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Indonesia Financial Market Performance

Performance of Rupiah, JCl Index, and Govt. Bonds are better relative to EMs
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* Exchange rate, stock index, and
government bond of most EMs
experienced pressures due to
recent geopolitical conflict.

Based on real yield, Indonesian
Govt. bond is found more attractive
than global bond. Low inflation with
unadjusted administered price (due
to commodity price increase)
support the real yield of the Govt.
bond.

Real Yield Sovereign Bond Yield 10 yr
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Rupiah

Rupiah vs DXY (Index 3 Jan ‘22 = 100)
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Pressure to IDR is relatively mild, with stronger JCI performance. Deep pressures experienced with Govt. bonds
CDS 5 yr & Spread SBN — UST 10 yr

Indonesia Financial Market Risks and Volatility
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Insurance Industry Performance

There is a decline trend in premium collection, but the RBC is far above the threshold and asset portfolio grows positive

Premium growth (yoy)
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Insurance premium performance
showed a decrease particularly in
life insurance.

Non-life insurance premium in
February 2022 increase 3,5% yoy
(compare to Q4 2021), whereas
life insurance premium decrase
22,0% yoy.

As of February 2022, Risk-Based
Capital (RBC) of non life insurance
ratio of 323% and life insurance
ratio of 536%. These percentage
are above threshold ratio of 150%
dan 180% respectively.

Investment of life insurance and
non life insurance in government
bond increase significantly.



Indonesian Financial Sector vs peers

Financial Sector’s Asset of ASEAN members (2020)

Indonesia: Financial sector asset proportion (%)

Country Banking assets to .Capita! market Insurance assets Pension fund
GDP? capitalization to GDP? to GDP assets to GDP
Indonesia 59,5 45,1 5,80 6,9>
Malaysia 206,0 1214 20,3¢ 59,9¢
Filipina 100,6 88,6 8,5¢ 3,5¢
Singapura 325,8 191,9 47,5d 32,24
Thailand 144,9 102,8 23,24 6,9d

Sumber: Bank Indonesia, OJK, BPJS TK, Taspen, Asabri, CEIC, dan World Bank Global Financial Development Database (GFDD) 2020
a) CEIC per 2020; b) data SSKI Bank Indonesia, OJK, serta JHT & JP per 2020; c) data GFDD per 2016; d) data GFDD per 2017

L Financial sector’s asset in Indonesia is relatively lower than peers in ASEAN
U Indonesia’s financial sector is dominated by banking sector

L Contribution of non-bank sector, particularly insurance and pension fund, to the GDP and

financial sector as a whole is still low
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Financing Ple:rsjilgn
Companies 3% Others

3%
Insurance
11%

Banking
78%

Total Assets: Rp7.905 T

Pension

Financing Fund

Companies

Others
3%

Insurance
13%
Banking
78%
Total Assets 2021: Rp13.121 T
Source: OJK


https://www.worldbank.org/en/publication/gfdr/data

Insurance Assets shows positive growth

but contribution of the asset to GDP still low

* Even though insurance asset in
Indonesia increased in the last
few years, its contribution to the
14000 GDP is relatively small (9,4% as of
12000 Social
37% Life 40% 2020) .

Asset to GDP — Indonesia (%) Share of insurance assets
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INVESTMENT OF INSURANCE INDUSTRY GROWS POSITIVE

share of insurance investment to Gross Fixed Capital Formation (PMTB) to be improved

Portofolio Investasi Asuransi (Jun’21)
Investment to asset (%)

Direct Property _ Others
Investment  1.5% 0.6%
100% 2.0% \ | / Deposit
12.5%
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e SocCial INs e |s|lamic Ins 31.7%

20% Total investment: Rp 1,454.4 T

2016 2017 2018 2019 2020 Juni 2021
. . Premium to claim adequacy ratio
Insurance premium by line of . .
] (Conventional)
business
300%
600 ®
R — 250%
< 400 —_— [ ||
5 — - o 500% .
= 200 ’ ,
I 10% .\13.1/0_ 121% 115% 127% e
0 — ——
i 00% C—=
2016 2017 2018 2019 2020 Juni 2021 1 —
® — —
H Life H Social ® Non-Life 50%
2017 2018 2019 2020 Juni 2021

Reinsurance M Islamic Insurance B Mandatory

e=@==| ife ==@==Non-Life ==@==Reinsurance Social ==@=Mandatory

" BADAN KEBIJAKAN FISKAL - KEMENTERIAN KEUANGAN R
Source: OJK Data per Juni 2021

Insurance investment and banking credit

(%PMTB)
109.0% 109.0% 111.1% 110.0% 111.9%
2016 2017 2018 2019 2020

B Investment/PMTB B Total Banking Credit/PMTB

In general, investment portion to insurance assets
shows positive trend, with biggest contribution by
mandatory insurance.

Most of investment portfolio are in government bonds
and mutual fund due to risk-free and long term factors.

Share of insurance investment to PMTB is low. The
share is lower when accounting only real investment
(property and direct investment)

The growth of premium is relatively stable, which
indicate an increase in insurance coverage. Premium to
claim adequacy ratio stood at relatively safe point.
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INSURANCE SECTOR CHALLENGES:
Low Penetration & Low Density

Insurance Penetration (premium/GDP, 2020)
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Insurance Density in Indonesia (premium/person, USD)
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Sumber: Swiss Re — Sigma Database

(A Insurance penetration in Indonsia (1,9%) is lower than Singapore (9.5%), Thailand (5,3%), Malaysia (5.4%), dan Vietnam (2.3%). This
means that insurance market in Indonesia has potential to grow and expand
(1 Insurance density in Indonesia shows that in the last few years there is a decreasing trend of insurance spending. It is believed

pandemic has influenced this behaviour
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INSURANCE SECTOR CHALLENGES:
Low Financial Literacy and misconduct behaviour have reduced customers’ trust

Financial Literacy & Inclusion

Bad insurance cases influences public trust of insurance products

Rabu 28 April 2021, 16:21 WIB

Literacy Index Inclusion Index ] .
Perusahaan Asuransi Lokal Bermasalah Disorot
2016 2019 2016 2019
: 68 Triliun
Banking 28,9% 36,1% 63,6% 73,9% Aset Rp 6 Triliun, Liabilitas Bumiputera Rp
Insurance 15,8% 19,4% 12,1% 13,2% i ¢ 0711 04231 WIB .
Pension Fund 10,9% 14.1% 4,7% 6,2% glr:our]ologl Jiwasraya dari Gagal Bayar hingga ke Pelukan
Capital Market 4,4% 4,9% 1,3% 1,6% Kasus Kresha Life, bart a9
Financing 13% 15,2% 11,8% 14,6% Pe:rmlr—.mal?3 T‘lf |
Companies BerU]ng al Jit Kresna Life karena membawa efek negatif
Paran . .
I()Ifevgzg?apn) 17,8% 17.8% 10,5% 12/4% terhade OJK Cari Cara Tingkatkan Kepercayaan
Masyarakat Pada Asuransi
Micro Finance* - 0,85% - 0,72%
" £ X

*in 2016 survey, micro finance is not included
Source: OJK, Survey Nasional Literasi Inklusi 2019

® According to the 2019 survey, insurance literacy and inclusion index increase in 2019, eventhough it is still below banking sector domination
®* From the survey, there is 2 of 10 people have understood the function of insurance, but only 1 person willing to purchase insurance product
® Low literacy has made consumer less prudent when choosing insurance products and insurance companies

® Bad cases in insurance sector is also playing important role to build public trust of insurance product
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HR in the Financial Sector needs further development
The number of actuary professions is still very low

Number of Actuary in Emerging Countries The Growth of Actuary in Indonesia
11.1 11.2 181
() L Number of Actuary 164
153
797
135
® Actuary per Insurance 111
415 Company
171 g 184 143 | 4
O E o
g E I 2017 2018 2019 2020 2021
Source: actuarial society of Singapore, actuarial society of Malaysia, society of
actuary Thailand, etc Source: P2PK, Ministry of Finance

O Actuaries have a key role in the insurance and pension fund industries, especially in maintaining the good governance

practice thus affecting the business sustainability

L The number of actuaries in Indonesia is relatively low compared to peer countries even though in the last four years
shows positive trend

O Itis necessary to increase the number of actuaries in order to encourage efforts to develop the sector, especially the
insurance and pension fund industries
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FINANCIAL SECTOR REFORMS AND INITIATIVES
TO BOOST INSURANCE PENETRATION




Role of Financial Sector and Intermediation

Channels the fund for productive activities

Fund providers

Source of funds

Domestic

* Households
» Corporations
+ Government

Foreign

Self-financing
instruments

1. Corporate retained
earnings

2. Government tax
receipts

3. Household income/
wealth

Fin. Intermediaries

. Bank

. Insurers

. Pension funds

. Investment Mgt

. Sovereign Wealth Fund
. Alternative Investment

Vehicle

7. Fintech
8. Others.

Capital Market

Equity
Bonds

. Other (FX market,

derivatives, etc.)

. P2P & crowdfunding

Users of Funds

Working capital

. Micro and small

business

. Medium and big

enterprises

. Others

LT Investment

Infrastructure
Real estate

. Property, plant, and

equipment
Equipment and software

. Othe

Consumers

—

£4 " BADAN KEBIJAKAN FISKAL - KEMENTERIAN KEUANGAN RI

1
2
3.
4. Other

Motor vehicle/cycles
Real estate

Durables

Financial sector collects source of
funds from domestic savings and
foreign capital

The intermediation function provides
value added by channeling finance to
those with insufficient capital but
willing to undertake productive
activities

The stronger the intermediation
function, the greater is the
contribution of the financial sector to
growth
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STRUCTURAL REFORM TOWARDS INDONESIA 2045

Structural Reform required to strengthen

INDONESIA

2045

Aspires to be a High-Income
country

Indonesia as one of the world’'s economic centre of gravity
- OECD, 2018

Indonesia is well positioned to pursue its further
transformation toward an even more prosperous and
inclusive society by taking advantage of several beneficial
trends, including its young and expanding labor force, the
rapid growth of the digital economy, and the growing role of
Asia in the global economy
- IMF, 2017
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PROSPECT

DEMOGRAPHIC
m 319 Millions of people

2000 e 7139 Livein urban areas

s000000 70% Middle-class

7 5 ) 5 Life Expectancy

year old

ECONOMY FINANCIAL SECTOR
« 5 largest in the world « Banking Assets 200% of GDP
« GDP per capita: US$23,199  Pension Fund Assets 60% of
* Unemployment <4% GDP
A more productive economic * Insurance Assets 20% of GDP

structure » Market Cap Capital Market 120%
* Good technology adaptability GDP

 Financial inclusion 98%

Source: Bappenas (2019)
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Sectoral Reforms Have Been Conducted

to encourage financial sector development

1999 2002 9
- e —
*Lawon *Law on Bank Indonesia *Law on Government *Law on State Finance
Banking «Law on Foreign Reserves & Exchange Rate ~ Bond

*Bureaucratic Reform

+Law on National Social Security System +Law on Financial +Law on Insurance « Law on Financial
Services Agency Crisis Prevention and
Management

2020 - 2033"

>

* Economic Stimulus Packages |- * Law on Bank Indonesia » Law on Pension Funds
XVI: simplification & digitalization, *Law on Guarantee of Insurance Policy | aw on Banking
deregulation, fiscal incentives * Law on Capital Market

Dy BADAN KEBIJAKAN FISKAL - KEMENTERIAN KEUANGAN RI

However ...

A more comprehensive and holistic financial
reform is needed to address more strategic as
well as cross sub sectoral issues. In addition, a
reform is needed to accommodate new
financial business model activities which follow
the modern and forward looking principles.

16



OMNIBUS LAWS AS INSTRUMENTS FOR POST PANDEMIC STRUCTURAL
REFORM

Omnibus Law on Job Omnibus Law on Financial

Development Sustainability

Creation Sector Development
. Promoting Job Creation HR Regulations . Deep and stable financial
. Easing the Opening of New Development Simplification market
Job Fields x| Easily accessible financial
. Supporting Corruption & Infrastructure = market
Eradication by streamlining - - Efficient and competitive
regulation ', o Financial system
v Development E . Improving investor trust
A0 and consumer protection
Bureaucratic Economic
Reform Transformation

Fiscal Policy Support

Improving quality of spending through

effective spending on education, health, and social media Continuing infrastructure acceleration through strengthening digital

infrastructure and encouraging logistic’s efficiency and connectivity

to encourage the quality of human resources




FINANCIAL SECTOR DEVELOPMENT STILL FACES CHALLENGES

Omnibus law for financial sector will significantly support the holistic financial sector reform

THE STATUS QUO
Banking

* Suboptimal size — Ratio of asset
to GDP: 59.46% (2020); 55.02%
(2019)

* Excess number of banks

* Low credit disbursement

* Imbalanced deposit holding
(concentrated to the rich)

Capital Market

* Suboptimal size — Ratio of market
capitalization to GDP: 45.15% (2020);
45.88% (2019)

* High dependency on foreign investors
* Government, bonds’ yield are getting
competitive, yet, still higher than peers

Insurance

* Low size — Ratio of asset to GDP:
6.21% (2020); 5.53% (2019)
* Increasing size of assets

* Low penetrations

Pension Funds

* Low size — Ratio of asset to GDP:
6.37% (2020); 6.07% (2019)

* Lack of public understanding on

the urgency of pension funds
* Overlapping regulations and
programs

financial sector to
Indonesian economy

: ’ Limited contribution of

* Some groups or economic
sectors have not been
optimally covered by financial
sector services and products.

* Low financial sector inclusivity.

ATA

Some financial institutions
do not have a robust
regulatory framework

Some laws are old and could
not accommodate recent
market needs.

Overlapping issues in existing
regulations has to be
addressed.

Investors and consumers
protection.

Complexity of financial
sector development

The increase of technology and
digital based, as well as hybrid
financial products.

Those products could boost
competitiveness and efficiency;
but they need to be regulated
to minimize the risk in the
future.
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FINANCIAL SECTOR TRANSFORMATION ROADMAP

A FINANCIAL SECTOR that is DEEP, INNOVATIVE, EFFICIENT,
INCLUSIVE, and RELIABLE, as well as STRONG and STABLE

5 PILLARS AND VISION OF FINANCIAL SECTOR DEVELOPMENT AND STRENGTHENING: I

Improving Access
to Financial
Services

Foundation of all
pillars

Digital banking

Fintech regulatory
strengthening

Financial inclusion & literacy

el ai(aal pRCo Rl ob(en

Developing
Instruments &
Strengthening Risk

Promoting Long- Increasing

ec Stren%‘thening
Term Sources of Competitiveness &

Investor & Consumer

Finance Efficiency itigation Protection

Strengthening Leadership and Coordination of Development of the Indonesian Financial Sector
Strengthening Institutional Authority & Stability of the Indonesian Financial System

Long term financing
accumulation

Variety of investment and Mutual insurance, financial

R S e hedging instruments cooperative supervision

Insurance and pension Financial services Regulatory & supervisory

program participation consolidation technology Consumer protection

Capital market access Conglomeration supervision,

. . Enforcement
expansion resolution plan

Mandatory pension plan

Strengthening the integrity and quality of human resources, strengthening financial governance and reporting, and supervision



Boosting Insurance Penetrations
Synergy from all stakeholders is needed

Improve literacy and education

* Introduce insurance through
school curriculum

* Improve campaign through
mainstream media (television,
radio) and social media

o

Improve access to understand

and purchase insurance product

* Optimizing digitalization to open
access

* Make the best use of technology
advancement to provide affordable
insurance products

@ Good corporate governance
* Improving management’s (including

supporting profession and agents)

Mandatory insurance program
held by insurance companies
competitively

state  asset
insurance

For example:
insurance program,
for hajj

Policyholders protection
program
To improve trust and protect

policyholders in the case of
companies’ licence is revoked

£&! " BADAN KEBIJAKAN FISKAL - KEMENTERIAN KEUANGAN RI
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Consumer protection

* Strengthening  insurance  market
conduct
* Improving transparency, claim

process, and complain handling
* Optimizing the role of agent and

broker, including technology to
improve consumer protection and
awareness

Human resources

* Human resources in insurance
sector played a significant role in
insurance sector

* increase number of actuary

integrity and capacity (fit and
proper test)
@ Integrated supervision
* More insurance products have

investment-link scheme

* Investment portfolio varied among
others bonds, mutual funds, and term
deposits

» Participation of all parties (government, \
supervisor, insurance companies,
consumers) are needed to boost
insurance penetration

» On the other side, economic condition
and standard of living also play a
significant role for consumer to purchase
insurance product 17




Update on Omnibus Law for Financial Sector

Omnibus law for financial sector is one of priority bill to be discussed in 2022 in the
Parliament

The Parliament will initiate the draft bill and the government will prepare the comment
through Daftar Inventarisasi Masalah (DIM)

Regarding to insurance sector, the government together with related stakeholders
(insurance associations, OJK, and LPS) has done meetings to stocktaking issues in
insurance sector

To address the challenges in insurance sector, strategic policies proposed i.e. (still in
discussion):

o Strengthening market conduct
o Governance of mutual insurance
o Establishment of policyholder's protection program
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