


This policy paper is part of a series derived from the "Financial Development for Strong and
Equitable Growth" white paper, launched in February 2024. By employing the IMF's Financial
Development Index framework, which encompasses depth, access, and efficiency dimensions,
each paper offers a comprehensive analysis of critical financial development issues. These
papers propose targeted strategies to enhance Indonesia’s financial landscape and foster
sustainable economic growth.
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EXPANDING FINANCIAL COVERAFE THROUGH NON-BANK FINANCIAL
INSTITUTIONS

Executive Summary

The Indonesian financial sector remains significantly smaller than those of its Southeast
Asian counterparts and other emerging economies, particularly within non-bank financial
institutions (NBFIs) such as insurance and pension funds. This limited scale is most
pronounced in sectors like insurance and pensions, where Indonesia consistently lags behind
regional and economic peers. The underdevelopment of these key financial segments not only
highlights Indonesia's relative economic position but also underscores the critical areas requiring
urgent attention and improvement.

The constrained size of Indonesia's financial sector arises from a complex interplay of
factors, resulting in substantial repercussions for the population. A shallow insurance market
compels individuals to personally reserve funds for unexpected events, thereby straining their
financial resources and increasing vulnerability to economic shocks. Similarly, inadequate
pension coverage forces most workers to save significantly to sustain their lifestyles in
retirement, leading to widespread financial insecurity. These challenges highlight the pressing
need for comprehensive economic reforms aimed at strengthening the financial sector and
enhancing the financial resilience of Indonesian citizens.

A restricted NBFI sector further limits the availability of long-term investment funds, thereby
diminishing Indonesia's capacity to attract substantial global investors. This limitation not only
hampers the country's economic growth but also reduces its competitiveness on the
international stage. Additionally, governance issues have played a pivotal role in hindering the
growth of Indonesia’s insurance and pension fund industries. Poor goverhance practices
contribute to the expansion of the country’s large informal sector, complicating efforts to
develop a robust and inclusive financial system that can support sustainable economic
development.

Indonesia's central pension fund, BPJS Ketenagakerjaan (BPJS TK), serves as the mandated
pension program for formal sector workers, boasting 36 million subscribers out of 53 million
formal workers in 2023. However, other major pension funds like Taspen and Asabri face
significant challenges, including chronic underfunding and stagnant subscriber growth due to
limited increases in civil service employment. Recent scandals within the armed forces sector
have further undermined the credibility and effectiveness of these pension funds, hindering their
growth prospects and ability to provide reliable retirement income to their members.

The insurance industry in Indonesia is highly fragmented and has experienced only modest
growth rates over the past decade. Life insurance assets have grown at an 8% compound
annual growth rate (CAGR), general insurance at 12%, and the insurance segment of BPJS TK at
16%, primarily through expanding the subscriber base from a shallow foundation. Overall, the
insurance sector's assets have grown by only an 11% CAGR since 2011, reflecting sluggish
development and limited penetration into the broader population. This fragmentation and slow
growth impede the sector's ability to provide comprehensive coverage and services to
Indonesians.

Persistent scandals have further destabilized the insurance industry in recent years, eroding
public trust and hindering sector growth. These scandals have led to prolonged and unresolved
disputes, with minimal policyholder claims being recovered. Notably, one insurance company
successfully challenged the Financial Services Authority’s (OJK) decision to revoke its license,
highlighting significant gaps in regulatory enforcement and the need for stronger oversight
mechanisms. Efforts to resolve major insurance sector crises, such as those involving Jiwasraya
and Bumiputra, have involved transferring claims to state-owned entities like the insurance
holding company IFG and injecting government equity to settle restructured claims. While these
measures provide temporary relief, they emphasize the urgent need for more effective
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regulatory frameworks to prevent future crises and ensure the long-term stability of the
insurance industry.

Legal controversies, including the dropped case against BPJS TK’s investment losses
initiated by the Attorney General's office, have heightened legal risks for investors dealing
with state entities. This case was shortly occurred after the Jiwasraya crisis resolution, where
the misconduct was identified. This later eroded investor confidence and increased perceived
legal risks. Such legal uncertainties deter both domestic and international investors, limiting the
inflow of capital necessary for the growth and stabilization of Indonesia’s financial sector.

To address these multifaceted challenges and expand Indonesia’s pension fund industry,
several key recommendations have been proposed. Supporting citizens who cannot afford to
participate in pension programs is essential to increase coverage and inclusivity. Broadening
employer-supported programs can enhance participation rates and ensure more robust pension
schemes. Additionally, improving the governance of private pension providers is crucial to
building trust and ensuring the effective management of pension funds. Requiring pension funds
to provide comprehensive information to members in their periodic reports can enhance
transparency and accountability, fostering greater confidence among participants.

Further proposals to bolster the pension sector include increasing the proportion of formal
workers, which would expand the base of eligible pension contributors. Subsidizing education
for low-income families can enable more individuals to set aside funds for pension programs,
thereby broadening participation. Implementing extensive financial literacy initiatives through
labor unions, schools, and employer associations can empower individuals with the knowledge
needed to make informed financial decisions. Additionally, providing partial government support
for the JHT (Jaminan Hari Tua) program can lower barriers to participation. Linking JHT
subscriptions to essential services such as electricity and water subscriptions, as well as the
renewal of driver licenses or vehicle registrations, can incentivize wider participation and ensure
the sustainability of pension schemes.

In summary, the Indonesian financial sector, particularly its NBFI segment, requires
significant expansion and reform to address existing limitations and governance challenges.
Strengthening this sector is crucial for enhancing financial security for individuals, attracting
global investments, and fostering overall economic growth. Implementing the comprehensive
recommendations and proposals outlined above will be essential in achieving a more robust and
inclusive financial landscape in Indonesia, ultimately contributing to the nation’s long-term
economic stability and prosperity.
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Background and Problem Identifications

Non-Bank Financial Institutions (NBFIs) are essential for diversifying financial systems
and fostering sustainable economic growth.By providing long-term financing, risk
management solutions, and investment opportunities, NBFIs complement banking
institutions and enhance financial sector stability. A well-developed NBFI sector reduces
dependency on banks, mitigates risks associated with short-term lending, and broadens
economic participation through accessible financial products. However, in Indonesia, the
NBFI sector remains underdeveloped relative to the country's economic potential, limiting
its contribution to long-term investment and economic resilience.

Indonesia's NBFI sector faces significant challenges that hinder its growth and
effectiveness. Key subsectors such as insurance, pensions, and capital markets have low
penetration compared to regional and global peers. These challenges include low
participation rates, governance issues, regulatory limitations, and insufficient consumer
protection mechanisms. Additionally, low financial literacy and a high level of informal sector
participation further constrain the sector's ability to support the economy effectively.

The limited development of the NBFI sector has adverse implications for Indonesia's
economic growth and resilience. In many countries, NBFls provide long-term investment
capital that supports infrastructure and large-scale ventures. Indonesia's reliance on banks
for such financing introduces reinvestment risks and increases investment costs. A well-
functioning NBFI sector could enhance capital allocation efficiency and reduce dependency
on short-term bank financing.

The inefficiency of the NBFlI sector hampers economic growth and financial
resilience. Adequate insurance coverage allows individuals and businesses to reallocate
working capital more effectively, enhancing economic potential. Insurance also accelerates
post-disaster recovery, while a robust pension sector reduces the need for individuals to
save excessively in short-term deposits, enabling banks to extend more long-term loans.

Indonesia's underdeveloped insurance sector exacerbates financial vulnerabilities and
increases reliance on foreign markets. Many insurers must outsource risks to offshore
reinsurers due to the limited capacity of the domestic reinsurance industry. This
dependency results in substantial capital outflows, particularly in sectors such as natural
resources, placing pressure on the country's balance of payments.

The following subsections explore the key challenges and underlying issues that impede the
growth of Indonesia's NBFI sector:

1.1 Governance Issues on Pension Fund and Insurance Companies

There are serious governance challenges in the insurance sector, including a lack
of transparency and accountability. In recent years, the Indonesian insurance
industry has experienced numerous failures that have eroded public confidence. By
the end of 2023, nine insurers were in distress, six of which were life insurers. This
follows the 2022 scenario, where thirteen companies faced similar troubles, with only
two managing to recover. These failures typically resulted in minimal recovery rates,
further diminishing trust in the sector. The primary cause of these low recovery rates
is the protracted handling of insolvency cases, attributable to the limited authority of
the Financial Services Authority (OJK) in enforcing decisive actions. To enhance the
resolution of such failures and restore confidence, it is imperative to empower the OJK
with strengthened regulatory authority.’

TIMF, 2018, Indonesia Country Report
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Limited Regulatory Authority and Enforcement Challenges in Insurance and
Pension Funds

1.2.1 Limited Authority and Delayed Intervention by OJK

OJK’s current regulatory framework lacks the necessary authority to intervene
proactively in troubled insurance and pension fund firms, resulting in prolonged
financial instability and significant risks to consumers. Under existing regulations, OJK
is only permitted to take action after receiving and reviewing annual financial reports
from these firms. This reactive approach delays necessary interventions, allowing
financial mismanagement and fraudulent activities to persist unchecked. As a
consequence, by the time OJK can implement corrective measures, the financial
condition of these firms has often deteriorated to a point where recoverable assets
are minimal. This situation significantly limits the potential for consumer compensation
and hinders efforts to restore public confidence in the sector.

The delay in regulatory intervention also increases systemic risks within the
insurance and pension fund sectors. In the absence of real-time oversight and
immediate corrective measures, troubled firms may continue operating while
accumulating further liabilities, exposing policyholders and pension fund contributors
to financial insecurity. A more proactive and frequent monitoring mechanism is
necessary to enable OJK to act swiftly and decisively in cases of financial distress,
thereby safeguarding the interests of consumers and maintaining financial stability in
the sector.

1.2.2 Weak Enforcement and Consumer Protection Gaps

OJK faces significant challenges in enforcing regulations and ensuring compliance
among insurance and pension fund firms, resulting in persistent governance
failures and inadequate risk management practices. The current enforcement
mechanisms lack the ability to impose immediate corrective actions, leading to
prolonged resolution processes for firms facing financial difficulties. The absence of
stringent enforcement tools, such as swift penalties and mandatory corrective plans,
has resulted in protracted insolvency cases, with minimal recovery rates for affected
policyholders and pension fund contributors. This inefficiency further erodes public
trust in the sector and discourages long-term participation in formal pension and
insurance schemes.

In addition, thelack of a comprehensive consumer protection framework
exacerbates vulnerabilities for policyholders, leaving them exposed to financial
losses and fraudulent activities. Many insurers and pension fund managers fail to
meet their obligations, and the slow resolution of insolvencies leaves affected
consumers without timely recourse. The current consumer protection measures are
inadequate to address these challenges, underscoring the need for more robust
mechanisms that prioritize policyholder rights, ensure timely compensation, and
establish clear resolution pathways for troubled firms. Strengthening regulatory
oversight with a consumer-centric approach is essential to protect public interests
and enhance the sector’s credibility.

Low Penetration of Insurance and Pension Products

The insurance and pension sectors in Indonesia are significantly underdeveloped,
with low participation rates among the population. Between 2020 and 2021,

Indonesia's insurance assets constituted only 5.8% of its GDP, a stark contrast to
Malaysia's over 20% and Thailand's 23%. Similarly, pension fund assets accounted for
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only 6.9% of GDP, compared to Malaysia's 60% and India's substantial 92%. This
disparity highlights the limited reach of these financial products in Indonesia. 2

1.3.1 Low Pension Participation Due to High Informal Sector Employment

The high proportion of Indonesia’s workforce employed in the informal sector
significantly contributes to the low participation in pension programs. With only 5.4%
of the population enrolled in pension schemes, a vast majority of workers are left
without financial security for their retirement years. This is particularly concerning as
informal sector workers, such as those in agriculture, small businesses, and freelance
occupations, often lack access to formal financial products or retirement plans. The
absence of a structured system that accommodates this large workforce further
exacerbates the issue, leaving millions of individuals vulnerable to financial instability in
old age. As a result, the overall financial well-being of many Indonesians is
compromised, and the broader goal of securing retirement savings for the population
remains out of reach. The limited participation in pension schemes thus not only impacts
individual futures but also restricts the development of a robust pension fund sector,
which struggles to grow without a broader base of contributors.

In contrast, more developed nations have successfully integrated a larger share of
their workforce into formal employment, which in turn supports higher pension
scheme participation rates. For example, in Japan and Germany, the informal sector
represents only 18% and 11% of the workforce, respectively. These countries have built
stronger social security systems, ensuring that their aging populations have access to
sufficient retirement income through formal pension schemes. In Indonesia, however,
the share of informal sector workers has been rising steadily, increasing from 49% in
2015 to 59% in 20223. This trend highlights the widening gap between formal sector
participation and informal sector reliance. As a result, Indonesia faces a unique
challenge: while the number of informal sector workers continues to grow, efforts to
integrate them into formal pension schemes remain limited. If this trend continues, it
will be increasingly difficult for the country to address retirement security for a majority
of its workforce, hindering both economic stability and the growth of the pension
sector.

1.3.2 Limited Financial Literacy Among the Population

Financial literacy remains a significant barrier, with only 16% of the population
understanding insurance products. This low awareness hampers the adoption of
financial services and contributes to widespread mistrust and underutilization of
insurance and pension programs. The limited understanding also increases the risk of
individuals misunderstanding their rights and obligations, discouraging participation.

Early Withdrawals Undermining Pension Fund Longevity

Indonesia’s pension fund withdrawal policies are misaligned with the evolving
workforce demographics, posing risks to financial security and fund
sustainability. The current system, which allows pension benefits to be accessed
starting at age 55, does not reflect the increasing trend of individuals working beyond
this traditional retirement age. As a result, retirees may face financial insecurity due to
early withdrawals, while pension funds struggle to maintain long-term sustainability.
OJK’s POJK 27/2023 regulation, which mandates a 10-year disbursement period for
pension benefits, lacks a well-defined framework for periodic reviews that consider

2 Indonesian Business Council, “Financial Development for Strong and Equitable Growth,” February 2024
3 Central Bureau of Statistics, 2022
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demographic and economic shifts, making it difficult to adapt to future labor market
conditions.

The exclusion of JHT pay-outs from OJK's regulatory framework creates ambiguity
and inefficiencies in pension fund management. While the POJK 27/2023 regulation
addresses pension benefits, it does not cover the JHT program, leaving a regulatory
gap that hinders effective oversight and management. The lack of coordination
between OJK and other relevant authorities results in inconsistencies in fund policies,
further complicating the administration of pension programs. Without clear regulatory
oversight, JHT pay-outs risk being mismanaged, reducing the overall effectiveness of
the pension system in providing long-term financial security.

Financial Strain and Sustainability Concerns in JHT Program

The Jaminan Hari Tua (JHT) program faces significant challenges in balancing fund
accessibility with long-term sustainability. While current regulations allow workers to
withdraw up to 40% of their JHT balance before retirement age, 30% for housing
purchases and 10% for other uses, these provisions create risks for the program’s
sustainability. Premature withdrawals reduce the available retirement corpus,
potentially undermining the program'’s ability to support workers in their later years.
Ensuring a balance between accessibility and sustainability is crucial to maintaining the
program'’s integrity.

Rigid eligibility criteria for accessing JHT funds after job termination create financial
hardships for unemployed workers. Currently, individuals who are laid off can only
access their full balance upon reaching the official retirement age, leading to
dissatisfaction and financial strain. This restriction fails to accommodate the immediate
financial needs of unemployed individuals, potentially forcing them into economic
hardship. Introducing a more flexible approach, such as allowing partial access after a
defined period of unemployment, could provide essential financial relief without
compromising long-term savings.

2 Literature Review and Benchmarking

Indonesia's non-bank financial institutions (NBFI) sector is significantly underdeveloped
compared to other emerging economies, particularly within Southeast Asia. Unlike typical
emerging markets where NBFIs contribute substantially to GDP, Indonesia's NBFI sector
remains small, resulting in a limited supply of long-term capital within the financial system.
This constrained reach of NBFIs forces many Indonesians to allocate substantial personal
savings to mitigate downside risks and ensure retirement security. Consequently, overall
consumption in Indonesia is lower than it could be if there were widespread participation in
insurance and pension schemes.

2.1 Overview of NBFl in Indonesia

10 |

Indonesia's NBFI sectors are significantly smaller than those of both advanced and
other emerging economies. Specifically, the insurance sector in Indonesia contributes
only 5.8% of GDP, while pension fund assets account for just 6.9% of GDP. In
comparison, advanced economies like Singapore and South Korea have insurance
sectors contributing approximately 73% of GDP, with pension fund assets at 98% and
16% of GDP, respectively. Even within emerging markets, the averages for insurance
and pension fund assets are 19% and 5% of GDP, highlighting Indonesia's lag in these
critical financial sectors.



Table 1. Financial sector assets as a percentage of GDP in selected countries (average
2020-2021)°

Countries Bank Assets Capi'tal 'Mar-ket Insurance Pension Fund
Capitalization Assets Assets

Indonesia 59.5 48 5.8 6.9
Malaysia 198.6 109.9 20.3 59.9
Philippines 99.2 93.2 8.5 3.5
Thailand 146.6 120.9 23.2 6.9
Brazil 125.8 67 17.2 28.2
China 214.2 83.2 22.7 2.2
India 74.3 311.5 60.1 9.3

2.2 Pension Funds in Indonesia

Indonesian pension funds remain underdeveloped due to low subscription rates and
underfunding. The largest pension fund provider, BPJS-TK, has significantly fewer
subscribers than its mandate requires.® Similarly, Taspen, which serves civil service
employees, has experienced limited growth due to infrequent and minimal increases in
civil service pay as well as poor investment returns.® As a result, Taspen operates on a
pay-as-you-go basis and remains underfunded, contributing to the overall weakness
of Indonesia's pension system.

Employer-sponsored private pensions in Indonesia are constrained by fragmented
salary structures and limited contributions. In the formal sector, salaries are often
divided into multiple components, such as base pay, transport, and housing allowances.
Pension contributions are calculated based only on base pay, which is typically smaller
than the overall salary. This structure is rooted in historical tax advantages associated
with separating salary components, though these benefits have largely disappeared
following the issuance of Government Regulation 55/2023.” Despite this, the practice
persists and continues to limit pension contributions, including mandatory contributions
to BPJS-TK. Additionally, holiday bonuses during religious festivities, equivalent to base
pay, do not contribute to pension funds.

Financial literacy is a crucial factor influencing pension participation in Indonesia. A
study by the Financial Services Authority (OJK) identified several determinants of
pension participation, including financial literacy, income levels, education, savings,
profession, location, investment account ownership, and ATM usage. Among these,
financial literacy emerged as the most significant. Individuals with limited financial
knowledge often fail to understand the importance of saving for future welfare,
reducing their likelihood of participating in pension schemes.®

Low financial literacy also results in limited understanding of product benefits
among users. A significant gap exists between financial literacy and the actual use of
financial products in Indonesia. For example, 50% of Indonesians are literate about
banking products like savings and deposits, yet inclusion rates reach 74%, indicating

4 Indonesian Business Council report, Financial Development for Strong and Equitable Growth, February 2024
5 Financial Stability Board, op.cit.

8 https://admineppid.taspen.co.id/admin-eppid/public/assets/file/202024.pdf

7 https://kpmg.com/xx/en/home/insights/2023/02

8 OJK working paper 2020: What Determines the Participation in the Pension
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that many account holders do not fully understand their accounts' features. Similarly,
only 16% of Indonesians are literate about insurance, while inclusion rates stand at 32%.
This means many users are unaware of the benefits or coverage they possess, such as
flight insurance automatically included with airline ticket purchases.

Despite improvements in financial literacy, pension fund inclusion in Indonesia
remains critically low due to persistent structural barriers. A 2023 OJK survey
revealed that awareness of pension products increased significantly, from 14% in 2019
to 30% in 2022.° However, this rise in awareness has not translated into higher
participation rates. On the contrary, pension fund participation declined from 6.2% in
2019 to 5.4% in 2022. This decline is likely due to economic challenges, such as
widespread layoffs caused by the COVID-19 pandemic, which exacerbated existing
barriers like high costs, limited accessibility, and a lack of affordable pension
schemes.'o"

2.3 Insurance Sector in Indonesia

The insurance sector in Indonesia is small and highly fragmented.' In 2011, the
country had 45 life insurance companies, 58 non-life insurers, 4 reinsurance companies,
several social insurance providers, and insurers serving civil service and armed forces
personnel. Over time, this fragmented structure has persisted, with slight changes in
firm numbers. The table below illustrates the structure and growth of Indonesia’s
insurance sector from 2011 to 2024.

Table 2. Indonesian Insurance Structure’

Number of firms Total Assets

2011 | 2024 | CAGR | 2011 | 2024 | CAGR
Life insurers 45 58 2% 229 | 6241 8%
General insurers 85 78 -1% | 54,7 | 2441 | 12%
Re-insurers 4 8 5% 3,2 411 22%
Social insurer and Jamsostek 2 2 0% 122 | 857,8 | 16%
Civil servants and armed forces 3 2 -3% | 73,1 | 158,1 6%
Assets (IDR billion) 139 | 148 0% 482 | 1.925 | 1%

Over the past 13 years, insurance assets in Indonesia have grown by 300%,
equivalent to an annual growth rate of about 11%. This growth has been driven
primarily by social insurance providers, particularly Jamsostek, now known as BPJS
TK.™ By the end of 2022, BPJS TK had nearly 55.4 million registered members, with over
35.8 million actively paying dues. These members participated in various programs,
including life insurance, work accident insurance, pension schemes, and unemployment
insurance. Additionally, investment returns and mandatory contributions linked to
minimum wage increases further contributed to this significant growth.

Table 3. Number of BPJS TK Subscribers, 20225

Million

Insurance (life and work accident) 35.9

® 0JK, 2023, Survei Literasi Keuangan 2022.

° https://theconversation.com/di-tengah-fleksibilitas-sistem-kerja-dan-pandemi-covid-19-pekerja-semakin-perlu-akses-jht-sebelum-
pensiun-177444

" https://www.liputan6.com/bisnis/read/4750566/kemnaker-72983-pekerja-kena-phk-selama-pandemi-covid-19

2 The World Bank, 2006, “Unlocking Indonesia’s domestic resources: the role of non-bank financial institutions.”

3 OJK, Statistik Asuransi

4 Republik of Indonesia, Law number 24, 2011, on Organization to Manage Social Security (Badan Penyelenggara Jaminan Sosial)

5 BPJSTK Financial Reports, 2022
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Pension program (JHT) 17.5

Pension program (JP) 14.0

Unemployment insurance 12.6

Despite asset growth, Indonesia’s insurance market faces structural barriers to
broader inclusion. The number of formal sector workers registered with BPJS TK, at
52.7 million in 2023, slightly exceeds the total number of formal employees but falls far
short of Indonesia’s total workforce of 140 million.”® This discrepancy reflects the
predominance of informal sector workers, characterized by low and fluctuating
incomes, making insurance products unaffordable for a large portion of the population.

The Indonesian insurance market offers a variety of products, including life
insurance, general insurance, reinsurance, and government-provided social
insurance. Specialized products also cater to civil service and armed forces personnel,
while Syariah insurance provides Islamic-compliant alternatives to conventional
insurance.” However, these products remain underutilized due to limited accessibility
and low awareness among the population.

Low-income levels and a labor market skewed toward the informal sector further
hinder insurance penetration. According to a Swiss Re study, there is a clear
relationship between GDP per capita and insurance uptake. Countries with per capita
incomes above USD 8,000 experience significant increases in penetration, but
Indonesia has yet to reach this threshold.’ As of February 2024, only 40% of Indonesia’s
workforce was in formal employment, while the rest were self-employed, casual
laborers, or unpaid family workers.' Wage disparities between rural and urban areas
and a rising Gini coefficient exacerbate affordability challenges.?°

Cultural and institutional factors also contribute to low insurance penetration. Many
Indonesians rely on family support systems and hold cultural or religious reservations
against life insurance. Non-life insurance penetration is further hindered by financial
sector underdevelopment, country risk, high costs, low financial literacy, and limited
legal transparency.?' Addressing these barriers will require enhanced financial literacy,
stronger institutional frameworks, and improved accessibility to ensure broader
insurance penetration across Indonesia.

6 Badan Pusat Statistik, Survey Angkatan Kerja Nasional 2023

7 Republic of Indonesia, Law number 40, 2014 on Insurance

'8 The World Bank, op. Cit.

'® Badan Pusat Statistik, 2024, Survey Angkatan Kerja Nasional

20 Badan Pusat Statistik, 2023, Tingkat Ketimpangan Pengeluaran Penduduk Indonesia.
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3 Research Findings and Discussions

The Indonesian insurance sector faces critical issues related to affordability, governance,
and regulatory frameworks, contributing to its low penetration. Upcoming changes, including
higher equity requirements by the OJK, the introduction of PSAK 74 on financial reporting, and
the establishment of an insurance policy protection scheme, aim to strengthen the industry and
increase its prominence.???® However, these changes must be implemented in a minimally
disruptive manner to ensure stability during the transition.

3.1 Managing Failures in Insurance Governance

3.1.1 Enhancing Legal and Regulatory Oversight

OJK has faced significant challenges in handling insurance company failures since
its establishment in 2012. By late 2018, 24 insurance licenses had been revoked, and
four insurers failed between 2012 and 2018, resulting in a deficit exceeding IDR900
billion?4, Indonesia’s vulnerability to natural disasters adds complexity to the insurance
industry, which has a high catastrophic risk profile, further straining the already
concentrated re-insurance market.

OJK's legal powers are limited when insurance companies fail, hindering timely
resolution. For instance, when Bumi Asih Jaya failed to meet its minimum capital
requirements?, OJK initially revoked its license and sought bankruptcy proceedings.
However, the court initially ruled in favor of the company, delaying liquidation until an
appeal to the Supreme Court was successful. In other cases, insurance firms have
entered bankruptcy without intervention from OJK, leaving policyholders without timely
or adequate compensation.

OJK's legal position needs strengthening to ensure effective
enforcement. Currently, OJK commissioners and staff are not legally protected when
performing their duties in good faith. The law should provide indemnification for OJK
officials when they are sued, ensuring they can carry out their responsibilities without
fear of legal retribution, particularly when dealing with failing insurance companies.

A clearer timeline and process for handling failed insurance companies is essential
for protecting policyholders. In cases like Jiwasraya, which has faced financial
difficulties since 2002, a lack of clear procedures delayed resolution and left
policyholders at risk. Jiwasraya, which continued to report fabricated profits until
2006%. In 2015, Jiwasraya launched a savings product promising high returns. This
continued until 2018 when the company started booking losses of IDR15.3 trillion. And
its financials have continued to deteriorate since then. Until recently, the company has
had several rounds of restructuring. In June 2024, OJK asked that the company submit
its restructuring plan, and the firm itself will be liquidated. Policyholders approving the
restructuring plan will be moved to IFG (Indonesian Financial Group—a State Owned
Enterprise insurance holding company).?

A most recent case regarding Kresna Life Insurance gathered a lot of attention. Kresna’s
license was revoked by OJK in November 2023 following failed attempts to require the
shareholder to honour its commitment to policyholders. However, Kresna Life sued OJK
in the administrative court (PTUN) and won the case. The administrative court overruled
OJK’s decision to revoke Kresna's license. This decision is problematic as OJK is
technically not under the administrative court’s jurisdiction (jurisdiction over the

22 https://Ips.go.id/fungsi-utama/penjaminan-polis-asuransi/

2 jnsuranceasia.com/indonesian/exclusive/psak-74-mentransformasi-praktik-asuransi-di-indonesia-menjadi-lebih baik.

24 |MF, op.cit.

25 https://finansial.bisnis.com/read/20220902/215/1573571/kasus-asuransi-bumi-asih-jaya-7-tahun-boedel-pailit-yang-belum-rampung
26 https://money.kompas.com/read/2020/01/09/063000926/simak-ini-kronologi-lengkap-kasus-jiwasraya-versi-bpk

27 https://finansial.bisnis.com/read/20240611/215/1773222/restrukturisasi-rampung-ojk-minta-rencana-pembubaran-jiwasraya
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executive arm of the government). OJK, like Bank Indonesia, is an independent part of
the overall government.

OJK's role and legal standing need to be re-evaluated to prioritize consumer
protection. As the IMF suggests, OJK’s primary responsibility should be to protect
insurance policyholders. This mandate should take precedence over other roles, such
as industry development or systemic stability, particularly when conflicts arise.
Additionally, the mutual recognition of confidential information OJK gathers from
industry participants should be reconsidered, as other countries' supervisory agencies
are not restricted in their use of such data.

3.1.2 Strengthening Governance in Insurance Firms

Improvements in corporate governance within insurance firms are essential for
better risk management and accountability. The duties, functions, roles, and reporting
lines of each part of the firm’s organization should be clearly specified. Particular
attention must be paid to the obligations of directors and senior staff, specifying who
is responsible for risk management, how the board of directors and commissioners
interact, and the roles and responsibilities of key personnel. Additionally, the reporting
framework to the authorities should be detailed. These measures are crucial because,
in some firms, directors can override decisions made by the risk management
committee, undermining effective governance.

Corporate governance reforms should extend beyond compliance with capital
requirements to include actuarial support. In the UK, insurers are required to undergo
a peer review of their actuarial reports in addition to producing them. Similarly,
Indonesian insurers should consider conducting international peer reviews of their
actuarial reports to ensure credibility. These reviews should be performed by
independent actuaries, even from other firms, to avoid conflicts of interest and enhance
the reliability of the reports.

OJK must take a more decisive approach when insurers violate regulations,
particularly when the violations are severe. Currently, OJK often gives insurers two
chances to take corrective action, which may not be sufficient when the violations
threaten policyholder interests. In the future, if a breach is substantial and endangers
the policyholder’'s interests, immediate corrective action should be taken. This
approach would provide greater certainty and prevent further damage, especially in
cases of capital shortfalls.

More stringent enforcement of corrective actions would reduce uncertainty in the
insurance sector. When capital shortfalls occur, a delay in taking corrective action can
further exacerbate the situation. Immediate measures should be implemented when
violations are severe to protect policyholders and strengthen the stability of the
insurance sector. This approach will enhance confidence in the insurance industry and
ensure better consumer protection.

Enhancing Regulatory Frameworks in Insurance

3.2.1 Valuing Assets and Ensuring Capital Adequacy

The valuation of insurance assets must be improved to enhance the credibility of
asset and liability calculations. Implementing IFRS 17 (PSAK 74 in Indonesia) would
provide a more accurate and transparent method of valuing assets and calculating
liabilities. Specifically, the margin rule for current estimates should be reconsidered.
Currently, a three-year average is used, which does not adequately capture large
market fluctuations. This method, which was suspended during volatile bond market
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fluctuations in 2015, creates a moral hazard, as the industry may expect future
suspensions in times of market volatility.

OJK should incorporate concentration risk into the investment risk calculations to
improve the stability of the insurance sector. The current rule allows a 20% maximum
exposure to certain assets, which may be too high, especially when it involves intra-
group exposure. This creates a potential risk concentration within related parties, which
can expose insurers to higher risks during market fluctuations. To address this, OJK
should revise the rule to lower concentration limits, reducing the systemic risks posed
by such exposures.

Catastrophic risk should be incorporated into capital adequacy calculations to
account for Indonesia’s exposure to natural disasters. The insurance sector in
Indonesia faces significant risks due to the country's vulnerability to natural disasters.
Currently, catastrophic risk is not factored into capital adequacy calculations, which
could lead to underestimations of the required capital buffers. Including this risk in the
calculations would strengthen the resilience of insurance companies, ensuring they are
better equipped to handle the financial impact of natural disasters and reduce the
potential for significant losses.

The overall regulatory framework for insurance investments needs to address both
concentration and catastrophic risks more comprehensively. By revising the current
concentration rules and including catastrophic risk in capital adequacy assessments,
OJK can enhance the insurance sector's ability to weather market fluctuations and
natural disasters. These improvements will foster greater stability and protect
policyholders, contributing to a more resilient financial system.

Addressing Pension Fund Challenges

3.3.1 Expanding Pension Coverage

The mandatory worker pension program (BPJS TK) has limited membership
compared to Indonesia’s total labor force. As of 2022, the pension program Jaminan
Hari Tua (JHT) has 17.5 million members, while Jaminan Pension (JP) has only 14 million
members. 2 The disparity between these two programs can be attributed to two key
factors: JHT has been in operation longer, resulting in a larger subscriber base, and it
offers a lump-sum payment upon retirement, disability, or death. In contrast, JP
provides monthly payments to workers from the age of 57, but only for those who have
contributed for a specified number of years. This difference in payment structure
explains the smaller number of subscribers to JP.

The number of pension program subscribers is small relative to the total workforce
in Indonesia. The labour force in Indonesia stood at 142.2 million in 2022, with about
53 million workers in the formal sector. However, the number of workers enrolled in the
BPJS TK JHT and JP programs is substantially lower, indicating that many employers
have yet to register their employees in these programs. This under-enrolment
contributes to a significant gap in pension coverage, further limiting the financial
security of workers in their retirement years.

28 BP Jamsostek, Laporan Keuangan 2022
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Table 4. Labor Force Statistics February 20222°

Population Above Age 15 Years Who Work

Employment Category In Millions %
Own account workers 29,1 | 20,5%
Employer assisted by unpaid workers 22,4 | 15,8%
Employer assisted by paid workers 5,0 3,5%
Employee 53,0 | 37,3%
Casual agricultural workers 5,5 3,9%
Casual non-agricultural workers 7,0 5,0%
Unpaid family workers 20,0 | 14,1%
Total 142,2 | 100,0%

Indonesia's pension system currently lacks universal coverage, contributing to
savings constraints and limited economic growth. Using the World Bank's conceptual
pension framework, Indonesia only has a universal public pension fund with
contributions, which covers those who are part of the formal workforce. However, there
is no mandatory first pillar for all citizens, and only private and public sector employees
are eligible for the second pillar. The third pillar, which is based on individual savings,
is only accessible to those who can afford it, while the fourth pillar relies on informal
support from families and charitable organizations. The absence of a universal non-
contributory pension system forces individuals to save more, leading to a high reliance
on short-term savings and deposits, which reduces consumption and ultimately hinders
economic growth.

The 3-Pillar Principle

First Pillar Second Pillar Third Pillar
State Pension Occupational Pension Private Pension

Maintenance of Customary Living

Standard Individual Supplement

Livelihood Security

OASl/Invalidity Supplementary Mandat'ory Non-mangatory Restrlgted Non—res'grlcted
. Occupational Occupational Pension Pension
Insurance Benefits N " s .
Pension Pension Provision Provision
Pay-as-you-go System Funding in Advance Funding in Advance

Figure 1. World Bank Pension Framework?°

Several proposals aim to expand pension coverage and improve financial security
for Indonesia’s elderly population. According to findings from Mercer and the World
Bank, recommendations include providing support for the poorest elderly citizens who
are currently not covered by the pension system, expanding employer-sponsored
pension coverage, strengthening the regulatory framework for private pension
schemes, and requiring pension firms to disclose benefit coverage to their members in

2% Central Bureau of Statistics, Survey Angkatan Kerja Nasional, 2024
30 pension Indicatiors: Reliable Statistics to Improve Pension Policy-Making, World Bank, 2015
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annual reports. These proposals aim to address the gaps in coverage and ensure a more
inclusive and sustainable pension system for the future.

3.3.2 Ensuring Sustainable Pension Management

Indonesia’s privately funded pension funds are relatively new and have faced
challenges since their inception. These funds began emerging in the late 1990s but
struggled during the Asian Financial Crisis, hindering their growth. A more recent trend
has been the establishment of pension funds managed by financial institutions, but this
development has been slow to gain momentum in the Indonesian market.

Taspen, Indonesia’s government-run civil service pension program, faces funding
challenges despite its substantial subscriber base. As of the end of 2023, Taspen has
6.8 million active subscribers, including 3 million pensioners who receive monthly
pension payments. However, the program has been underfunded for some time and
relies on government subsidies on a pay-as-you-go basis to meet its financial
obligations. ¥

Pension funds that collect public funds, including BPJS TK, Taspen, Asabri, and
state-owned enterprise pension funds, need clearer regulations regarding asset
management. These funds are subject to multiple layers of oversight, starting from
their board of commissioners, internal audits from both the pension fund and its parent
company, and external audits from BPK. However, there needs to be clearer legal clarity
regarding their asset management and investment strategies. Adequate supervision
should be in place, and only when necessary should the Attorney General or Corruption
Commission (KPK) intervene for further investigation.

The investment procedures for public pension funds should balance prudence with
some market risks to optimize returns. Pension funds are often pressured to avoid any
losses, which leads to an overreliance on low-yielding, safe investments like bank
deposits. This cautious approach limits the funds' ability to generate higher returns,
further exacerbating their underfunding issues. A more balanced approach to
investment could help improve the funds’ financial health without compromising their
security.

Implementing Structure Pension Withdrawals

3.4.1 Adjusting Distribution Regulations

BPJS TK faces several challenges, including low returns and the perception that
contributions are essentially a form of tax. One significant issue is the management of
the JHT (Jaminan Hari Tua) component, which is considered a form of savings that
workers can withdraw for emergencies before reaching pension age. This flexibility has
led to substantial withdrawals from JHT funds, complicating fund management and
undermining long-term sustainability. 32

The regulation around JHT withdrawals has changed multiple times in recent years,
causing further instability. Workers are now allowed to withdraw their contributions
before age 56 under specific circumstances, such as being in a contract work
arrangement, being laid off, resigning, or experiencing disability or death. Additionally,

31 Menteri Keuangan Republik Indonesia, Peraturan Menteri Keuangan no. 52 tahun 2023.
32 The World Bank, op.cit.
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they can withdraw up to 10% for various reasons, and up to 30% for a house down
payment, adding to the unpredictability of the fund's liquidity.

A recent regulation from OJK, POJK 27/2023, mandates a more structured
distribution of pension benefits, which is expected to improve the management of
pension fund assets. This regulation stipulates that pension benefits must be paid over
a specified period, rather than in a lump sum. If the benefits are paid via an annuity
purchased from an insurance company, the pay-out period must last at least 10 years.
According to the new rules, 20% of the pension benefit can be withdrawn upon reaching
retirement age or entering the pension process, while the remaining 80% must be
distributed over time. An exception applies if the remaining benefit is under IDR 500
million, in which case the entire pay-out can be made in a lump sum.

The new regulations are expected to drive faster growth in pension fund assets by
ensuring more orderly withdrawals over time.By managing withdrawals in a
structured way, pension funds will have improved liquidity and greater flexibility to
invest in longer-term assets, which should raise returns on investments and benefit
subscribers. The change will also reduce the need for large withdrawals, enabling the
funds to allocate more assets to longer-term investments with higher returns.

Similar benefits can be expected for insurance companies managing annuity-based
pension pay-outs, as lowering the cash requirements for large withdrawals allows
for a greater portion of longer-term assets to be invested. This shift will likely yield
better returns for the insurers and their policyholders over time.

However, the recent regulations do not apply to BPJS TK’'s JHT program, which
continues to allow lump-sum withdrawals upon reaching pension age or ceasing
employment. Unlike the annuity-based Jaminan Pensiun (JP) program, which pays out
over time, the JHT program remains more flexible but less structured, allowing for sub-
optimal fund management. The ability to withdraw 10% for various purposes and 30%
for housing down payments reduces the long-term sustainability of the fund.

To improve the management of JHT assets, the early withdrawal threshold should
be gradually raised, along with the minimum retirement age. This adjustment would
ensure better liquidity management and more optimal fund growth, ultimately benefiting
both the fund and its subscribers.

Building a Sustainable Financial Sector

3.5.1 Integrating Informal Workers through Financial Inclusion

Only 37% of informal workers participate in the BPJS TK JHT program, according to
an LPEM study, highlighting significant barriers to access?3. The main reasons for this
low participation include insufficient information about the program, financial literacy
issues, and a lack of adequate funds to contribute. Even though many workers are
aware of the program, they struggle to afford the required contributions, further limiting
their involvement.

Key recommendations to increase participation in the BPJS TK JHT program focus
on both increasing formal sector employment and improving financial
accessibility. The LPEM study suggests several strategies to address these barriers.
One recommendation is to increase the portion of formal sector workers in the labor
market by registering them in various government programs, driving identity

33 Kajian LPEM Ul: Perlindungan Pekerja Informal yang Masih Rendah dan Penyebabnya
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registration efforts during events like elections, and encouraging participation in the tax
system. Additionally, workers should be encouraged to register for government-issued
licenses, such as driving licenses.

Improving financial literacy is another crucial element in boosting participation. The
LPEM study proposes large-scale financial literacy campaigns through labor unions,
schools, and employer associations to better inform informal workers about the
benefits of the JHT program and how to participate effectively.

Providing subsidies for low-income families could increase their ability to participate
in the program. If fiscal space allows, the government could offer a partial subsidy to
help workers afford the minimum JHT contribution. This would make it more feasible
for low-income workers to join the program and ensure their long-term financial
security.

Finally, the government could consider making JHT subscription a requirement for
certain utility and service subscriptions. This would include workers who have
electricity and water subscriptions or those who hold a car or driver’s license, further
integrating pension contributions into the formal system and encouraging broader
participation across sectors.

3.5.2 Strengthening Governance Frameworks

Indonesia's pension fund sector faces significant challenges, as evidenced by its low
rankings in international assessments. In 2023, Mercer ranked Indonesia 41st out of
47 countries in its Pension Fund Index, with a score of 51.8. This marked a decline from
its 2020 position, where it was ranked 30th out of 39 countries.®* The ranking was
based on three key measures: adequacy, sustainability, and integrity, with respective
weights of 40%, 35%, and 25%.%° Indonesia scored 41.5 for adequacy (ranked 45), 40.6
for sustainability (ranked 28), and 32 for governance (ranked 32). These scores
highlight the need for improvements across these areas to strengthen the overall
pension system.

The adequacy of Indonesia's pension system remains a significant concern, with low
scores indicating insufficient support for retirees. The adequacy measure assesses
how well the pension system can provide for retirees, and Indonesia's score of 41.5
ranked it 45th out of 47 countries. This score reflects the challenges in ensuring that
the pension system can provide adequate financial security for the growing retiree
population.

Sustainability is another critical issue, as Indonesia's pension system struggles to
manage the increasing number of elderly needing support. With a score of 40.6,
Indonesia ranked 28th in sustainability. This measure examines the system's ability to
handle long-term demographic changes, including the increasing life expectancy and
the financial strain caused by a growing elderly population.

Governance and integrity concerns also hinder the effectiveness of the pension fund
system, contributing to low levels of trust and stability. Indonesia’s governance score
of 32, ranking 32nd, indicates weaknesses in the transparency, accountability, and

34 Rokhim, R., Adawiyah, W., Faradynawati, [.A.A. (2022). The Indonesian Pension System. In: Lee, H., Nicolini,
G., Cho, M. (eds) International Comparison of Pension Systems. Contributions to Management Science.
Springer, Singapore. https://doi.org/10.1007/978-981-19-6446-6_11

35 Mercer, 2023, “Mercer CFA institute Global Pension Index 2023”

20 |



management of pension funds. This underscores the importance of improving
governance structures to build public confidence in the system.

Legal uncertainties regarding BPJS TK's asset management have added to the
challenges in the sector. BPJS TK, one of the largest pension fund providers in
Indonesia, faces a legal case brought by the Attorney General's office concerning its
unrealized losses from investments in shares and mutual funds.*®* BPJS TK follows a
structured investment process, allocating assets across various classes such as shares,
bonds, mutual funds, and cash. However, fluctuations in the stock market and interest
rates cause the value of these investments to change, resulting in mark-to-market
losses. Despite these fluctuations, BPJS TK’s practice is to hold onto these assets until
they reach their historical cost, thus avoiding recognized losses.

The legal case has caused BPJS TK and other state-run pension funds to adopt more
conservative investment strategies, primarily investing in government bonds. In
light of the uncertainty surrounding the legal case, pension funds have shifted their
portfolios toward safer, albeit volatile, government bonds. Although these bonds are
seen as a secure investment, their price volatility still poses risks, further complicating
the long-term financial planning for Indonesia’s pension system.

36 https://news.detik.com/kolom/d-5490496/kasus-saham-bpjs-tk-unrealized-loss-bagian-risiko-investasi-

wajar
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Conclusion and Recommendations

The Indonesian financial sector remains one of the smallest in Asian emerging
economies, particularly in non-bank financial institutions (NBFIs) such as insurance and
pension funds. This is due to a significant informal sector in the economy, where a large
portion of the workforce is either self-employed or has fluctuating incomes. Out of 142
million workers in Indonesia, only 41%%” are either employees or working with the assistance
of paid employees with steady income. With nearly 26 million individuals living in poverty,
low insurance penetration and pension accumulation are exacerbated. These factors hinder
the growth of NBFIs and limit financial security for many.

Shallow NBFI penetration negatively impacts both individual financial security and
economic growth. A lack of access to insurance means individuals must accumulate their
own funds for accidents, and without proper pension funds, they need to save to cover
income loss in retirement. This behaviour reduces current consumption, stalling economic
growth. The dominance of short-term deposits in the banking system, which makes up 54%
of total banking assets, also constrains banks' ability to issue long-term loans, further
limiting economic development.

Limited financial literacy significantly contributes to low NBFI participation in
Indonesia. A 2023 survey by OJK revealed that while 50% of individuals were aware of
savings products, only 30% knew about pension funds and 16% about insurance. Despite
this, 74% of respondents used banking products, yet participation in pension funds and
insurance was much lower at 5.4% and 32%, respectively. This indicates that even among
users, many are not fully aware of their product features, which further hinders broader
adoption.

The NBFl sector is fragmented and undermined by governance issues, limiting its growth
and stability. The sector is dominated by government-owned entities like BPJS TK, Taspen,
and Asabri. While insurance assets have grown, the increase is mostly due to new
subscribers, not substantial improvements in market competition or financial performance.
Governance issues, such as the fraud cases involving Bumiputra, Jiwasraya, and smaller
firms like Kresna, have eroded public confidence. To strengthen the sector, OJK must be
given more powers to investigate and close problematic companies, while prioritizing
consumer protection above other concerns.

The Indonesian financial sector, particularly non-bank financial institutions (NBFIs) like
insurance and pension funds, is among the smallest in Asian emerging economies. This
includes banking, capital markets, and non-bank financial institutions. The primary reason
for this shallow market is the large informal sector, where 59% of the workforce is self-
employed, casual, or unpaid workers with fluctuating incomes. Additionally, around 26
million Indonesians (9.3% of the population) live in poverty, further contributing to low
insurance penetration and pension accumulation.

Limited access to insurance and pension funds in Indonesia has negative economic
consequences. Because individuals lack adequate coverage, they must accumulate
personal funds to cover accidents or income downturns after retirement. This behavior
reduces current consumption, leading to slower economic growth. Evidence of this is found
in the high volume of short-term deposits in banks, which account for 54% of total banking
assets—equivalent to 22.4% of GDP. These funds, which are larger than the assets of
insurance and pension funds combined, constrain banks’ ability to extend long-term loans.

Financial literacy and product awareness are also significant challenges to increasing
NBFI participation.According to a 2023 survey by OJK, only 30% of Indonesians are aware
of pension funds, and just 16% are familiar with insurance products. Despite this, 74% of

37 Central Bureau of Statistics, 2024
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respondents reported using banking products, but only 32% used insurance, and a mere
5.4% utilized pension funds. Furthermore, many users of these products lack complete
knowledge of their features, which raises concerns about their effectiveness in the long run.

The NBFI sector is fragmented, with government-owned entities dominating the market,
which limits competition.The largest players in the insurance and pension fund markets are
BPJS TK, Taspen, and Asabri, which are state-owned. Over the past decade, insurance
assets have grown by 8%, with BPJS TK's insurance component increasing by 16%, largely
driven by new subscribers. However, governance issues, including fraud cases like
Bumiputra and Jiwasraya, have undermined consumer confidence. OJK needs stronger
investigative powers and a focus on consumer protection to address these issues and
ensure a more competitive, sustainable NBFI sector.

4.1 Improving Governance and Asset Management Principles

Governance in several state-owned pension funds, such as BPJS TK, BPJS Kesehatan,
and Taspen, has been identified as problematic, but the governance standards in
private sector pension funds have not been closely examined. Additionally, governance
in the general insurance industry needs improvement, and asset management across
both pension funds and insurance sectors requires attention.

One key issue is the need for pension funds, including state-owned entities, to invest
in longer-term, high-quality assets like well-managed stocks. Past experiences with
fraud have led to a complete ban on such investments and the treatment of unrealized
losses as actual losses, which has discouraged these kinds of investments. As a result,
pension funds have largely invested in cash, yielding little to no returns.

e Ministry of Finance, OJK, and relevant regulatory bodies should strengthen
governance frameworks in state-owned pension funds like BPJS-TK, BPJS-
Kesehatan, and Taspen, ensuring transparency, accountability, and effective
decision-making. This includes improving internal controls and adopting international
governance best practices.

e OJK should expand governance oversight to private sector pension funds,
conducting regular audits and performance evaluations to protect contributors’
interests and maintain high standards of governance.

e OJK and the Ministry of Finance should enhance governance in the general
insurance sector, focusing on management practices and transparency in handling
policyholder funds.

e BPJS-TK, BPJS-Kesehatan, and Taspen should be encouraged to diversify
investments, including high-quality assets such as stocks from well-run companies.
Clear guidelines from the Ministry of Finance and OJK should allow pension funds to
integrate diversified investments while maintaining appropriate risk management.

e OJK should clarify policies on unrealized losses, enabling pension funds and
insurance companies to manage market fluctuations and make long-term,
productive investments rather than relying on low-return government bonds.

e OJK and the Ministry of Finance should invest in capacity-building initiatives for
pension fund and insurance managers, focusing on asset management skills to
improve long-term investment strategies and governance standards.

¢ OJK should require insurance firms to conduct international peer reviews of their
actuarial reports to ensure independence and avoid conflicts of interest.

¢ OJKshould take immediate corrective action for violations that jeopardize
policyholder interests, especially when a capital shortfall occurs, avoiding delays
that could undermine financial stability.
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¢ OJKshould promote IFRS 17 (PSAK 74) to improve asset valuation credibility and
liability calculations, addressing market fluctuations.

¢ OJK should include concentration risk and catastrophic risk in capital adequacy
calculations, especially for intra-group exposure and Indonesia’s natural disaster
risk.

These measures will help create a more resilient and sustainable pension system in
Indonesia.

4.2 Refocusing OJK Mandate

At present, OJK's ability to address issues within problematic insurance and pension
funds is limited due to its restricted legal powers. Specifically, OJK can only act after
receiving annual financial reports from these firms, and even then, it must issue multiple
warnings before being able to stop the operations of a company. This delay allows fraud
to continue, and in many cases, the recoverable assets have already dwindled by the
time OJK takes action.

To improve OJK’s capacity to address such issues, the following measures should be
considered:

¢ The Government should empower OJK with additional legal authority to require
prompt, frequent reporting from pension and insurance firms that are suspected of
regulatory violations. This would allow OJK to respond swiftly and prevent prolonged
fraud or mismanagement.

e OJK should be granted the power to impose severe penalties for delays in
reporting or non-compliance with regulations. These penalties should be designed to
deter firms from delaying or falsifying information, ensuring that the integrity of the
financial system is maintained.

e OJK’'s mandate should be refocused towards consumer protection, with greater
emphasis on safeguarding the interests of pension fund contributors and insurance
policyholders. This would ensure that OJK’s actions are aligned with protecting the
public and maintaining trust in the financial system.

By expanding OJK’s powers and refocusing its mandate, these changes would enhance
the ability to act quickly, minimize the impact of fraud, and better protect consumers
within the insurance and pension sectors.

4.3 Increasing Participation

The participation rate in BPJS-TK among formal sector workers is currently about 64%,
with a significant portion of informal sector workers, including taxi drivers, delivery
drivers, and outsourced employees, not participating. To address this gap and increase
overall participation, several measures should be considered:

e OJK, along with relevant authorities, should mandate that all formal sector
workers subscribe to BPJS-TK to increase participation. This could be achieved
through registration drives during government programs, such as elections, and
linking other government services, such as driving licenses and tax systems, to BPJS-
TK subscriptions.

e To further increase informal sector participation, the government should
subsidize education for low-income workers’ families to boost their willingness to
participate in pension programs.
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OJK should collaborate with labor unions, schools, and employer associations to
conduct widespread financial literacy campaigns, informing workers about the
benefits of pension programs.

If fiscal space allows, the government could consider offering partial subsidies for
workers to afford the minimum JHT payment.

The government should explore requiring employees with electricity or water
subscriptions, or a driver’s license, to also have a JHT subscription.

Additionally, several proposals based on Mercer's findings and the World Bank’s
pension typology include:

Ministry of Social Affairs and OJK should work together to provide support to the
poorest elderly citizens who are not currently covered by the pension system. This
could include direct support or the development of programs specifically aimed at
this group.

Ministry of Manpower and OJK should collaborate to expand employer-sponsored
pension coverage. This may involve introducing incentives or regulations that
encourage employers to provide pension benefits to their employees, particularly in
the private sector.

OJK and Ministry of Finance should take the lead in strengthening the regulatory
framework for private pension schemes, ensuring these schemes are adequately
regulated, transparent, and aligned with international best practices.

OJK and the Indonesian Pension Fund Association (ADPI) should require pension
firms to include benefit coverage details in their annual reports, promoting
transparency and accountability within the sector.

These recommendations will help expand pension coverage, particularly for informal
sector workers, and contribute to a more inclusive and sustainable pension system.

4.4 Delaying Cash Out Investments

The authorities should reconsider the pension age and adjust the eligibility criteria for
cashing out pension fund investments and similar insurance products, such as
annuities. With an increasing number of people working beyond the traditional
retirement age of 55, the pension age should be gradually raised, and the eligibility
cutoff for cashing out pension funds, including BPJS-TK JHT and DP programs, should
be adjusted accordingly.

To this end, OJK's POJK 27/2023 regulation has made progress by specifying that
pension benefits should be spaced out over a 10-year period, starting at age 55, with
reviews every three years. However, it would be beneficial to provide a clear framework
for these reviews in advance, considering the aging population and the high youth
unemployment rate.

Furthermore, the regulation does not address JHT payouts, which fall outside the
purview of OJK'’s pension fund regulations.

OJK, together with relevant authorities, should re-consider the pension age and
adjust eligibility criteria for cashing out pension fund investments and similar
insurance products, such as annuities. The pension age can be gradually increased
to reflect the growing number of people working beyond 55 years, with eligibility
cutoffs for pension fund cash-outs, including BPJS-TK JHT and DP programs, aligned
accordingly.
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e OJK should build on the recent POJK 27/2023 regulation by specifying the
pension age review process in advance, taking into account the aging population
and high youth unemployment rates. Regular reviews should ensure the pension
age remains relevant and adaptable to future demographics and labor market
conditions.

¢ OJK should clarify the scope of regulations on JHT payouts, addressing the current
gap where it is considered outside the purview of pension funds, and ensure that
appropriate policies are in place to manage these funds effectively.

These measures will help provide a more sustainable and equitable pension system,
better aligning with current demographic trends and labor market realities.

4.5 Improving JHT Program

The JHT program, the largest in BPJS-TK, has been subject to public debate. After
some public debate, the Ministry of Labor approved that JHT balances can be
withdrawn up to 30% before pension age for purchasing a house and 10% for other
uses. However, the controversy remains regarding workers who are fired, as they must
wait until reaching pension age to access their balance. The current system is politically
allowable but sub-optimal in terms of fund management. With the possibility of 40%
being withdrawn early, fund management becomes more challenging. To address this,
a modification can be made to allow workers to access up to 50% of their JHT balance,
provided they have been unemployed for at least 12 months. This would alleviate the
financial burden on workers while preserving the JHT balance as much as possible.

e The Ministry of Labor and OJK should reconsider the eligibility criteria for
accessing JHT balances, allowing workers who have been unemployed for 12
months to access up to 50% of their JHT balance. This change would ease the
financial burden on unemployed workers while ensuring long-term savings are
maintained.

¢ OJK should collaborate with relevant authorities to provide clear guidelines for
workers to access their JHT balance in a way that balances financial relief with the
sustainability of the program. Additionally, the threshold for early withdrawal should
be raised gradually in line with the minimum retirement age.

These measures will help improve the accessibility of the JHT program while ensuring
its sustainability.



5 Recommendations for Regulatory Adjustments
Based on the recommendations, various regulatory adjustments are needed which are shown in Table 12 below.
Table 5. Recommendations for Regulatory Adjustments

Policy

Recommended Change Adjustment

Solution

Existing Regulations

in Regulation

Timeline

Governance gaps in
pension fund and
insurance
companies'
unrealized
investment losses
and limitations in
investible asset
options.

Amend the existing
regulation to require
pension and insurance
companies to publish
unrealized losses.

POJK 05/2019 article 48

OJK should amend the
regulation to require
pension and insurance
companies to publish
unrealized losses,
although this losses do
not affect performance
evaluations and
accounting performance

Short to Medium
Term

Lack of governance
clarity on the
eligibility and
ratings of investible
assets in pension
fund and insurance
portfolios.

Regulatory guidance
outlining the eligibility
criteria and risk ratings
for corporate bonds,
Medium-Term Notes,
Asset-Backed
Securities, and Real
Estate Investment
Trusts (REITSs).

SE OJK 04/2024 article 2

¢ OJK should provide a
more detailed
explanation on the
ratings of corporate
bonds, MTNs, asset-
backed securities,
and REITs to enhance
investment clarity.

¢ OJK should also
establish clearer
guidelines on the
underlying assets for
repo transactions to

Short to Medium
Term




ensure transparency
and consistency.

OJK has limited
Regulatory
Authority and
focuses only on
prudential mandate
instead of customer
protection

Review and amend
regulatory to clarify
conflicting mandates

Law 21/2011, articles 5 and 6

OJK should amend the
regulation to clarify and
remove conflicting
mandates, ensuring
consistency and
alignment across
regulatory objectives.

OJK need to prioritize
consumer protection
over prudential mandate

Law 4/2023 article 8

OJK should adjust its
regulatory focus to
ensure consumer
protection is given higher
priority without
compromising its
prudential mandate.

Low BPJSTK
membership limits
the effectiveness of
social security
coverage and
undermines its
potential impact on
workers' welfare.

Regulatory enforcement
should be strengthened
to increase BPJSTK
membership, ensuring
broader social security
coverage for workers.

e Law 24/2011 on BPJS. Specifically
article 4.g.

e Government regulation 86/2013 article
3and 4

e The Government
should enforce
stricter compliance
with mandatory
membership for
employers in both
BPJSTK and BPJSKes
to improve social
security coverage.

e The Government
should strengthen
regulatory measures
to ensure higher
adherence to these
mandates.

Medium to Long
Term




Penalties for non-
compliance should be
applied

Government regulation 86/2013 article 5
on penalties for failure to register
employees at BPJS

The government
should enforce
stricter application of
penalties to
employers who fail to
comply with BPJSTK
and BPJSKes
membership
requirements.

The government
should also
strengthen regulatory
measures to ensure
consistent and
effective penalty
enforcement.

Medium to Long
Term

Early withdrawal of
JHT investments

Regulation amendment
to provide clarity on
changes in pension age
and ensure alignment
with  current  social
security policies.

e Labor minister
article 13
e POJK 27/2023 article 54

regulation 2/2022,

The government and
Ministry of Labour
should stagger JHT
payments over the
medium term (e.g., 10
years) to ensure
sustainable income
for pensioners.

OJK should issue
changes in pension
age promptly to allow
pension funds and
employers to plan
their expenditures
effectively.

Medium to Long
Term
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