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ECONOMIC FUNDAMENTALS HAVE BEEN IMPROVING OVER TIME
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THE INDONESIA ECONOMY HAS BEEN ON A LONG-TERM GROWTH TRAJECTORY
Despite Many Disruptive Events In Recent Years
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RECENT MARKET DEVELOPMENTS REFLECT STRUCTURAL ISSUES THAT STILL NEED 
TO BE ADDRESSED
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ource: NYMEX, Bank Indonesia, BPS (Central Bureau of Statistics)
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INDONESIAN BANKING MARKET IS LEAST MATURE COMPARED TO MAJOR SEA 
MARKETS ...
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INDONESIAN BANKING MARKET IS LEAST MATURE COMPARED TO MAJOR SEA 
MARKETS ...
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TOP BANKS ARE LEADING THE COMPETITION AND BECOMING
MORE DOMINANT

Top 5 Most Aggressive

Top 5 banks are taking shares of domestic loans ... ... and domestic low-cost deposits from smaller competitors
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Source: Bank Indonesia, BCG analysis
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THE GAME WILL CHANGE MOVING FORWARD
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INCREASING COMPETITION WILL DRIVE NIM LOWER IN ALL SEGMENTS ... 

3.2%

6.5%

 Avg 02  Avg 03  Est 09

Corporate / Commercial Loan Spread Over SBI 

4.9%

8.9%

 Avg 02  Avg 03  Est 09

Consumer Loan Spread Over SBI 

-0.8%
-0.4%

Time Deposit (1 Month) Over SBI Savings Over SBI 
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-6.1%
-3.3%
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Source: Bank Indonesia reports, eestimates from various bankers, BCG estimates

Increasing emphasis on loan quality and operating expenses to safeguard net profit levelsIncreasing emphasis on loan quality and operating expenses to safeguard net profit levels
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• Deposit guarantee will 
gradually be be reduced to 
IDR 100Mn by 2007 

• Smaller banks may face 
higher hurdles in attracting 
deposit

• Adoption of Basel II by 2008
• Could raise business operating 

cost, especially for smaller banks

KEY REGULATIONS / GOVERNMENT ACTIONS IMPACTING BANKING LANDSCAPE

Bank

Recap BondAsset classification/NPL

API Deposit Guarantee

Basel II

• Increasing provisions from 
shift in loan classification

• Provision required for non-
interest bearing assets: 
foreclosed assets, 
unutilized properties

• Restricted activities for 
banks that do not meet min 
capital requirements

• Mandatory M&A for banks 
that do not meet performance 
requirements

• Recap bond accounts for 
20% of banking balance 
sheet

• Redemption will have 
impact on banks’ balance 
sheet and system liquidity

Source: Bank Indonesia, Literature research, BCG analysis 
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STRATEGIC INTENT IS TO CONSOLIDATE BANKING SECTOR FURTHER

Restricted Bank + Rural Bank

Focused Bank
(30-50 Banks)
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Anchor Bank

International 
Bank

(2-3 Banks)

National Bank
(3-5 Banks)

• Min. capital >IDR50Tn
• Capacity to operate on international scale

• Capital requirement: IDR10-50Tn
• Offers wide range of business and nationwide 

coverage

• Capital requirement: IDR100Bn-10Tn
• Focus on particular business or customer 

segments, e.g. retail, corporate, regional, etc.

• Banks with capital <IDR100Bn
• Limited business activities and territorial reach

Source: Bank Indonesia  
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KEY CHALLENGE FOR INDONESIAN BANKING SECTOR: CONSOLIDATION OF SMALL BANKS

4 15 53 49Number 
of banks

Asset 
size(1)

>IDR 
100Tn

IDR10-100Tn IDR1-10Tn <IDR1Tn

National bank

Joint foreign bank

Regional development bank
(1) As of Jun 2005 (or Mar 2005 if data are not available )
Source: Bank Indonesia, BCG analysis

53% 31% 14% 2%
% of total 

bank’s 
asset

Heavyweight Middleweight Lightweight Featherweight
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ENDGAME FOR 2010

End 2007 Banking Architecture BlueprintEnd 2010

Int’l
Bank

National
Bank

Focused 
Bank

BPR (Rural Bank) + 
Restricted banks

Bank X

Tier 1 > 100Bn

Tier 1: 80 - 100Bn

Tier 1 < 80Bn

Total capital

50Tn

10Tn

100Bn

• Anchor Bank: Maintain its status 
and execute its consolidation plan 
by end 2010

• High Performing Bank: Maintain 
its status and align capital based 
on category target(1) by end 2010 
or improve to achieve Anchor 
Bank status

• Non-high Performing Bank: 
Improve to achieve High 
Performing Bank status by end 
2010

• Improve Tier 1 capital to IDR 
100Bn by end 2010

• Restricted Bank: Restriction on 
business activities with 1 year 
transition period

• Anchor Bank: Align capital and 
business activities based on 
category target(1)

• High Performing Bank: Maintain 
its performance

• Non-high Performing Bank: 
Targeted for mandatory merger & 
acquisition

• Restricted Bank: Restriction on 
business activities with 1 year 
transition period

(1) BI’s category target: International Bank, National Bank or Focused Bank
Source: Bank Indonesia
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MARKET WILL BE BIGGER, RICHER AND TOUGHER IN 2010

• Competitive landscape will shift: the big gets bigger, small marginal 
players exit, new faces emerge, the middle one gets squeezed 

• Customers become more demanding with more choices and 
increasing sophistication

• Banks need to pull many more levers to make money

• Product offerings will be richer, more segment-specific, and more 
innovative in terms of features and pricing

• Alternative distribution – e.g. low cost branch, direct sales, Internet 
banking etc – will become more important

• New business and operating models – e.g. shared services, non-
traditional partnership/alliance etc – will emerge

• Traditional banking market is expected to more than double by 2010
• Establishment of credit bureau will facilitate credit market growth
• Capital market products will become more important at the expense of 

traditional banking products

“Expanding market”

“Richer offerings”

“Tougher competition”

Source: BCG Analysis 
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