"1 OTORITAS
JASA
KEUANGAN

ROADMAP
OF INDONESIAN
BANKING
*DEVELOPMENT

2020 =207

Resilient, Competitive,
and Contributive
Banking




OTORITAS
JASA
KEUANGAN

o

ROADMAP

OF INDONESIAN BANKING
DEVELOPMENT

2020 -2025

Resilient, Competitive, and
Contributive Banking



Roadmap of Indonesian Banking Development in 2020-2025 —
TABLE OF CONTENT
TABLE OF CONTENT L.ttt 2
LIST OF ABBREVIATIONS AND ACRONYMS ...oiiiiiiii it 4
LIST OF GRAPHICS . 6
LIST OF FIGURES ... 7
LIST OF TABLES .o oo 8
STATEMENT FROM CHIEF EXECUTIVE OF BANKING SUPERVISION .........cccoeon. 10
CHAPTER 1 INTRODUCTION .....cceuuuiirmnnncnnenncicnranecccnssnecssssssssssssesscsssssscsssssnne 12
BaCKGrOUNG ... 14
Formulation of the Roadmap of Indonesian Banking Development in 2020-2025 17
Covid-19 Pandemic and It's Impact to the Economy .......ccoooiiiiiiiiiiiiiii 19
IMPAct 0N Real SECLON ..o 21
Covid-19 Stimulus in the Banking SeCOr ........cccooiiiiiiiiiiiice e 23
CHAPTER 2 INDONESIAN BANKING PERFORMANCE ........ccccoeueiirnecrnncrannens 28
Conventional Commercial Bank ... 31
Conventional Rural Bank ........c.ccoooiiiiiiiiii e 35
Sharia Conventional Bank ............ccocoiiiiiiiii e 38
Sharia Rural Bank ..o 42
CHAPTER 3 BANKING CHALLENGES .......cccccocrmeiirmnirnesesnciseecisaessssnscsscsssssssse 46
Short-Term ChallenNges ......coviiiiiiii e 48
Structural ChalleNges .......ooiiiii e 52
Small business scale and low national banking competitiveness ..................... 52
The rapid digital economic and financial development is accompanied
by the changing economic behavior of the community ............ccocooiiviiiin, 55
Financing needs of medium-term national development ..........ccccccooiiiiiae. 63
Financial market is still relatively shallow ... 65
Sharia banking has not been optimal in supporting sharia economic growth.. 67
Sustainable development funding has not been adequate ............cccccoooen 68
Inclusion and education still need iIMProving ........ccccoceoeiiiiniiiiee, 69

CHAPTER 4 CONSTRUCTION OF THE INDONESIAN
BANKING DEVELOPMENT .....ccciiiiiiiiiiiimnnnnnnnnnnnmeeneneeeneeesississssssssssssssssnnns 72
Basic Principles of Indonesian Banking Development ............ccccocoiiiiiiiienene, 74
Goals and Direction of Indonesian Banking Development............ccccoovovieieioeen. 77



CHAPTER 5 DIRECTIONS OF INDONESIAN BANKING DEVELOPMENT ........ 84
Direction of Short-Term Development (2020 — 2022) ........ccoooeiiiiiiiiiieiiieeeee 86
Extending, Monitoring and Evaluating Countercyclical Policy
to Support National Economic Recovery .........ccocooiviiiiiiiiiiiece 86
Encouraging Economic Financing to the Real Sector ..........ccooviiiiiiii 89
Strengthening Synergy and Collaboration .........ccoccoiiiiiiiiiiic e, 21
Direction of Structural Development (2020 — 2025) ........cccooveveieiiieiieeeeee 91
Strengthening Structure and Competitive Advantages ..........ccoceeevevviiinecen. 92
Accelerating Digital Transformation ........ccccooiiiiiiiiiie 100
Strengthening Banking’s Role in the National Economy .......ccccoooiiiiiiinnns 108
Strengthening Regulation, Licensing, and Supervision .........c.cccocoveviiiienenn. 116
ENabling FACLOrS ..o 122
CHAPTER 6 APPENDICES ......ccccootiinumnmnnnnnneiieecssssssssssnnsaneseesesssssssssssssssssssssens 130
Work Program Matrix RP2] 2020-2025 .......ccoiieiieineiieieeeseeseee e 132
Pillar 1: Strengthening Structure and Competitive Advantages ............cc.c...... 132
Pillar 2: Accelerating Digital Transformation ...........cccocoovoiiiiiiiiiiiiieeeee 134
Pillar 3: Strengthening Banking’s Role in the National Economy ....................... 136
Pillar 4: Strengthening Regulation, Licensing, and Supervision ............cccccce... 138

BIBLIOGRAPHY .ot 142



Roadmap of Indonesian Banking Development in 2020-2025

LIST OF ABBREVIATIONS AND ACRONYMS

Al

API
ATMR
AYDA

BAKTI Kominfo

Bappenas
Bl
BOPO
BPS
BUK
BUKU
BUS
BSSN
CAR
CCP

CIR
CIRR
CKPN
COBIT
ESG
Fintech
FK-PPPK

IBM

IMF

KBMI
Kemenkeu
Kemenko
Kl

KK

KMK
KPMG
KPMR
KUR

Laku Pandai

Artificial Intelligence

Application Programming Interface

Risk-Weighted Assets

Foreclosed Collateral

Telecommunication and Information Accessibility Agency
Ministry of National Development Planning

Bank Indonesia

Operational Efficiency Ratio

Statistics Indonesia

Conventional Commercial Bank

Commercial Bank Category based on Business Activities
Sharia Commercial Bank

National Cyber and Crypto Agency

Capital Adequacy Ratio

Central Counterparty

Cost to Income Ratio

Cyber Incidence Response and Recovery

Loan Loss Provision

Control Objective for Information and related Technology
Environment, Social dan Governance

Financial Technology

Coordination Forum for Development Financing via
Financial Market

International Business Machines

International Monetary Fund

Bank Category based on Core Capital

Ministry of Finance

Coordinating Ministry

Investment Credit

Consumer Credit

Working Capital Loan

Klynveld Peat Marwick Goerdeler

Credit/Financing against Loan Shark

People’s Business Credit

Smart Act Branchless Banking Service for Financial Inclusion



LD Ul
LIPI
LPS
NIM
NPF
NPL
OECD
OJK

PI

PK
PMK
PEN
Perppu
PSBB
PwC
RDK
ROA
RP2I
RPJMN
PRC
SDGs
HR
SPRINT
Suptech
IT
UKMK
uus
VUCA
WEO

Demographic Institute of Universitas Indonesia
Indonesian Institute of Sciences

Indonesia Deposit Insurance Corporation

Net Interest Margin

Non-Performing Financing

Non-Performing Loan

Organization for Economic Co-operation and Development
Financial Services Authority

Investment Financing

Consumption Financing

Working Capital Financing

National Economic Recovery

Government Regulation in Lieu of Law
Large-Scale Social Restriction

Pricewaterhouse Coopers

Meeting of the Board of Commissioners
Return on Asset

Roadmap of Indonesian Banking Development 2020-2025
Medium-Term National Development Plan
People’s Republic of China

Sustainable Development Goals

Human Resources

Integrated Licensing and Registration System
Supervisory Technology

Information Technology

Micro, Small, and Medium Enterprises

Sharia Business Unit

Volatility, Uncertainty, Complexity, Ambiguity
World Economic Outlook




Roadmap of Indonesian Banking Development in 2020-2025 —
LIST OF GRAPHICS

Graphic 1.1. The Impact of Covid-19 on Economic Growth ...........cccocoviiiiiiiiiiin, 20
Grahpic 1.2. Realization of Credit Restructuring (Nov 9, 2020) ........ccocooiiiiiiiiiiiee, 26
Grahpic 2.1. Growth of Third-Party Funds Conventional Commercial .........cccccoveenee. 32
Graphic 2.2. The Growth of Conventional Commercial Bank Credit .........ccocccvviinnnn. 32
Graphic 2.3. Development of Conventional Commercial Bank NPL ...............ococoo. 33
Graphic 2.4. Efficiency Ratio of Conventional Commercial Bank ,.......ccccooooiiiin. 34
Graphic 2.5. CAR Ratio.of Conventional Commercial Bank .........ccccocooiiiiiiiien, 34
Graphic 2.6. Growth of Third-Party Funds of Conventional BPR .........cccocooiiiiiin, 36
Graphic 2.7. The Growth of Conventional BPR Credit .........cccociiiiiiiiiiiic 37
Graphic 2.8. The Development of Conventional BPR's NPL .........ccooiiiiiiiiiiie, 37
Graphic 2.9. Efficiency Ratio of Conventional Rural Bank ............coccocoiiiiiiiii, 37
Graphic 2.10. Development of Conventional Rural Bank's CAR ........ccoovevviviiiiiiie 37
Graphic 2.11. Market Share of BUS and UUS ..........ccoiiiiiiiii 37
Graphic 2.12. Growth of Third-Party Funds of Sharia Commercial Bank........................ 39
Graphic 2.13. The Growth of Sharia Commercial Bank Financing .........ccccccoiiiiie. 40
Graphic 2.14. Development of Gross NPF of Sharia Commercial Bank ..............c......... 40
Graphic 2.15. Efficiency Ratio of Sharia Commercial Bank ..........ccocoooiiiiiiiiiiiiiee, 41
Graphic 2.16. The Development of the CAR of Sharia Commercial Bank. ................... 41
Graphic 2.17. The Growth of Third-party Funds of Sharia Rural Bank ............c..cc.c...... 41
Graphic 2.18. The Growth of the Financing of Sharia Rural Bank ............ccccccooviiine. 43
Graphic 2.19. Development of Gross NPF of Sharia Rural Bank ..........c.ccoccoooiiinn. 44
Graphic 2.20. Efficiency Ratio of Sharia Rural Bank. ..o 44
Graphic 2.21. Development of the CAR of Sharia Rural Bank. ..........ccccoooooviiiiiiinnnn. 44
Graphic 3.1. Projection of GDP and Global Fiscal .........ccociiiiiiiiiii, 49
Graphic 3.2. Survey of the Global Business Players’ Perception towards Risk ............. 50
Graphic 3.3. Total Assets of Banks in ASEAN (in US$ Billion) .........ccoooovoiiiiiiiie 52
Graphic 3.4. Number of Conventional Commercial Banks based on BUKU ................ 54

Graphic 3.5. The Development of Conventional Commercial Assets based on BUKU 54
Graphic 3.6. The Development of Credit and DPK of Commercial

Banks based on BUKU .......cccooiiiiiiiiiii e 55
Graphic 3.7. The Internet Economy of ASEAN Countries (Gross Merchandise Value) 56
Graphic 3.8. Results of Survey regarding Collaboration between Banks and Fintech.. 61
Graphic 3.9. Comparison of Financial Market Deepening in

Several Countries (BGDP) . ..o 66
Graphic 3.10. Islamic Finance Sector INdicators ..........cocoviiiiiiiiiiece 67
Graphic 3.11. National Financial Inclusion and Literacy Index .........cccocooviviiiiiiiinne, 70

Graphic 3.12. Banking Financial Inclusion and Literacy Index ..........cccccocooiiiiiiiin. 70



LIST OF FIGURES

Figure 1.1.
Figure 1.2.

Figure 1.3.
Figure 1.4.

Formulation of RP2I ..o 18
The Results of Survey regarding the Impact of

Covid-19 on Business Players and Households ..........ccccocooiiiiiiiiiinns 22
Summary of Policy within the PEN Framework ...........ccocooiiiiiiiiin, 23

Impact of Covid-19 — the Needs of Medium and Large

Enterprises as well as Micro, Small and Medium Enterprises...................... 24
Figure 3.1. Fiscal Macro Posture in 2021 (%PDB) .......coviiiiiiiiiiiiieet e 51
Figure 3.2. Tech Spending of Several Banks in 2019 (Trillion RP) ...ccoovviviiiiiiiee, 58
Figure 3.3. Millennials’ Expectations towards the Bank ..........ccccccooiiiiiiiiiiiie, 59
Figure 3.4. Internet-only Banks in Several Countries in the World ..........cccooeiiian. 60
Figure 3.5. Indonesia’s Internet Security Monitoring Report 2018 ..........ccooieiiiiiininn. 62
Figure 3.6. Sustainable FINGNCING ....ooiiiiiiiii 68
Figure 5.1. Focus of National Economic Development 2021 ..........cccooeiviiiiinieecnnn, 89
Figrue 5.2. 10 New Potential Tourism Destinations ...........cccccoeiiviiiiiiiiiiiceee e, 90
Figure 5.3. Fulfillment of Bank Core Capital ......cccooiiiiiiiiiice, 93
Figure 5.4. Fulfillment of Core Capital or Exit POlicy .......ccoceiviiiiiiiciicce, 94
Figure 5.5. Commercial Bank Grouping ........coccooioiiiiiiiiiiiect e 95
Figure 5.6. Bank Consolidation Scheme ........ccoiiiiiiiiii e, 96
Figure 5.7. Benefits of Governance Implementation .........cccoeoeviiiiiiiiniiice 98
Figure 5.8. Product and Service Innovation Development Through
Licensing Acceleration (Piloting Review and Instant Approval) .................. 100
Figure 5.9. Information Technology GOVErNance ..........ccoveiveiiciieiieiecec e 102
Figure 5.10. Trend in the Use of IT Game Changers ........ccccoviiiiiiiiniiiiieee, 103
Figure 5.11. Bank as the Digital Economy Ecosystem Center ..........ccccocviiiiiciicnns 105
Figure 5.12. Co-opetition Business Model Framework ............coocviiiiiii, 106
Figure 5.13. Development of Information Technology in the Future ...........cccoceeeee. 107
Figure 5.14. Efforts to Encourage Financial Market Deepening
Through Multiactivities BUSINESS .........ccoviiiiiiiieeee 111
Figure 5.15. Synergy of Halal Industry and Identity Boost ..........cccooveoiiiiiiiiiiiic 112
Figure 5.16. Sustainable Financial Ecosystem .........ccocoviiiiiiiiiiiiie 115
Figure 5.17. Changes of Rule-Based Regulations to Principle-Based Regulations ...... 117
Figrue 5.18. Strengthening Licensing Process ............ccciviiriiieiiciiecceceecee 118
Figure 5.19. Application of Supervisory Technology .........cccooviiiiiiieiiiiiiie 119
Figure 5.20. Three Capabilities of an Agile Leader .......cooooiiiiiiiiiiiiiie, 122
Figure 5.21. Three Necessary HR Aspects to Develop ..o 124
Figure 5.22. Indonesia’s IT Infrastructure Development Program .........cccccooeiiiiinnnnn. 125

Figure 5.23. Institutional Collaboration Synergy ........cccocoviiiiiiiiiic, 127



Roadmap of Indonesian Banking Development in 2020-2025 - ——  S—

LIST OF TABLES

Table 2.1. Number of Bank and Office Network ...........cc.oocoooiiiiiiiieee 30
Table 2.2. Conventional Commercial Bank Performance (in Trillion Rp) ....cccooveveennnn. 31
Table 2.3. Conventional Rural Bank Performance (in Billion Rp) ......ccocooiiiiiiiiii 35
Table 2.4. Performance of Sharia Commercial Bank and UUS (in Billion Rp) ................ 38
Table 2.5. The Performance of Sharia Rural Bank .............cccooooiiiiiiiiee 42
Table 3.1. Efficiency Ratios in Several ASEAN countries ...........ccocooiiiiinineiiieeee 53
Table 3.2. Comparison of inflation Rate and Reverse Repo Rate in Indonesia,

Thailand, and Malaysia ..o 53

Table 3.3. National Development Funding Needs 2020-2024 ............cccooeiviiviennennnn. 64



Our goals can only be reached through a vehicle of a plan,
in which we must fervently believe, and upon which we must vigorously act.

There is no other route to success

- Pablo Picasso
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STATEMENT FROM CHIEF
EXECUTIVE OF BANKING
SUPERVISION

Assalamu’alaikum Wr. Wb., Best wishes to all of us, Om Swastyastu,
Namo Buddhaya, Wei De Dong Tian.

All praise and thanks be to the One True Almighty God, as through His grace and gift,
we can prepare and present this Roadmap of Indonesian Banking Development
2020-2025 (RP2I) to the stakeholders as a guideline.

Throughout 2020, and possibly up to the foreseeable future, national banking is up
against a couple of phenomenal challenges, namely: first, the increasing credit risk;
and second, the shifting community’s perception toward banking services. The main
sources of those challenges are the Covid-19 pandemic and the large-scale social
restriction policy that follows.

Let's discuss the first challenge, namely the increasing credit risk. The decline of
economic activities as a result of the social restriction policy has put some pressures
to the performance of the debtors and resulted in further impact towards the increase
of loan at risk. The OJK had responsively issued stimulus policy through POJK No. 11/
POJK.03/2020, and the industry responded by exercising credit restructuring to debtors
who are affected by the Covid-19 pandemic. At the very least, this policy can mitigate
financial failure experienced by the debtors and maintain the stability of banking
system. The second challenge is the shifting community’s perception toward banking
services. The large-scale social restriction also changes the community’s behavior in
conducting transaction, from physical transaction to virtual transaction, which includes
payment settlement This condition demands a structural transformation of banking
business model, such as through the acceleration of digital service.

Given the two challenges, there are two action plans that must be carried out by

banks: in the short term, conducting business and institutional consolidation in order
to contribute to the completion of credit restructuring and economic recovery. In the
long term, carrying out structural transformation by expanding business scale and
strengthening competitiveness through service transformation as the key. One example
of such transformation is the acceleration of digital service to meet the stakeholders'’
expectation.



In order to ensure that the industry and us as regulators are able to move in the same
direction to tackle the challenges, we prepared this Roadmap of Indonesian Banking

Development 2020-2025 (RP2I). This roadmap will become a stepping stone in the
development of the banking industry’s ecosystem, along with the transformation
of conducive regulation, supervision, as well as licensing to usher the growth of the
industry.

RP2I is written as a response to the various dynamics that occur in the national
banking sector after the pandemic as well as the change of landscape that follows.
RP2| contains direction and reference for short-term development as well as periodic
structural development over a period of six years. The short-term development is
aimed to optimize the role of banking in accelerating the national economic recovery
process due to the impact of Covid-19 pandemic. Structural development is aimed to
strengthen national banking so that it has better resilience, higher competitiveness,
and a more optimal contribution to the national economy. Realization of the
development will certainly require commitment, synergy, and collaboration of all
stakeholders.

RP2l is a living document that can be adjusted in accordance with the dynamics of
industrial changes or development, meaning that relevant, timely, and appropriate
policy responses are needed to support the competitiveness of national banking.

Finally,  want to appreciate all parties who have

provided several valuable feedback, comments, and
suggestions during the formulation of this roadmap.
May the God Almighty always give His blessing to our
well-intentioned actions, especially our wish to realize
a resilient and contributive national banking industry.

Wassalamu'alaikum Wr. Wb.,
Om Shanti Shanti Shanti Om,
Namo Buddhaya,
Wei De Dong Tia

HERU KRISTIYANA
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