 

Investment Center/PIP). This institution will accommodated development financing in various sectors. In 

this regard, the OJK will be key of its establishment.  

Plenty of such financial institutions are already established overseas. Such as in Thailand and 

Vietnam there are specific banks which provide financing in the agricultural field such as providing 

working capital for farmers. Agricultural sector indeed has high risk but investment in this sector in the 

long term can be convincing and profitable. Such as China, the existence of infrastructure bank is 

considered as one of key success for infrastructure development in that developed country. After 

succeeded in its own country this bank is spreading its wings by helping to finance infrastructure 

development in ASEAN, Asia and even worldwide. 

Besides the establishment of institution, the utilization of existing funds such as religious funds, 

asset securitization of the BUMN may be done to increase long term financing resources. With good 

supervision and administration, the allocation of these funds for development will bring positive impact. 

Seeing the extent of Indonesia’s needs towards infrastructure development financing, these new 

initiatives must become national priority. 

 

III.  Skills Deepening 

The presence of investment experts at the next level must be encouraged since it can shape 

market which oriented not only on returns, but also on stability and taking into account risk appetite. 

Increasing the number of experts can be done by channeling students’ skills towards the direction to 

produce human resources that are tailored towards investment skills, for example as investment 

manager. 

One of the real strategies that can be done is by promoting Ministry of Finance’s Lembaga 

Penyalur Dana Pendidikan/LPDP scholarship for non-formal education such as course for certification, 

e.g. for getting the Certified Financial Analyst (CFA), Certified Risk Management (CRM) title and so forth 

to produce expert in financial investment field. 

 

IV. Sector Deepening 

Since at this moment financing is focused towards priority sector financing such as energy and 

infrastructure, the presence of financing instrument specifically dedicated for sector-based financing is 

really needed. One of the instruments that has become the topic of discussions and widely implemented 
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rated project bonds becomes highly urgent: the funding scheme for infrastructure project through bond 

market must be encouraged well, especially for infrastructure that is less desirable, risky and has 

unstable yield trend in the future such as the construction of ocean highway. In the midst of reality 

concerning other scheme such as the Public Private Partnerships (PPP) to facilitate those long-term 

projects have not yet carried out optimally, the development of project bonds market needs to be taken 

into serious consideration, for example by pushing the establishment of guarantee scheme so some 

project bonds may have good ratings. The criteria for project bonds are: fixed interest rate, in Rupiah 

denomination, and has long maturity (10, 20 or 30 years). In developing project bonds to finance 

infrastructure, government needs to pay attention to the availability payment and viability gap from 

project to be financed by the bonds. Availability payment is related to funds that will be received when 

the infrastructure becomes utilized; whereas viability gap is part of availability payment which may not 

be fulfilled due to the user of the infrastructure is incapable or poor, such as small and medium 

enterprise or people living in remote areas. 

As mentioned in the beginning, infrastructure is one of economic priority sector today, thus 

sectoral shifting must incline towards rated infrastructure/ project bonds continuity in the market. 

Therefore, infrastructure project funding scheme through bond market must be pushed  well especially 

for infrastructure which is relatively less desirable, risky and has unstable yield  trend in the future. In 

the midst of reality concerning other scheme such as the Public Private  Partnerships (PPP) which has 

not yet carried out optimally, the development of project bonds  market needs to be taken into serious 

consideration, for example by pushing the establishment of guarantee scheme so some project bonds 

may have good ratings. The criteria for project  bonds  needed: fixed interest rate, in Rupiah 

denomination, and has long maturity (10, 20 or 30 years). In developing project bonds to finance 

infrastructure, bonds maturity is really encourage to be  the same as project period to avoid refinancing 

risk for government. In order to  issue project bond, one country must already has benchmark to long 

term bonds. For example to issue 30-year project bonds there is a need of benchmark, such as 

government bonds with maturity of 30 years or more. 
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